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ABSTRACT: We examine whether there is evidence of US power being
used to influence countries” decisions regarding trade and trade policy.
We measure US influence using a newly constructed annual panel of
CIA interventions aimed at installing and supporting new leaders dur-
ing the Cold War. Our presumption is that the US had greater control
over leaders that were installed by the CIA. We show that US interven-
tions were immediately followed by an increased flow of US goods into
the intervened country. However, there was no increase in the ship-
ment of goods from intervened countries to the US. We also find that
the increase in imports is only observed in autocratic regimes, where
leaders are less accountable to their citizens, and we expect US influence
to have been the most effective. We test for alternative explanations.
We find that the increase in US imports did not arise from a decrease
in bilateral trade costs with the intervened country. We show that the
increase in imports is in industries in which the US has a comparative
disadvantage. We also test whether the increase in US imports following
US interventions was the result of a change in political ideology, or of an
increase in US aid or US Export-Import Bank loans. We find that these
alternative explanations do not account for the surge in US imports.
Examining specific mechanisms, we provide evidence that government
purchases of US products play a central role.
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1. Introduction

The possibility that political influence and power may play an important role in international trade
has long been recognized.! Despite its importance, empirical evidence identifying the effects of
influence on trade remains nearly non-existent.> This study provides evidence that US influence
over foreign countries is an important determinant of bilateral trade flows. Specifically, we show
that during the Cold War, US control over leaders that were installed and supported by the CIA
was used to create a larger foreign market for US products.

We exploit the recent declassification of CIA documents to generate a new measure of US politi-
cal influence. We identify instances where the US engaged in covert interventions to install and /or
support political leaders in other countries. Our presumption is that the US had greater control
over foreign leaders that were installed and supported by the CIA. Our analysis then examines
the relationship between these interventions and annual bilateral trade flows. We find that US
interventions raised the share of goods the intervened country imported from the US. We find no
change in the total value of goods imported, e.g. of trade creation effects. Instead, interventions
caused a shift away from the purchase of foreign non-US products and towards purchases of US
products. We show that this relationship is extremely robust to a variety of specification and
robustness checks.

Despite the robust finding that interventions increased the shipments of goods from the US to
the intervened country, we find no evidence of increased exports from the intervened country to
the US. This is consistent with the US political influence being used to create a larger market for
US products in the intervened country.

As a further test of our political influence hypothesis, we examine differences in the effect of
interventions on autocratic and democratic regimes. Existing theory suggests that US influence
should have been greater in autocratic regimes, where leaders are supported and accountable to
a relatively small group, relative to democratic regimes, where leaders are accountable to a much

larger population. In other words, all else equal, external US influence will be more effective in

I Theoretical studies date back from at least Hirschman (1945), with more recent contributions including Galtung
(1971) and Antras and Padro-i-Miquel (2008). The recent book by Findlay and O’Rourke (2007), titled Power and Plenty
uses historical evidence to show clearly that power, influence, and coercion are central to understanding the history of
international trade. Also, from a historical perspective, Mitchener and Weidenmier (2008) document the important role
that colonial empires played in international trade during the late 19th and early 20th centuries.

2The existing empirical evidence relies on innovative, but indirect evidence of the importance of power and influence
in the international arena. One of the few pieces of evidence is from Yeats (1990) who shows that the prices paid for steel
imports by former African colonies are higher if the imports are from the former colonizer than from other countries.



autocratic regimes where the new leader is less accountable and has greater freedom to choose
policies. We find that, consistent with the political influence hypothesis, US interventions only
increased the share of imports from the US in autocratic regimes, and had no effect in democratic
regimes.

We recognize that other interpretations for these correlations are also possible. In addition to
our political influence explanation, there are three leading alternative explanations for the findings.
The first is that interventions (asymmetrically) decreased the bilateral trading costs between the
US and the intervened country, and because of this, it became optimal for the foreign countries to
import a greater proportion of goods from the US rather than from other countries. The second
is that the newly installed and/or supported leaders were ideologically more similar to the US,
and for this reason imports from the US increased. Our findings are simply capturing the fact that
countries import from ideologically similar countries. The third is that following an intervention,
US tied foreign aid and Export-Import Bank loans increased, and this caused imports from the US
to rise. According to this explanation, it is not US coercion that led to the increase, but an increased
provision of loans and grants, which provided greater resources for the country to purchase US
goods.

We begin by testing for the trade costs explanation for the increase in US imports. The finding
that the increase in trade is unidirectional provides evidence that the increase cannot be from a
decrease in bilateral trade costs, unless the decrease is for some reason asymmetric, only decreasing
the costs of moving goods from the US to the foreign country, but not from the foreign country to
the US. We also provide a direct test of the explanation by examining effects of interventions on
US imports across different industries. We show that the increase in US imports was greatest for
goods in which the US had a relative comparative disadvantage in producing. That is, following
interventions, the new goods that were shipped from the US to the intervened country were
products that US firms were not competitive in producing. These patterns are inconsistent with
decreasing trade costs being the source of increased US imports. If the increase in imports arose
through lower trade costs, then the increased imports should have been in industries in which the
US had a comparative advantage, not disadvantage. On the other hand, the finding is consistent
with US influence being used to create a larger market for US products that producers otherwise
would not have been able to sell in the international market.

We then turn to the political ideology explanation for the increase in US imports. The increase in



imports from the US may have arisen because the newly installed leaders were more pro-Western
or pro-capitalist. Therefore, imports from countries with similar ideological positions, and one
of these countries was the US. The increase in imports from the US simply reflects an increase
in imports from all countries that are now ideologically more similar to the intervened country.
To test this explanation, we examine the effects of interventions on imports from other countries
with ideologies similar to the US. We find no evidence that US interventions caused an increase in
imports from countries that were ideologically aligned with the US. The surge in imports following
an intervention was US-specific.

Last, we turn to the increased US loans and grants explanation. We test directly whether US
economic and military aid or Export-Import Bank loans increased following an intervention. We
find a positive and significant relationship between interventions and economic aid and Ex-Im
Bank loans (but not military aid). We also find that these channels are unable to account for the
more than 25% of the total effect that we identify.

Having examined alternative explanations for the increase in US imports following interven-
tions, we then turn to mechanisms. We find evidence that government purchases are an important
channel behind the increase in US imports after interventions. The strength of the relationship
between interventions on US imports is increasing in the government’s share of GDP. For the
countries in the sample with the smallest share, we find the effect is close to zero, which suggests
that nearly all of the effect can be explained by government purchases of US products.

Our use of CIA intervention data links our paper to a small literature that examines other
aspects of CIA activities. Most closely related is Easterly, Satyanath, and Berger (2008), who use
lower frequency data (five year intervals rather than one year intervals) and find that CIA and
KGB interventions both promote transition into autocracy, and prolong autocracy. This result
dovetails nicely with our finding that US influence was strongest in autocratic regimes. This
suggests that the US would have had less incentive to promote transitions to democracy following
a US intervention. This would have made influence less effective. This is consistent with Easterly
et al.’s (2008) finding that interventions forestalled transitions to democracy.

Dube, Kaplan, and Naidu (2008) examine the stock prices of US companies in Iran, Guatemala,
Cuba, and Chile before and after the CIA authorized plans for a covert coup. They find that
the stock returns of these companies jump up after these authorizations, which they interpret

as evidence that these top-secret plans were leaked to investors. The focus of their paper is



conceptually very different from our. Because Dube et al. (2008) are interested in the effects of
top-secret information flows only (and not of the interventions themselves), they do not include
the period of the actual intervention in their analysis.

Our findings are most closely related to a small number of studies that consider the potential
impacts of political influence on international trade. The hypothesis that influence and power
plays a role in international trade dates back to at least Hirschman (1945). More recently, the
theoretical contribution of Antras and Padro-i-Miquel (2008) examines the welfare impacts when
political influence can affect trade and trade policies. One of the rare empirical studies on this issue
is Alexander Yeats’ (1990) analysis, showing that among African countries, former colonies pay a
20 to 30% premium on the price of imported steel when importing from their former colonizer.
The study provides one of the only pieces of empirical evidence suggesting that informal influence
may play an important role in international trade. Our analysis, using an alternative determinant
of influence, provides stark evidence that foreign influence plays a role in international trade.

The next section of the paper describes our data and their sources. Section 3 reports our baseline
estimating equations and results. We document that CIA interventions were followed by increased
imports of US goods, no increase in exports to the US, and no increase in total trade. We further
show that the increase in imports from the US is found among autocracies only. The results of
section 4 show that this finding is robust to a variety of robustness and sensitivity checks. In
section 5, we rule out alternative explanations for our findings. Section 6 turns to the specific
mechanism through which increased US influence enlarged the foreign market for US exporters.

We provide evidence that government purchases play a central role. Section 7 concludes.

2. CIA Intervention Data

As a measure of US influence over a country we rely on historic episodes where the CIA intervened
in a foreign country to install a new leader or to support an existing leader. To identify these
episodes, we rely on a number of studies examining the history of the Cold War, much of which is

based on recently declassified documents. We have supplemented this information with our own

3Studies have provided evidence consistent with the presence of US power and influence playing a role in the
international arena. For example, Dreher and Jensen (2007) show that IMF conditionality is correlated with whether
countries vote in-line with the US in the UN General Assembly. Similarly, Kilby (2009) shows that the World Bank’s
structural adjustment conditions are less stringent for countries whose voting in the UN is more aligned with the US.



archival research. Using these sources, we have constructed an annual data set of interventions
undertaken by the CIA, as well as by the Soviet’s KGB.*

Our baseline measure of CIA interventions is an indicator variable that equals one for a country-
year observation if the CIA either installed or supported the leader of a foreign country in office.
We label this variable US any, .. As a robustness check, we also use a second more narrow measure
where we assign a value of zero to USany, . for the interventions where the CIA did not install a
new leader, but propped up an existing leader. We denote this variable US narrows .

To provide a concrete example of the construction of our variable, consider the history of CIA
involvement in Chile. The time line is illustrated in table 1. During the 1964 Chilean elections, the
CIA provided covert funding and support for the Christian Democratic Party candidate Eduardo
Frei Montalvo. Eduardo Frei won the elections in 1964, and continued to receive CIA support
while he was in power. In the 1970 elections Eduardo Frei, still backed by the CIA, lost to Salvador
Allende, who remained in power until the CIA orchestrated coup of 1973. From 1973 until 1988
Augusto Pinochet maintained power, and he was backed and supported by the CIA during this
time.

Because the variable US any equals one in all periods in which a leader is installed, backed, or
supported by the CIA, for Chile the variable equals one from 1964 to 1970 when Eduardo Frei was
in power. It equals zero in 1971 and 1972, the years when Salvador Allende was in office (since he
was not supported or installed by the CIA). It then equals one from 1973 to 1988, the years when
Augusto Pinochet — who was installed and supported by the CIA — was in power.

Our sample consists of 131 countries. Of these, 51 were subject to at least one CIA intervention
between 1947 and 1989.5 Figure 1 shows the total number of interventions among all countries in
each year between 1947 and 1989, using both the baseline intervention measure and the alternative
more narrow measure. Put differently, the figure reports the number of countries for which
us any, . = 1 in each year, as well as the number of countries for which US narrow;, = 1. Also
shown are the number of failed interventions, which are interventions aimed at installing a new
leader that failed.

The figure illustrates a number of patterns present in the data. The first is that interventions

4Gee Easterly et al. (2008) for a detailed list of the sources. The most heavily used secondary sources include Blum
(2004), Andrew and Mitrokhin (2005), and Weiner (2007).

50f the 131 countries, 22 were subject to some form of KGB intervention.



Table 1: An Example: History of CIA interventions in Chile.

isocode year US any US any (narrow) Key Historical Events

CHL 1963 0 0

CHL 1964 1 1 Election; CIA propanda, funding, etc; Frei wins

CHL 1965 1 1 Continued support for right wing groups, etc.

CHL 1966 1 1

CHL 1967 1 1

CHL 1968 1 1

CHL 1969 1 1

CHL 1970 1 1 Salvador Allende wins election

CHL 1971 0 0

CHL 1972 0 0

CHL 1973 1 1 CIA planned coup; head of military, Pinochet takes power

CHL 1974 1 1

CHL 1975 1 1

CHL 1976 1 1

CHL 1977 1 1

CHL 1978 1 1

CHL 1979 1 1

CHL 1980 1 1

CHL 1981 1 1

CHL 1982 1 1

CHL 1983 1 1

CHL 1984 1 1

CHL 1985 1 1

CHL 1986 1 1

CHL 1987 1 1

CHL 1988 1 1 Plebiscite, democratic elections; Pinochet steps down
0 0

CHL 1989

were common and they were long-lasting. In an average year between 1947 and 1989, 24 coun-
tries were experiencing some form of CIA intervention. Among the group of 51 countries that
experienced a CIA intervention between 1947 and 1989, the average country experienced a CIA
intervention that lasted for 20 years. The figure also shows that the total number of interventions
increased after 1947, peaked around the 1970s, and then fell until 1989.

This is consistent with the history of the CIA. Between 1953 and 1961 covert action increased
significantly, with attention focused on political action, particularly support to political figures and
political parties. The 1960s witnessed a continued presence of CIA covert activities, although there
was a shift towards greater paramilitary activities. The period from 1964 to 1967 is known to have
been the high point of CIA covert activities. The post-1967 decline was brought about, in part, by
the 1967 Ramparts magazine article that exposed the CIA’s funding of national student groups and
other private organizations (Leary, 1984). Figure 1 shows a leveling off of convert interventions in
the late 1960s. One observes persistence in interventions until the mid-1970s before their frequency
falls. This reflects the persistence of interventions that installed a new leader. Typically, the leader

remained in power, and continued to be supported by the CIA. Overall, the temporal pattern of
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total CIA interventions is consistent with the qualitative historical evidence about CIA activities
during the Cold War.

An alternative to looking at total interventions over time, is to examine the pattern of all
interventions across countries between 1947 and 1989. The map shown in figure 2 provides this
information. The map reports, for each country, the average number of years the country experi-
enced a CIA intervention between 1947 and 1989.% The cross-country distribution of interventions
is consistent with the descriptive history of the CIA during the Cold War era. The CIA intervened
most heavily in Latin America, but also in a few European countries - namely, Italy and Greece -
as well as in a number of countries in Africa, Asia, and the Middle East.

The map also helps to illustrate exactly what our variable captures and what it does not capture.
For example, our intervention variable is zero for Angola throughout the period. This is the
case despite the heavy and well-known involvement of the CIA in Angola’s civil war. The CIA
provided covert support for the anticommunist group Union for the Total Independence of Angola
(UNITA). However, the group was never successful at gaining power from the Movimento Popular
de Libertagdo de Angola (MPLA). Because the US backed UNITA forces never gained control of
the government, our variable is never coded as one for Angola, despite clear intervention by the
CIA in the country. This example illustrates that our intervention measure is not a measure of CIA
meddling in a country. It is an indicator for interventions that were successful at either installing a
new leader or in maintaining the supporting and power of an existing leader. This is our measure
of the increase in the US influence over the foreign leader, which could potentially be used to

further US economic interests.

3. Baseline Estimates

A. Estimating Equations

We now turn to our baseline estimates of the economic consequences of US interventions. Our first
estimating equation looks at the effects of US interventions on the share of imports coming from

the US.

®For countries that did not gain independence until after 1947 the percentage is calculated as the fraction of years
from independence to 1989 for which there was a CIA intervention.
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m{S denotes imports from the US into country c in year ¢, m{). denotes aggregate imports from all
us
countries. The dependent variable, In Tn’@ , is the natural log of share of total imports into country c

t,c

in year t that are from the US. As we illustrate in the appendix the appropriate dependent variable

for the theoretically derived estimating equation is the natural log of the import share, rather than
the import share itself. One consequence of this is that a small number of observations, with zero
trade flows, are dropped from the sample in our baseline specifications. We show in section 4B
that alternative estimation techniques that do not omit the zero observations result in qualitatively
identical estimates.

Since the time period being considered is the Cold War, t ranges from 1947 to 1989. Equation
(1) also includes year fixed effects and country fixed effects, a; and a.. Because our sample only
includes trade with the US, country fixed effects are equivalent to country-pair fixed effects. They
therefore capture many of the standard country-pair specific measures that are standard in bilateral
gravity regressions, such as the geographic distance between the trading partners, a common
language, legal / colonial origins, etc.

The equation also controls for lags of the dependent variable. This is done to capture the
persistent impact of past trade, as well as its determinants. Because equation (1) includes time-
period fixed effects, country fixed effects, and lags of the dependent variable, it suffers from the
well-known Nickell (1981) bias. In section 3, we show that since the Nickell bias converges to zero
as the time dimension of the panel increases, and since we have a large number of time periods
in our panel (43 years), the actual bias is small. We also show that in practice our results are not
significantly affected by the bias.

The vector X; . includes a set of controls that vary across countries and years. We control for
Soviet interventions, which are measured in exactly the same manner as the US interventions, but
quantify KGB intervention in foreign countries. We also include two indicator variables that are
intended to capture a country’s openness to foreign trade. These may affect trade with the US
differentially relative to other countries of the world. The first is an indicator variable that equals

one if country c is a member of GATT in year ¢. The second is an indicator variable that equals one
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if country ¢ had signed the New York Convention on or before year t.” We also include controls for
log per capita income, and log aggregate income. These controls, which are typically included in
gravity regressions, may influence aggregate trade through scale and income effects. They would
also have an effect if, for example, the US trades disproportionately more with higher income or
larger countries.

Given the recent studies by Jones and Olken (2005, 2009) and Duflo and Chattopadhyay (2004)
that show that leaders matter, we are particularly careful to control for leadership turnover and
leader tenure.® We include in our estimating equation an indicator variable that equals one in a
country and year if a leadership change is experienced and a measure of the tenure of the current
leader.

The findings from Easterly et al. (2008) suggest that interventions affected democratic insti-
tutions in a country. We therefore control for the combined Polity variable from the Polity IV
Database. The measure takes on integer values ranging from —10 (strong autocracy) to +10 (strong
democracy). We include fixed effects, one for each value of the polity measure. Our results are
similar if we less flexibly include the polity measure linearly.

In equation (1) the unit of observation is a country-year. By construction, the United States and
the Soviet Union are not in the sample. An alternative estimation strategy is to estimate a standard
bilateral gravity model, where the unit of observation is a directional country-pair in a year, and
the dependent variable is the volume of imports from one country to another country. One could
examine whether a US intervention increases the flow of imports from the US to the intervened
country. Our equation (1) is constructed to capture this same variation, but the advantage of
equation (1) over a bilateral gravity equation is that it is much more conservative, since it does not
include a very large number of observations in which the US is not a trading partner. Doing this,
even with clustered standard errors, would tend to result in downward biased standard errors and
inflated significance of all variables (see Bertrand, Duflo, and Mullainathan, 2004). Our estimation
strategy effectively aggregates all trade between non-US trade partners to be part of aggregate

World trade, which we use to normalize trade flows with the US. The result is that we only have nt

"The New York Convention is the common name for the 1958 Convention on the Recognition and Enforcement of Foreign
Arbitral Awards. The agreement ensures that among signatory countries, in cases involving parties from two countries,
court rulings and arbitration awards made in one country must be recognized in the other country.

8The finding in Jones and Olken (2005) that leader deaths have larger effects in autocracies is similar to our finding
that US interventions appear to be benign in democracies. As well, MacGillivray and Smith (2004) provide empirical
evidence showing that leadership turnover has little effect in democracies, but has a strong adverse effect on the volume
of trade in autocracies.
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observations rather than n(n — 1)t observations in our sample (where 7 is the number of countries
and ¢t is the number of time periods). As we show in section 4, our results are qualitatively identical
if we use a sample of all trade flows between all country-pairs, and estimate a more standard
bilateral gravity model.

We also examine the effect of interventions on exports to the US. We estimate a version of

equation (1) where the dependent variable is the share of country c’s total exports that are shipped

to the US:
ys xys
i = &+ ac + prUSany; . + Z'rnln — + Xeel + e )
t,c n=1 t n,c

where x[; S indicates exports from country c to the US in year . Similarly, x}%. denotes exports from

country c to all countries in the world in year t. The set of control variables are identical to equation

(1).

B. Baseline Estimates

Our basic findings can be illustrated if we return to the example of Chile. Figure 3 reports two
graphs, which show trade flows and the variable US any over time for Chile. The top graph reports
the natural log of imports into Chile from the US divided by imports from the World. The bottom
graph reports the natural log of exports from Chile into the US divided by exports from Chile
to the entire world. In the top graph one can see clearly that the US import share stays stable
from 1964 to 1970, when Eduardo Frei is in power and being supported by the CIA (USany = 1).
The bottom graph shows clearly that, unlike imports, exports to the US declined steadily during
this period. In 1971, when Salvador Allende takes power (USany = 0), imports fall dramatically
(top graph), while there is no dramatic change in exports (bottom graph). After Pinochet takes
power (USany = 1), one again observes a larger and more immediate increase for imports than for
exports.

Overall, figure 3 illustrates the general pattern in the data that we document below. Imports
from the US are much more responsive to CIA interventions than exports to the US. Interventions
result in an immediate and dramatic increase in the volume of goods imported from the US.

Estimates of equations (1) and (2) are reported in table 2. Column 1 reports estimates of equation

(3) for the full sample. The coefficient on the US intervention measure, US any, is positive and

12
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CHL

T
1950

T T T
1960 1970 1980
Year

—8&—— USA_COW_import_share US influence, inclusive of of#set years

T
1950

T T T
1960 1970 1980
Year

—8—— USA_COW_export_share US influence, inclusive of of%set years

13

inclusive of offset years

US influence,

inclusive of offset years

US influence,



Table 2: The effects of US interventions on imports from and exports to the US for autocracies and
democracies.

All observations Autocracies only Democracies only
In US import share: In  In US export share: In  In US import share: In  In US export share: In  In US import share: In  In US export share: In
(Imports from US / (Exports to US / (Imports from US / (Exports to US / (Imports from US / (Exports to US /
Imports from world) Exports to world) Imports from world) Exports to world) Imports from world) Exports to world)
@) € ® @ ®) ®)
Us any 0.099*** 0.041 0.166*** 0.043 0.036 0.032
(0.028) (0.042) (0.050) (0.079) (0.023) (0.040)
One year lagged dep var 0.524*** 0.597*** 0.517**=* 0.590*** 0.570*** 0.565***
(0.069) (0.052) (0.083) (0.060) (0.071) (0.073)
Two year lagged dep var 0.251%** 0.121** 0.247** 0.124** 0.186** 0.114
(0.081) (0.047) (0.100) (0.055) (0.063) (0.070)
In per capita income Y Y Y Y Y Y
In total income Y Y Y Y
Leader turnover, leader tenure Y Y Y Y Y Y
GATT and NY convention controls Y Y Y Y Y Y
Soviet intervention control Y Y Y Y Y Y
Country fixed effects Y Y Y Y Y Y
Year fixed effects Y Y Y Y Y Y
R-squared 0.88 0.87 0.85 0.85 0.95 0.94
Observations 3,933 3,650 2,316 2,001 1,444 1,406

Notes : The unit of observation is an autocratic country ¢ in year t, where t ranges from 1947 to 1989. All regressions include year fixed effects, country fixed effects, a Soviet intervention control, two
lags of the dependent variable, In per capita income, In total income, an indicator for leader turnover, current leader tenure, an indicator variable for a GATT member, and an indicator variable for signing
the NY convention. Coefficients are reported with robust standard errors in brackets. ***, ** and * indicate significance at the 1, 5 and 10% levels.

statistically significant. The estimated coefficient indicates that in intervention years the share of
imports from the US increased by 9.9 percent.

As we have discussed, an alternative explanation for the increase is that because of the interven-
tion the leader is now more aligned with the US and this reduced trade costs. As an initial test of
this explanation we examine the effects of interventions on exports from the foreign country into
the US. If the intervention reduced trade costs between the two countries, then we also expect
to see an increase in goods being shipped to the US. We examine this by estimating equation
(2). Estimates are reported in column 2 of table 2. The coefficient for USany is much smaller in
magnitude and is not statistically different from zero. Together, the estimates from columns 1 and
2 show that although interventions significantly increased the share of a country’s imports that
come from the US, they had no effects on the share of a country’s exports that go to the US. As we
will see, this asymmetry is extremely robust and always comes through clearly in the data. This
suggests that if the effect from column 1 is being driven by decreased bilateral trade costs, then the
decline must have been asymmetric. The intervention must have decreased the cost of shipping
goods from the US to the intervened country, but did not decrease the costs of shipping goods from
the intervened country to the US.

The second strategy we employ to distinguish between the two explanations for the increase in
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trade with the US is to examine the effect of interventions separately for autocratic and democratic
countries. The motivation behind this distinction derives from a straightforward logic that is at
the core of a number of models in economics and political science. The best example is Grossman
and Helpman’s (1994) “Protection for Sale” model. In their model, governments set the level of
a socially suboptimal policy (i.e., trade tariffs). In making their decisions governments trade off
the effects of the policy on aggregate welfare against the private benefits that are received from
groups that have political influence. The key parameter affecting the equilibrium policy is 4, the
weight the government places on aggregate welfare relative to the private benefits the government
receives from setting a distortionary policy. In reality the parameter a is determined, in part, by
the accountability of the leader or government to the welfare of its citizens. Therefore, all else
equal a will be much higher in democracies than autocracies. Empirical estimates of Grossman
and Helpman’s a parameter across autocracies and democracies provide strong empirical support
for this (e.g., Mitra, Thomakos, and Ulubasoglu, 2002).

Grossman and Helpman’s model provides a testable prediction in our setting. We are interested
in empirically identifying whether CIA interventions allowed the US to exert greater influence over
intervened countries, and whether this was used to persuade the foreign leader or government to
choose policies that benefit the US. Part of the rents generated by the policy can be passed on to
the leader supported by the US. This setting is exactly analogous to Grossman and Helpman’s
setting, except that the US government takes the place of the private lobbies. In their model, those
with the ability to influence policy will be more successful in autocracies where a is low, since
the government is less accountable to its citizens. Therefore, if interventions increase US goods
imports because of US influence, we expect to find larger effects of interventions in autocracies
than in democracies.

We group our observations (i.e., country-year pairs) into two categories: autocracies and non-
autocracies. A country c in year t is defined as being an autocracy if in both year ¢ and year t — 1
its Polity scores are zero or less.

Estimates of equations (1) and (2), with the sample restricted to autocracies only, are reported
in columns 3 and 4 of table 2. Column 3 shows that among the sample of autocracies, like the full
sample, the estimated coefficient for US interventions is positive and statistically significant. The
estimated magnitude of this effect is very large: an intervention increases the share of US imports

by 16.6 percent. This is much larger than the average increase for the full sample, which is 9.9
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Table 3: The effects of US interventions on imports and exports.

In imports from US In imports from world In exports to the US In exports to the world

All countries  Autocracies All countries  Autocracies All countries  Autocracies All countries  Autocracies

(€] 2 3 4 ®) (6) (M ®)
UsS any 0.132%** 0.208*** 0.026 0.016 0.080* 0.081 0.020 -0.006
(0.030) (0.053) (0.017) (0.034) (0.044) (0.083) (0.018) (0.031)
One year lagged dep var 0.611*** 0.590*** 0.801*** 0.756*** 0.617*** 0.601*** 0.801*** 0.739
(0.068) (0.081) (0.068) (0.088) (0.049) (0.057) (0.044) (0.051)
Two year lagged dep var 0.163** 0.177** -0.108** -0.129** 0.146*** 0.144*** -0.017 -0.014
(0.073) (0.089) (0.047) (0.060) (0.047) (0.054) (0.027) (0.034)
In per capita income Y Y Y Y Y Y Y Y
In total income Y Y Y Y Y Y Y
Leader turnover, leader tenure Y Y Y Y Y Y Y Y
GATT and NY convention controls Y Y Y Y Y Y Y Y
Soviet intervention controls Y Y Y Y Y Y Y Y
Country fixed effects Y Y Y Y Y Y Y Y
Year fixed effects Y Y Y Y Y Y Y Y
R-squared 0.96 0.94 0.98 0.98 0.95 0.93 0.99 0.98
Observations 3,933 2,316 4,164 2,527 3,650 2,091 4,160 2,522

Notes : The unit of observation is an autocratic country c in year t, where t ranges from 1947 to 1989. All regressions include year fixed effects, country fixed effects, a Soviet intervention
control, two lags of the dependent variable, In per capita income, In total income, an indicator for leader turnover, current leader tenure, an indicator variable for a GATT member, and an
indicator variable for signing the NY convention. Coefficients are reported with robust standard errors in brackets. ***, ** and * indicate significance at the 1, 5 and 10% levels.

percent. Estimates of equations (1) and (2), with the sample restricted to democracies only, are
reported in columns 5 and 6. The results show that unlike our full sample of observations and our
subsample of autocracies, there is no robust evidence of any relationship between US interventions
on the share of imports from the US.

To gain a better understanding of the changing share of US imports, we separately examine the
effect of interventions on imports from the US, and total imports from all countries. Specifically,
we re-estimate equations (1) and (2) with log trade flows, either from the US or from the world,
as the dependent variable. Estimates are reported in table 3. Columns 1-2 report estimates when
the dependent variable is the natural log of imports from the US. In columns 34, the dependent
variable is the natural log of the total volume of imports from all countries. The results show
clearly that following an intervention there is an increase in the volume of imports from the US
and no change in the total volume of imports from the world as a whole. This suggests that the
increased share of trade with the US arises from an increase in US imports that appear to be at the
expense of the country’s other trading partners. In other words, the increased share of imports
from the US is a result of trade diversion and not trade creation or trade destruction.

According to the estimate in columns 1-2, a US intervention increases the volume of US imports

by 13.2% for the full sample, and 20.8% for autocracies. These increases are similar to the estimates
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for the shares, which were 9.9 and 16.6%, respectively.

Columns 5-8 report the estimated effects of interventions on exports. The estimates show that
for CIA interventions, there is little evidence of an effect of interventions on exports to the US or to
the world. Only one estimate is statistically different from zero, and only marginally so. Consistent
with our findings from table 2, CIA interventions appear to have little effect on the exports from

the intervened country to the US, or on the aggregate exports of the intervened country.

4. Robustness and Sensitivity Analysis

A. Fixed Effects and Lagged Dependent Variables Specifications

In deciding on our baseline estimating equations (1) and (2), we are forced to make a number
of decisions. The most significant is how we deal with omitted variables that may be correlated
with interventions and trade flows to the US. We have chosen to use a stringent and demanding
specification that includes country fixed effects, time period fixed effects, and lags of the dependent
variable.

It is well-known that in specifications with fixed effects and lagged dependent variables, there
is the potential for a Nickell (1981) bias to affect the coefficients of interest, if the time dimension is
modest. However, because this is a bias that converges to zero as t increases, it is only a problem
for panels with a modest time-dimension. The number of years included in our panel is much
greater than the environments that have typically been associated with the Nickel Bias. To obtain
a more concrete sense of the magnitude of the bias in our panel, consider the formula for the bias

originally derived by Nickell (1981). For an equation without covariates the formula is given by:

) . —(14+9
where 7 is the relationship between Inm; . and Inm;_1 .. In our setting, T = 43 and § ~ 0.56. If

v = .60, then the bias is equal to 7(142'60) = —0.038. In addition, this is an upper bound, since the

bias is strictly lower when there are covariates.

We also test for the potential importance of the Nickell bias in our estimates by estimating
alternative specifications that do not suffer from this bias. These are reported in table 4. Columns 1
and 6 reproduced our baseline estimates of (1) with the log of the US import share and the log
of US imports as dependent variables. The remaining columns of the table report alternative

specifications that do not suffer from the Nickell bias. The first alternative is a specification
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Table 4: Robustness and sensitivity of the estimated effects of US interventions on imports to the
US for autocracies.

In US import share In Imports from US
FEs with country- FEs with country-
Baseline LDV only FEs only specific time trends Baseline LDV only FEsonly specific time trends
() (&) (©) (4) ©) (6) (7) (8) (9) (10)
UsS any 0.166***  0.109***  0.413***  0.198***  0.196*** 0.208***  0.150***  (0.381***  0.255***  (.254***
(0.050)  (0.021)  (0.073)  (0.074)  (0.074) (0.053)  (0.040)  (0.078)  (0.086)  (0.086)
Two lags of the dependent variable Yes Yes No No No Yes Yes No No No
Country fixed effects Yes No Yes Yes Yes Yes No Yes Yes Yes
Year fixed effects Yes No Yes Yes Yes Yes No Yes Yes Yes
Linear country-spec. time trends No No No Yes No No No No Yes No
Nonlinear country-spec. time trends No No No No Yes No No No No Yes
Full set of other covariates Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
R-squared 0.85 0.83 0.71 0.83 0.83 0.94 0.91 0.88 0.94 0.94
Observations 2,316 2,316 2,316 2,316 2,316 2,316 2,316 2,316 2,316 2,316

Notes: The unit of observation is an autocratic country ¢ in year t, where t ranges from 1947 to 1989. 'Full set of other covariates' includes: a Soviet intervention control, In per capita
income, In total income, an indicator variable for leader turnover, current leader tenure, an indicator variable for a GATT member, and an indicator variable for signing the NY
convention. Coefficients are reported with robust standard errors in brackets. ***, ** and * indicate significance at the 1, 5 and 10% levels.

that does not control for country and time-period fixed effects, and only controls for lags of the
dependent variable. These estimates are reported in columns 2 and 7. The specification produces
coefficient estimates for US interventions that are qualitatively similar to the baseline estimates. In
both specifications, the coefficients are positive and highly significant, although their magnitudes
are lower. The second alternative specification is a standard difference-in-difference estimating
equation that includes time period fixed effects and country fixed effects. These estimates are
reported in columns 3 and 8. Again, the results are qualitatively similar to the baseline esti-
mates. The coefficients are positive and statistically significant, although they are around twice
the magnitude of the baseline coefficient. The remaining specifications reported in the table report
more stringent fixed effects specifications that also control for country-specific time trends. In
other words, the regressions add to the specifications from columns 3 and 8 a full set of country
fixed effects interacted with time trends. Columns 4 and 9 report estimates with linear time trend
interactions, and columns 5 and 10 report estimates with a non-linear time trend (i.e., country
tixed effects interacted with the year and year squared). With this more stringent fixed effects
specification the estimated coefficients are now smaller, and more similar to magnitude of the
baseline estimates. The coefficients remain statistically significant.

Overall, the results of table 4 show that the estimated effect of CIA interventions on imports
from the US is robust to the estimation method one employs, and is not being caused by the Nickell

bias.
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Table 5: Alternative estimates that include zero trade flows.

OLS Estimates Poisson Estimates
Imports from US / Imports from world Imports from the US Imports from the world
All countries Autocracies All countries Autocracies All countries Autocracies
1) (2 3 4 ®) (6)
US any 0.013*** 0.023*** 0.240%** 0.430%** -0.018 0.045
(0.003) (0.005) (0.046) (0.068) (0.027) (0.045)
Two lags of dependent variable Y Y Y Y Y Y
In per capita income Y Y
In total income Y Y Y Y Y Y
Leader turnover, leader tenure Y Y Y Y Y Y
GATT and NY convention controls Y Y Y Y Y Y
Soviet intervention control Y Y Y Y Y Y
Country fixed effects Y Y Y Y Y Y
Year fixed effects Y Y Y Y Y Y
R-squared 0.95 0.96 0.98 0.96 0.99 0.98
Observations 4,161 2,524 4,251 2,594 4,254 2,597

Notes : The unit of observation is an autocratic country ¢ in year t, where t ranges from 1947 to 1989. All regressions include year fixed effects, country fixed effects, a Soviet
intervention control, two lags of the dependent variable, In per capita income, In total income, an indicator for leader turnover, current leader tenure, an indicator variable for a
GATT member, and an indicator variable for signing the NY convention. Coefficients are reported with robust standard errors in brackets. ***, ** and * indicate significance at
the 1, 5 and 10% levels.

B. Addressing the Existence of Zero Trade Flows

Our baseline estimating equation is derived from a log-linearization of the theoretically derived
gravity model. On consequence of the log-linearization is that zero trade observations are dropped
from the sample. Although, the number of observations dropped for this reason is very small, we
check that our omission of these observations is not significantly affecting our results.’

We pursue two strategies to assess the importance of the omission of zero trade flows from
our analysis. The first is to re-estimate equation (1) with the US import share, rather than the
log share, as the dependent variable. These estimates are reported in columns 1 and 2 of table 5.
The estimates are similar to the baseline estimates. The coefficient for the interventions variable
remains positive and statistically significant. The second strategy we pursue relies on the recent
contribution by Santos Silva and Tenreyro (2006). The authors propose estimation of the gravity
model using a Poisson pseudo-maximum-likelihood estimator. Because the estimating equation

is not a log-linearization, all observations are included, even zero trade flows.!? Estimates using

9To obtain a sense of the reduction in the sample size from zero trade observations, consider the regression with log
imports from the US as the dependent variable. In this specification, 318 of 4,251 potential observations had zero trade
and were dropped from the analysis. The actual number of observations in the regression was, therefore, 3,933 (see
column 1 of table 3).
10The authors argue that the other advantage of the estimator is that it avoids the potential pitfalls of OLS estimation
of the log-linearized gravity model in the presence of heteroscedastic error terms. They show that in the presence of
heteroscedasticity, OLS may yield biased point estimates.
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a Poisson pseudo-maximum-likelihood estimator are reported in columns 3-6 of table 5. These
estimates provide the same results as the OLS estimates. CIA interventions increase imports from
the US (and this effect is stronger in democracies), but they have no effect on total imports from
the world.

The coefficients from Poisson estimates are directly comparable to the estimates from columns
1 and 2 of table 3. The coefficients from the Poisson model are approximately twice the magnitude
of those from the log-linearized OLS model. The magnitude of the estimates from columns 1 and
2 of table 5 suggest that interventions increase the share of imports from the US by 1.3 and 2.3
percentage points (for the full sample and for autocracies, respectively). The mean of US import
share is 18% for the full sample and 16.5% for the sample of autocracies. Therefore, the figures
represent an increase (evaluated at the means) of 7.2 and 13.9%. These are roughly the same
magnitudes as the coefficients from columns 1 and 3 of table 2. Overall, there is no evidence
that our baseline estimates are affected in any significant way by the omission of the small number

of observations with zero trade flows.

C. An Alternative Intervention Measure

Next, we test the robustness of our estimates to our alternative, more narrow measure of CIA inter-
ventions. Estimates using this alternative measure are reported in table 6. The estimates using the
narrow intervention measure are qualitatively identical to the results using our baseline measure.
Interventions increase the share of imports from the US; this effect is larger for autocracies; and
they have no effect on the share of a country’s exports to the US. A comparison of the coefficient

estimates also shows that the magnitudes are quantitatively very similar.

D. Influential Observations and Causality

Table 7 reports additional robustness checks for the specification with the log US import share as
the dependent variable. Columns 1 and 6 report baseline estimates for the full sample and for
autocracies only. Our first sensitivity check is to identify and omit influential observations from
the sample. This is done using Cook’s distance. When we do this, the coefficients decrease slightly,

but remain robust (and highly significant). These estimates are reported in columns 2 and 7.
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Table 6: The effects of narrow US interventions on imports.

In US import share

In imports from US

In imports from world

All countries  Autocracies All countries  Autocracies All countries  Autocracies
@ ) @) (4) ®) (6)
US narrow 0.130%*** 0.248*** 0.130*** 0.248*** 0.018 0.013
(0.035) (0.063) (0.035) (0.063) (0.016) (0.029)
Two lags of dependent variable Y Y Y Y Y Y
In per capita income Y Y Y Y Y Y
In total income Y Y Y Y Y Y
Leader turnover, leader tenure Y Y Y Y Y Y
GATT and NY convention controls Y Y Y Y Y Y
Soviet intervention controls Y Y Y Y Y Y
Country fixed effects Y Y Y Y Y Y
Year fixed effects Y Y Y Y Y Y
R-squared 0.88 0.85 0.88 0.85 0.98 0.98
Observations 3,933 2,316 3,933 2,316 4,164 2,527

Notes : The unit of observation is an autocratic country c in year t, where t ranges from 1947 to 1989. All regressions include year fixed effects,
country fixed effects, a Soviet intervention control, two lags of the dependent variable, In per capita income, In total income, an indicator for leader
turnover, current leader tenure, an indicator variable for a GATT member, and an indicator variable for signing the NY convention. Coefficients are
reported with robust standard errors in brackets. ***, ** and * indicate significance at the 1, 5 and 10% levels.

Table 7: Additional Robustness Checks.

In US import share: In (Imports from US / Imports from World)

All countries Autocracies
Omitting Omitting
influential ~ 3-year pre- 5-year pre- 5 year pre- influential ~ 3-year pre- 5-year pre- 5 year pre-
Baseline obs & post-FEs & post-FEs trend Baseline obs & post-FEs & post-FEs trend
1) 2 ®) 4) (5) (6) Q) ®) (9) (10)
US any 0.099***  0.054*** 0.092** 0.080** 0.085*** 0.166***  0.130*** 0.137* 0.119* 0.115%**
(0.028) (0.016) (0.046) (0.041) (0.022) (0.050) (0.032) (0.076) (0.067) (0.037)
Pre- & post-intervention fixed effects N N Y Y N N N Y Y N
5-year pre-trend of In US import share N N N N Y N N N N Y
Lagged dependent variables Y Y Y Y Y Y Y Y Y Y
Country fixed effects Y Y Y Y Y Y Y Y Y Y
Year fixed effects Y Y Y Y Y Y Y Y Y Y
In per capita income Y Y Y Y Y Y Y Y Y Y
In total income Y Y Y Y Y Y Y Y Y Y
Leader turnover, leader tenure Y Y Y Y Y Y Y Y Y Y
GATT and NY convention controls Y Y Y Y Y Y Y Y Y Y
Soviet intervention control Y Y Y Y Y Y Y Y Y Y
R-squared 0.88 0.94 0.88 0.88 0.92 0.85 0.93 0.85 0.85 0.91
Observations 3,933 3,425 3,933 3,933 3,549 2,316 1,881 2,316 2,316 2,098

Notes : The unit of observation is an autocratic country ¢ in year t, where t ranges from 1947 to 1989. All regressions include year fixed effects, country fixed effects, a Soviet intervention
control, two lags of the dependent variable, In per capita income, In total income, an indicator for leader turnover, current leader tenure, an indicator variable for GATT membership, and an
indicator for signing the NY convention. Coefficients are reported with robust standard errors in brackets. ***, ** and * indicate significance at the 1, 5 and 10% levels.

21



Next, we check that our results are not being driven by general trends in US import share that
happen to be correlated with the timing of interventions. We construct a variable that takes on
the value of one if period t is within 3 years prior to an intervention, and zero otherwise. We also
construct a similar measure that takes on the value of one if period t is within 3 years after an
intervention, and zero otherwise. We then control for these measures. This ensures that our results
are driven by the exact timing of interventions and not by other shocks that happen around these
episodes. The estimates are reported in columns 3 and 8. We also control for similar measures, but
with a 5 year window. These estimates are reported in columns 4 and 9. For both specifications,
our coefficients of interest remain robust.

Our final check is to control for pre-existing trends in the dependent variable. The estimates
in columns 5 and 10 control for the 5-year pre-trend (prior to period t) of the dependent variable.

Again, the coefficients of interest remain robust.

E. Estimates using all Bilateral Country-Pairs

In our baseline estimating equations, the unit of observation is a country in a year, and the
dependent variable is the country’s trade with the US. An alternative strategy is to examine trade
between a country and every other country, and not just with the US. In other words, the unit of
observation is a bilateral country-pair, with all country-pairs included in the sample. We show
here that we obtain similar results using this alternative strategy.

The estimating equation is:

N
Inmyce = ar+ace + prUSany, .+ poUS any, . X IEuS + T Z Inmi_yce+ Xeol + XieQ2+€1ce (3)
n=1

where t indexes years, c indexes importers, and e indexes exporters. The dependent variable is the
natural log of imports shipped by exporting country e into importing country c in year ¢. As before
we include the variable USany, . which equals one if the importing country ¢ experiences a CIA
intervention in year t. However, because we now include all country-pairs in the sample, we allow
the effect of the interventions on imports to differ depending on whether the exporter is the US or
not. To capture this potential differential effect we also include USany, . x IS in the estimating
equation, where IYS is an indicator variable that equals one if the exporting country is the US.

Equation (3) includes country-pair fixed effects, time-period fixed effects, as well as lags of the

dependent variable. Also, we control for our full set of importer covariates, denoted by X; ., and
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Table 8: Results using the full sample of bilateral country-pairs.

In imports In (imports / world imports) In exports In (exports / world exports)
All Autocracies All Autocracies All Autocracies All Autocracies
) @ ® @ ®) ®) 9 ®
US any 0.013 -0.002 0.004 -0.002 -0.007 0.013 -0.007 -0.036**
(0.009) (0.015) (0.009) (0.015) (0.009) (0.016) (0.009) (0.016)
US any x US exporter 0.149%*** 0.241%** 0.139** 0.238***
(0.056) (0.083) (0.055) (0.083)
US any x US importer 0.032 0.059 -0.000 0.046
(0.058) (0.093) (0.058) (0.094)
Two lags of dependent variable Y Y Y Y Y Y Y Y
In per capita income (importer and exporter) Y Y Y Y Y
In total income (importer and exporter) Y Y Y Y Y Y Y Y
Leader turnover, leader tenure (importer and exporter) Y Y Y Y Y Y Y Y
GATT and NY convention (importer and exporter) Y Y Y Y Y Y Y Y
Soviet intervention controls Y Y Y Y Y Y Y Y
Country-pair fixed effects Y Y Y Y Y Y Y Y
Year fixed effects Y Y Y Y Y Y Y Y
R-squared 0.91 0.89 0.90 0.86 0.91 0.89 0.89 0.86
Observations 195,729 96,006 195,729 96,006 195,729 91,318 195,729 91,318

Notes: The unit of observation is a country-pair in year t, where t ranges from 1947 to 1989. All regressions include year fixed effects, country-pair fixed effects, a full set of Soviet intervention
controls, In importer per capita income, In exporter per capita income, In importer total income, In importer total income, an indicator for importer leader turnover, an indicator for exporter leader
turnover, importer current leader tenure, exporter current leader tenure, indicator variable for the importer being a GATT member, indicator variable for the exporter being a GATT member, indicator
variable for the importer signing the NY convention, and an indicator variable for the importer signing the NY convention. Coefficients are reported with robust standard errors in brackets.
Specifications without controls for lagged dependent variables report standard errors clustered at the country-pair level. ***, ** and * indicate significance at the 1, 5 and 10% levels.

the same set of covariates for the exporter, X;,.
We also estimate the same equation, but examine the effect of US interventions in country ¢ on

exports from country ¢ to importing countries, indexed by m:

Inx¢em = ar + aem + p1US any, . + B2US any, . x I,L,fs + i YoInxi—yem + Xeel + Xem 2+ €tem
n=1 @

Estimation results are reported in table 8. Columns 14 report estimates of equation (3) and
columns 5-8 report estimates of (4). The odd numbered columns include all countries in the
sample, while the even numbered columns only include autocratic importers (in columns 2 and 4)
or autocratic exporters (in columns 6 and 8). In columns 1, 2, 5 and 6 the dependent variable is the
natural log of the value of trade, while in 3, 4, 7 and 8, the dependent variable is the natural log of
the world trade share.

Estimates of equations (3) and (4) provide results that are qualitatively identical to the baseline
estimates from equations (1) and (2). US interventions cause no increase in imports from non-US
countries, but cause a clear increase in imports from the US. These effects are also stronger if we
look only at importers that are autocratic. The estimates also show no consistent and robust effect

of CIA interventions on exports to any country, including the US.
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5. Testing Alternative Explanations

A. Are Increased Imports Driven by Trade Costs? Using Revealed Comparative Advantage

To this point we have documented a robust relationship between CIA interventions and increased
imports from the US. In an attempt to distinguish between explanations for this increase, we now
move to the industry level and examine which industries experience the greatest surge in imports
from the US following an intervention. According to the trade costs explanation, the increase in
US imports was the result of decreased trade costs between the US and the intervened country.
Because of the lower trade costs, trade rose. If this is the mechanism, then the increase in imports
from the US would be in industries in which the US has a comparative advantage. This is the
prediction from any model of international trade. With a movement towards free trade, countries
increasingly export the goods they are relatively good at producing and import the goods they are
relatively bad at producing. If interventions led to decreased trade costs and increased integration,
then the increase in US imports should be in the industries in which the US is relatively good at
producing.

Testing this prediction of the trade costs explanation requires a measure of US competitiveness
across industries. For this, we use Balassa’s (1965) measure of revealed comparative advantage
(RCA), which captures the degree of specialization of a country in a particular industry. The

measure is:

Xt i i Xt,c)i
RCA;. ;i = — / ” )
™ Y. Xt,c,i Yide Xt,c)i

where x;.; denotes exports from country ¢ in industry i and year t. The measure is a ratio of two
ratios. The first ratio (i.e., the numerator) is country c’s share of world exports in industry i. The
second ratio (the denominator) is country c’s share of world exports in all industries. Therefore,
the RCA measure compares the country’s share of global exports in an industry to the same share
in all industries. If the ratio is above one, then this means that the country captures a greater share
of global exports in the industry than it does on average. This is then taken as an indicator that the
country has a comparative advantage in producing that good. If the ratio is less than one, then the
country captures less of the world export share than its average, and therefore the country has a

comparative disadvantage in producing this good.
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To provide a reader with a sense of the constructed RCA measures, table 9 reports the RCA
measures for the US in 1962 for all 2-digit SITC (Standard International Trade Classification)
industries. Overall, the measures are consistent with intuition. The US has low export shares in
low-end manufacturing industries like beverages, footwear, and textiles, and high export shares in
high-end industries like transport equipment, scientific equipment, chemicals, and also firearms.

We use the RCA measures to test whether following an intervention the increase in imports
was greatest in the industries in which the US had a comparative advantage. We test this with the

following estimating equation:

In m}fg‘fi = a+ac+a; + prUSany, .+ PoUSany x USRCAy; + BsUS any, . x Importer RCA,; ;

N .
+BsUSRCAy; + Pslmporter RCA, .+ Y yulnm;_, i+ Xl + €1, (6)

n=1

In equation (6) the unit of observation is a year ¢, a country ¢, and an industry i. The dependent
variable is the natural log of imports into country c in industry i from the United States. The
regression includes year fixed effects, country fixed effects, and industry fixed effects, as well as the
full set of covariates. As before, US any, . denotes our composite indicator that equals one if there is
an intervention in year t in country c. We allow the effect of an intervention to differ depending on
the comparative advantage of the importing country and the comparative advantage of the United
States. The variables that measure either country’s comparative advantage in the production of
good i in year t are denoted US RCA;; and Importer RCAt,C/i.11

If the increase in imports is from a decrease in transactions costs, then we expect fo > 0. The
increase in US imports should be greater in industries in which the US has a comparative advan-
tage. As is standard in any model of trade, increased integration causes countries to specialize in
(and export) the products that they are relatively good at producing.

If the increase in trade does not arise because of comparative advantage then we no longer
expect B, > 0. That is, we do not expect the increase to be greatest in industries in which it
already has a comparative advantage in. Instead, the US may push to sell goods for which it is
only marginally competitive in producing, and otherwise would not be able to find a market for.
In this case we expect B, < 0. Therefore, the estimated coefficient for B, provides a test between

the trade costs and influence explanations.

To allow an easy interpretation of the magnitudes of the estimated effects, we have normalized USRCA;; and
Importer RCA, . ; to lie between zero and one by subtracting the minimum value of the variable and then dividing by the
maximum value.
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Table 9: US revealed comparative advantage (RCA) in 1962.

US RCA in 1962 sitc2__ Description

0.043 11 Beverages

0.065 07 Coffee, tea, cocoa, spices and manufactures thereof
0.083 03 Fish and fish preparations

0.101 06 Sugar, sugar preparations and honey

0.108 85 Footwear

0.146 00 Live animals

0.227 91 Scrap and waste

0.308 33 Petroleum and petroleum products

0.314 63 Wood and cork manufactures excluding furniture
0.377 01 Meat and meat preparations

0.386 84 Clothing

0.415 24 Wood, lumber and cork

0.442 34 Gas, natural and manufactured

0.456 65 Textile yarn, fabrics, made up articles, etc.

0.468 02 Dairy products and eggs

0.469 68 Non ferrous metals

0.471 29 Crude animal and vegetable materials, nes

0.503 64 Paper, paperboard and manufactures thereof
0.510 28 Metalliferous ores and metal scrap

0.538 66 Non metallic mineral manufactures, nes

0.545 67 Iron and steel

0.559 83 Travel goods, handbags and similar articles

0.579 05 Fruit and vegetables

0.619 25 Pulp and paper

0.645 21 Hides, skins and fur skins, undressed

0.723 27 Crude fertilizers and crude minerals, nes

0.736 82 Furniture

0.740 61 Leather, leather manufactures nes and dressed fur skins
0.740 23 Crude rubber including synthetic and reclaimed
0.778 26 Textile fibres, not manufactured, and waste

0.800 08 Feed stuff for animals excluding unmilled cereals
0.819 53 Dyeing, tanning and colouring materials

0.836 56 Fertilizers, manufactured

0.909 81 Sanitary, plumbing, heating and lighting fixtures
0.910 88 Photographic apparatus, optical goods, watches
1.003 43 Animal and vegetable oils and fats, processed
1.137 42 Fixed vegetable oils and fats

1.155 62 Rubber manufactures, nes

1.203 52 Crude chemicals from coal, petroleum and gas
1.207 69 Manufactures of metal, nes

1.263 54 Medicinal and pharmaceutical products

1.294 55 Perfume materials, and toilet and cleansing products
1.335 57 Explosives and pyrotechnic products

1.343 76 Telecommunications and sound recording apparatus
1.373 77 Electrical machinery, apparatus and appliances nes
1.547 78 Road vehicles

1.555 51 Chemical elements and compounds

1.562 09 Miscellaneous food preparations

1.598 89 Miscellaneous manufactured articles, nes

1.626 22 Oil seeds, oil nuts and oil kernels

1.650 72 Electrical machinery, apparatus and appliances
1.654 35 Machinery, except electrical

1.669 74 General industrial machinery, equipment and parts
1.685 58 Artificial resins and plastic materials, etc.

1.701 75 Office machines and automatic data processing equipment
1.788 71 Machinery, other than electric

1.877 12 Tobacco and tobacco manufactures

1.927 04 Cereals and cereal preparations

1.976 41 Animal oils and fats

1.977 73 Transport equipment

2.058 59 Chemical materials and products, nes

2.207 87 Professional, scientific and controlling instruments
2.240 32 Coal, coke and briquettes

2.435 79 Other transport equipment

3.133 95 Firearms of war and ammunition
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Table 10: Testing the trade costs and influence explanations for increased US imports: Using
revealed comparative advantage.

All countries Autocracies only
SITC 2-digit industries SITC 3-digit industries SITC 4-digit industries SITC 2-digit industries SITC 3-digit industries SITC 4-digit industries
Inimports InUS import  Inimports In US import Iniimports  In US import Inimports  In US import Inimports  InUS import  Inimports In US import
from US share from US share from US share from US share from US share from US share
@ @ ®) ) ®) (6) O] ®) ©) (10) 11 (12)
US any 0.092*** 0.067*** 0.147*** 0.081*** 0.134*** 0.063*** 0.210%** 0.104** 0.302*** 0.109*** 0.304*** 0.074***
(0.033) (0.022) (0.031) (0.017) (0.031) (0.015) (0.060) (0.042) (0.054) (0.030) (0.058) (0.025)
USany x USRCA -0.146* -0.290*** -0.234*** -0.302*** -0.141** -0.243*** -0.446*** -0.514*** -0.562*** -0.421*** -0.469*** -0.273***
(0.083) (0.074) (0.070) (0.059) (0.068) (0.056) (0.114) (0.104) (0.105) (0.091) (0.107) (0.090)
US any x Importer RCA -1.858 1.205 -7.179%+* -3.414 --24.743**  -23.525%** -2.540 -1.955 -5.919 -2.904 -17.490 -21.160**
(2.059) (1.881) (2.790) (2.591) (11.786) (7.154) (2.595) (2.443) (3.206) (3.061) (14.571) (9.688)
US RCA 1.143%* 1.233%** 1.797%%* 1.394%%* 1.460%** 1.342%%* 1.258%*** 1.528%** 1.774%%* 1.307*** 1.600%** 1.280%**
(0.096) (0.106) (0.096) (0.074) (0.078) (0.059) (0.208) (0.188) (0.164) (0.132) (0.170) (0.120)
Importer RCA -0.568 0.727** 1.467 3.104**+* 13.294** 16.769*** 0.319 -.317 -1.887 0.330 2.490 9.876
(1.024) (0.964) (1.547) (1.401) (5.753) (5.32) (1.769) (1.724) (1.689) (1.796) (8.733) (7.263)
Soviet control Y Y Y Y Y Y Y Y Y Y Y Y
Four lags of dependent variable Y Y Y Y Y Y Y Y Y Y Y Y
In income Y Y Y Y Y Y Y Y Y Y Y Y
In total income Y Y Y Y Y Y Y Y Y Y Y Y
Leader turnover, leader tenure Y Y Y Y Y Y Y Y Y Y Y Y
GATT and NY convention controls Y Y Y Y Y Y Y Y Y Y Y Y
Country fixed effects Y Y Y Y Y Y Y Y Y Y Y Y
Year fixed effects Y Y Y Y Y Y Y Y Y Y Y Y
Industry fixed effects Y Y Y Y Y Y Y Y Y Y Y Y
R-squared 0.91 0.81 0.88 0.80 0.88 0.80 0.88 0.76 0.84 0.74 0.83 0.73
Clusters (country-year pairs) 2,544 2,544 2,471 2,471 2,397 2,397 1,556 1,556 1,499 1,499 1,446 1,446
Observations 96,157 96,157 228,924 228,924 343,432 343,432 47,744 47,744 96,591 96,591 120,897 120,897

Notes : The unit of observation is a country ¢ in year t in an SITC industry i, where t ranges from 1962 to 1989. All regressions include year fixed effects, country fixed effects, industry fixed effects, four lags of the dependent variable, In per
capita income and one lag, and In aggregate income and one lag, an indicator for leader turnover, a measure of current leader tenure, an indicator variable for a GATT member, and an indicator variable for signing the NY convention.
Coefficients are reported with standard errors clustered at the country-year level in brackets. ***, ** and * indicate significance at the 1, 5 and 10% levels.

Estimates of equation (6) are reported in table 10. Columns 1-6 report estimates for the full
sample, while columns 7-10 report estimates for autocracies only. To be as conservative as possible,
we cluster all standard errors at the country-year level. We report estimates where the industry is
defined by the 2-digit, 3-digit and 4-digit SITC classifications.

In all specifications, the estimated coefficient for US any x US RCA is negative and statistically
significant, indicating that interventions increase imports less in industries in which the US has
a comparative advantage. In other words, US interventions have a systematically greater effect
on imports in industries in which the US has a relative disadvantage not a relative advantage, as
would occur if the increased imports arose because of a decrease in trade costs.

This is strong evidence that the increase in US imports following an intervention was not caused

by a decrease in trade costs between the US and the intervened country.

B. Are Increased Imports Driven by Political Ideology?

We now test the ideology explanation for the increase in US imports following an intervention. It
is possible that countries prefer to import goods from countries with a more similar ideology to
their own. If this is the case, then the increase in imports from the US can be explained by a change

in the ideology of the intervened country following an intervention. Under this explanation, the
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increase in imports from the US arises not because of US influence, but because the new regime
has an ideology that is more aligned with the US. Imports from all ideologically similar countries
increases, and the US just happens to be one of these countries.

To test this possibility, we use voting information from the UN general assembly to construct a
measure of the similarity of countries’ ideologies and preferences.!> We take the voting position
of the US as a references point. Define d; . to be the vote distance between country c and the US
in year t, and let d{"** be the maximum possible vote distance in year t. We then construct the

following measure of country c’s vote distance from the US in year ¢:

dt,c

us
Vie = —2W

,C

We normalize V* to lie between zero and one.!® We use the measure to test whether following
US interventions, imports from countries that are ideologically similar to the US also increased. We
test this by returning to our import estimating equation with all bilateral observations, equation (3),
but allowing the effect of the interventions to not only differ for imports from the US, but to differ
systematically for imports from other countries using V°. We do this by including the interaction
of V5 and US any, . in the estimating equation.'* This allows for the possibility that imports
from countries that are ideologically similar to the US also increased following an intervention. If
the ideology explanation is correct, then we expect the coefficient on this term to be positive and

significant. The estimating equation is given by:

Inmice = ar+ace+ p1US any, . + B2US any, . X IeuS + B3US any, . X Vtgs + [54thj5

N
+ Z Yn In Mi_pce+ Xt,cr + Xt,eQ + Etce (7)
n=1

As before, our coefficient of interest is f,. We are also interested in 3, which captures whether
following an intervention imports from countries that are ideologically similar to the US also
increase. Results are reported in the first four columns of table 11. The estimates for , remain
robust to the inclusion of the new interaction term. The coefficients remain positive and significant,

and their magnitudes barely change.!® Also of interest is whether imports also increased for

12The data are from Gartzke (2006).
13This is done by subtracting the minimum value and dividing by the maximum value.
14We also control for a potential direct effect of V}gs

15The coefficients in columns 1-4 of table 11 can be compared to columns 1-4 of table 8. The only difference between
the two estimates, besides the inclusion of VtLiS and US any, . x V}f,s, is a slightly different number of observations
because of missing UN voting data.
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Table 11: Testing for Ideology and Preferences.

In imports In (imports / world imports) In imports In (imports / world imports)
All Autocracies All Autocracies All Autocracies All Autocracies
(1) @) [©) 4) (%) (6) Q) (8)
US any 0.072** 0.106** 0.071** -0.025 0.010 -0.012 0.016 -0.011
(0.030) (0.043) (0.030) (0.043) (0.010) (0.017) (0.010) (0.017)
US any x US exporter 0.167*** 0.271%** 0.152%** 0.225%** 0.138** 0.210** 0.136** 0.210**
(0.057) (0.086) (0.057) (0.086) (0.058) (0.086) (0.058) (0.086)
US any x US alignment of exporter -0.068 -0.136*** -0.064* 0.041
(0.036) (0.051) (0.036) (0.051)
US alignment of exporter 0.115%** -0.049 0.157*** -0.126**
(0.028) (0.050) (0.028) (0.050)
US any x Original NATO member 0.014 0.041 -0.007 0.037
(0.021) (0.030) (0.021) (0.030)
Two lags of dependent variable Y Y Y Y Y Y Y Y
In per capita income (importer and exporter) Y Y Y Y Y Y
In total income (importer and exporter) Y Y Y Y Y Y Y Y
Leader turnover, leader tenure (importer and exporter) Y Y Y Y Y Y Y Y
GATT and NY convention (importer and exporter) Y Y Y Y Y Y Y Y
Soviet intervention controls Y Y Y Y Y Y Y Y
Country-pair fixed effects Y Y Y Y Y Y Y Y
Year fixed effects Y Y Y Y Y Y Y Y
R-squared 0.91 0.88 0.88 0.86 0.91 0.89 0.88 0.86
Observations 177,951 86,419 177,951 86,419 195,729 96,006 195,729 96,006

Notes: The unit of observation is a country-pair in year t, where t ranges from 1947 to 1989. All regressions include year fixed effects, country-pair fixed effects, a full set of Soviet intervention
controls, In importer per capita income, In exporter per capita income, In importer total income, In importer total income, an indicator for importer leader turnover, an indicator for exporter leader
turnover, importer current leader tenure, exporter current leader tenure, indicator variable for the importer being a GATT member, indicator variable for the exporter being a GATT member, indicator
variable for the importer signing the NY convention, and an indicator variable for the importer signing the NY convention. Coefficients are reported with robust standard errors in brackets.
Specifications without controls for lagged dependent variables report standard errors clustered at the country-pair level. *** ** and * indicate significance at the 1, 5 and 10% levels.

countries ideologically closer to the US. The estimates suggest that the answer is no. In three of the
four specifications, the coefficient for the interaction term p; is actually negative, which implies
an increase in ideological similarity with the US resulted in a smaller, not larger, increase in trade
following a US intervention.

The remaining columns of table 11 report results using an alternative measure of country c’s
alignment with the US. Rather than using UN voting data, we measure Vtgs with an indicator
variable that equals one if country ¢ was an original 1949 member of NATO. The estimates are
similar using the alternative measure. The effect of US interventions on US imports into the
intervened country remains robust. Further, there was no increase in imports from non-US NATO
countries following a US intervention.

In all, the data do not support the hypothesis that the increase in US imports arose because the
newly installed leaders were more pro-Western or pro-Capitalist. The increase in imports was US
specific, and there was no increase in imports from countries that were ideologically similar to the

Us.
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C. Are Increased Imports Driven by an Increase in US Loans and Grants?

If interventions are followed by an increase in foreign aid, particularly tied or conditional aid,
from the US, then this would be a channel through which interventions affect US imports. To
examine this empirically, we use data on the value of U.S. aid received by each country from the
U.S. Agency for International Development’s (USAID) U.S. Overseas Loans and Grants, Obligations
and Loan Authorizations annual report, also known simply as the “Green book”. The aid data are
disaggregated into ‘Economic Aid” (which includes grants and concessional loans) and ‘Military
Aid’ (which includes grants, concessional loans, and training).'

In examining whether there is evidence that part of the intervention effect is explained by US
foreign aid, our analysis considers two questions. First, we examine whether US aid increases
following a CIA intervention. Second, we ask whether changes in foreign aid are able to explain
changes in US imports following an intervention. Empirical results addressing the first question
are reported in table 12. In the first two columns we estimate our baseline equation (1), but with
economic and military aid (measured as the natural log of one plus the value of aid) as dependent
variables. Columns 1-2 and 5-6 report estimates for our full sample and for our subsample of
autocracies, respectively. The estimates show clearly that following an intervention there was a
significant increase in the flow of US economic and military aid going to the intervened country.

Table 13 reports estimates that show whether the increase in foreign aid is able to account for the
increase in US imports following an intervention. We do this by estimating (1) while controlling
for the foreign aid received from the US. Our baseline estimate without additional controls are
reported in columns 1 and 6. In columns 2 and 7, we include our measures of economic and
military aid. Including the foreign aid controls decreases the magnitude of the coefficient by
approximately 20-25%. Therefore, by this metric, foreign aid is able to account for some of the
reduced form relationship between interventions and imports from the US, but much remains
unaccounted for.

We also examine the possibility that following an intervention the number of US troops sta-
tioned in the intervened country increases, and this results in an increase in US imports, since

more supplies are shipped from the US to the country. Columns 3 and 7 of table 12 show that the

16 An important point to bear in mind is that because the evidence suggests that the increase in US trade comes about
from trade diversion, our interest in foreign aid is not as a '"new’ source of funding for US imports.
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Table 12: Foreign Aid and Military Mechanisms.

All countries Autocracies only
Military Ex-Im Bank Military Ex-Im Bank
Economic Aid  Military Aid Troops Loans Economic Aid  Military Aid Troops Loans
) 2 (3) 4) () (6) ) ()
US any 0.123** 0.129*** 0.156*** 1.014*** 0.243*** 0.259*** 0.183*** 1.664***
(0.053) (0.050) (0.040) (0.395) (0.069) (0.075) (0.057) (0.050)
Two lags of dependent variable Y Y Y Y Y Y Y Y
In per capita income Y Y Y Y Y Y
In total income Y Y Y Y Y Y Y Y
Leader turnover, leader tenure Y Y Y Y Y Y Y Y
GATT, NY convention controls Y Y Y Y Y Y Y Y
Soviet intervention controls Y Y Y Y Y Y Y Y
Country fixed effects Y Y Y Y Y Y Y Y
Year fixed effects Y Y Y Y Y Y Y Y
R-squared 0.87 0.85 0.97 0.45 0.84 0.84 0.96 0.46
Observations 3,892 3,892 3,699 3,892 2,275 2,275 2,157 2,275

Notes: The unit of observation is a country ¢ in year t, where t ranges from 1947 to 1989. All regressions include year fixed effects, country fixed effects, a Soviet intervention
control, two lags of the dependent variable, In per capita income, In total income, an indicator for leader turnover, current leader tenure, an indicator variable for GATT membership,
and an indicator variable for signing the NY convention. Coefficients are reported with robust standard errors in brackets. ***, ** and * indicate significance at the 1, 5 and 10%
levels.

Table 13: Accounting for Foreign Aid and Military Mechanisms.

In US import share

All countries Autocracies only
1) (&) @) (4) ) (6) () (8) (9) (10)
US any 0.098***  0.078***  0.088***  0.095***  0.074*** 0.159***  0.117***  (0.139***  (.151*** 0.111**
(0.028) (0.027) (0.028) (0.027) (0.026) (0.050) (0.048) (0.052) (0.049) (0.048)
In(1+US economic aid) 0.046*** 0.043*** 0.067*** 0.059***
(0.007) (0.069) (0.013) (0.011)
In(1+US military aid) -0.001 -0.009 0.010 -0.005
(0.005) (0.005) (0.011) (0.011)
In(1+military troops) 0.029*** 0.023*** 0.043%** 0.030**
(0.009) (0.009) (0.014) (0.015)
In( 1+ex-im bank loans) 0.002*** 0.002** 0.004***  0.003***
(0.001) (0.001) (0.001) (0.002)
Two lags of dependent variable Y Y Y Y Y Y Y Y Y Y
In per capita income Y Y Y Y Y Y Y Y Y Y
In total income Y Y Y Y Y Y Y Y Y Y
Leader turnover, leader tenure Y Y Y Y Y Y Y Y Y Y
GATT, NY convention controls Y Y Y Y Y Y Y Y Y Y
Soviet intervention controls Y Y Y Y Y Y Y Y Y Y
Country fixed effects Y Y Y Y Y Y Y Y Y Y
Year fixed effects Y Y Y Y Y Y Y Y Y Y
R-squared 0.88 0.88 0.88 0.88 0.88 0.85 0.85 0.86 0.85 0.86
Observations 3,893 3,893 3,814 3,893 3,814 2,276 2,276 2,212 2,276 2,212

Notes: The unit of observation is a country ¢ in year t, where t ranges from 1947 to 1989. All regressions include year fixed effects, country fixed effects, a Soviet intervention control,
two lags of the dependent variable, In per capita income, In total income, an indicator for leader turnover, current leader tenure, an indicator variable for GATT membership, and an
indicator variable for signing the NY convention. Coefficients are reported with robust standard errors in brackets. ***, ** and * indicate significance at the 1, 5 and 10% levels.
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number of US troops increases following a US intervention. However, columns 3 and 8 of table
13 show that the increase in US troops is only able to account for a small share of the effect of US
interventions.

The final factor that we examine is loans given by the Export-Import Bank of the United States
(Ex-Im Bank). The mandate of the Bank is to provide loans to foreign firms wanting to import US
products. Because the Bank only provides loans that would not be provided by private lenders,
they enable foreign customers (who otherwise could not get credit) to purchase US goods, thereby
increasing US exports.

Columns 4 and 8 of table 12 show that Ex-Im Bank loans do in fact increase following a US
intervention, but columns 4 and 9 of table 13 show that they only account for a tiny fraction of the
effect of US interventions.

In the columns 5 and 9 of table 13, we simultaneously control for all of our measures: economics
aid, military aid, military troops, Ex-Im Bank loans. The results show that together they are only
able to account for 25-30% of the total effect of interventions on US imports. Therefore, although

increased US aid does play some role, it can explain at most a modest portion of the total effect.

6. Examining Potential Mechanisms

A. Government Production

The first channel we consider is the possibility that US influence worked, at least in part, through
government owned and controlled entities. The US may have directly influenced the imports
of these firms. We test for this channel by examining whether the estimated impact of CIA
interventions on imports from the US is stronger in countries where the government controls a
greater share of the economy. We proxy for a government’s control in a particular time period
using the share of government expenditures in GDP, taken from the Penn World Tables Mark 6.2.
The estimates are reported in table 14. Because the data on government expenditure share are
unavailable for all countries, and are only available from 1950 onwards, our sample size is reduced
to 3,429 observations in our full sample, and 1,944 observations in our sample of autocracies. The
odd numbered columns of the table reproduce the baseline estimates with the smaller sample size.

The even numbered columns report estimates that allow the effect of CIA interventions to differ
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Table 14: Differential effects by government size for autocracies.

In (imports from US / imports from world) In imports from US
All countries Autocracies All countries Autocracies
€ (@) @) 4 ©) (6) ©) ()
uUsS any 0.114*** -0.041 0.196*** -0.063 0.120*** -0.035 0.210*** -0.016
(0.031) (0.058) (0.058) (0.095) (0.034) (0.065) (0.061) (0.045)
US any x Government expenditure share 0.775** 1.194%** 0.767** 1.030**
(0.306) (0.443) (0.347) (0.472)
Government expenditure share N Y N Y N Y N Y
Two lags of dependent variable Y Y Y Y Y Y Y Y
In per capita income Y Y Y Y Y Y Y Y
In total income Y Y Y Y Y Y Y Y
Leader turnover, leader tenure Y Y Y Y Y Y Y Y
GATT and NY convention controls Y Y Y Y Y Y Y Y
Soviet intervention control Y Y Y Y Y Y Y Y
Country fixed effects Y Y Y Y Y Y Y Y
Year fixed effects Y Y Y Y Y Y Y Y
R-squared 0.90 0.90 0.88 0.89 0.97 0.97 0.96 0.96
Observations 3,429 3,429 1,944 1,944 3,429 3,429 1,944 1,944

Notes: The unit of observation is an autocratic country ¢ in year t, where t ranges from 1947 to 1989. All regressions include year fixed effects, country fixed effects, a Soviet intervention
control, two lags of the dependent variable, In per capita income, In total income, government expenditure share, an indicator for leader turnover, current leader tenure, an indicator variable
for a GATT member, and an indicator variable for signing the NY convention. Coefficients are reported with robust standard errors in brackets. ***, ** and * indicate significance at the
1, 5and 10% levels.

depending on the government’s share of GDP. As shown, the interaction between US any and the
share of government expenditure share is positive and statistically significant.

To get a sense of the magnitude of the heterogeneity, first note that the government expenditure
share variable ranges from .03 (i.e., 3%) to .73, and has a mean value of .21. Consider the estimation
results for the full sample with the log of the US import share as the dependent variable (reported
in columns 1 and 2). For the mean observation in the sample, the estimated effect of CIA inter-
ventions on the US import share is —.041 + .21 x .775 = .122. This is very close to the estimated
coefficient of .114 from column 1, where the effect is constrained to be the same for all observations.
For the observation with the lowest level of government intervention, the estimated effect is
—.041 + .03 x .775 = —.018, which is not statistically different from zero. For the observation
with the greatest government expenditure share, the estimated effect is —.041 4- .73 x .775 = .525.
Therefore, there is substantial heterogeneity in the effects of CIA interventions. The effect of an
intervention ranges from (essentially) zero to an increase of 52.5 percent.

The coefficient for US any is also of interest. It provides the estimated effect of US interventions
for a hypothetical country with zero government expenditure. Conceptually, the coefficient reports
the estimated effect of interventions after shutting down the channel that works through the

government. Although this interpretation relies strongly on the structural form of the estimating
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equation, it is still informative. In all four estimates, the estimated coefficient is not statistically
different from zero, suggesting that there is no additional effects of interventions other than
through government expenditures.

Overall, the estimates of table 14 indicate that a large portion, and possibly all, of the effect of

CIA interventions worked through the foreign government.!”

B. US Foreign Direct Investment

If foreign owned firms — either because of network effects, greater trust, or a home-market bias
— import disproportionately more from the US than from other countries, then an intervention
induced increase in US FDI would also increase US imports.

Using data from the BEA we first examine whether interventions are followed by increases
in US FDI into the intervened country. The estimates, using a number of different measures of
outward US FD], are reported in columns 1-6 of table 15. The estimates provide no support for the
notion that CIA interventions result in a subsequent increase in US FDL

In columns 7 and 8 we report estimates employing an alternative strategy. Using data from the
US Census Bureau we calculate, at the SITC 2-digit level, the share of exports from the US that
are shipped within firm boundaries in 1996. This provides a measure of outward US FDI intensity
in 1996. We then estimate our baseline equation at the industry-country-year level and allow the
effect of the intervention to differ across 2-digit industries. As shown in columns 7 and 8, we find
that the effect of a CIA intervention is greatest in industries that are FDI-intensive, according to
our measure. This is consistent with US FDI playing a potentially important role in the estimates
we have identified. However, these conflicting results propose a bit of a puzzle.

The insignificance of the estimates in columns 1-6 may be explained by the fact that the BEA
only conducts a comprehensive census every 5 years. In the years between these benchmark years,
smaller surveys are conducted sampling only a fraction of the total population. These smaller

surveys, together with trends between the benchmark years, are used to estimate figures for the

17 An interesting and related question is whether interventions affected government expenditure shares. Estimates
suggest that US interventions had zero effect on the share of government expenditures, but Soviet interventions had a
large positive and statistically significant effect. These estimates are completely consistent with the motivations of both
sides during the Cold War. The aim of the US was to prevent communism, socialism, or similar forms of governance
involving strong government involvement in the economy. Therefore, we would not expect government expenditures
to increase after CIA interventions, even given the benefit that we document here. On the other hand, we would expect
Soviet interventions to promote greater government involvement.
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Table 15: Interventions, US outward FDI, and US imports.

Dependent variable: Outward FDI measure

Number of  Income from Foreign
USowned A in US owned foreign foreign Foreign affiliate In US import
foreign equity foreign equity affiliates affiliates affiliate sales  employment share In US imports
(1) (@3] @) 4) (5) (6) () (8)
US any 17.398 3.964 0.462 -0.484 52.104 0.549 -0.027 -0.010
(15.09) (9.051) (1.390) (2.914) (64.66) (0.577) (0.041) (0.058)
US any x US intra-firm export share 0.266*** 0.426%**
(0.063) (0.067)
Lags of the dependent variable Y Y Y Y Y Y Y Y
In per capita income Y Y Y Y Y Y Y Y
In total income Y Y Y Y Y Y Y Y
Leader turnover, leader tenure Y Y Y Y Y Y Y Y
Soviet intervention controls Y Y Y Y Y Y Y Y
Country fixed effects Y Y Y Y Y Y Y Y
Year fixed effects Y Y Y Y Y Y Y Y
2-digity SITC industry fixed effects n/a nla n/a nla n/a n/a Y Y
R-squared 0.93 0.16 0.77 0.72 0.67 0.75 0.74 0.87
Clusters (country-year pairs) nla nla nla nla nla nla 1,556 1,556
Observations 1,715 1,633 1,575 1,662 1,575 1,575 53,778 53,778

Notes: In columns 1-6 the unit of observation is a an autocratic country c, in year t, where t ranges from 1947 to 1989. In columns 7 and 8, the unit of observation is an industry i in an
autocratic country c, in year t, where t ranges from 1962 to 1989. All regressions include year fixed effects, country fixed effects, industry fixed effects (columns 7 and 8 only), lags of the
dependent variable, In per capita income, In total income, an indicator for leader turnover, current leader tenure, a GATT membership indicator, and an indicator for signing the NY
Convention. Coefficients are reported with standard errors in brackets. In columns 7 and 8, the standard errors are adjusted for clustering across industries within country-year pairs. ***,
** and * indicate significance at the 1, 5 and 10% levels.

full sample. Therefore, the insignificance of the results from columns 1-6 may be the result of the
imprecision in the BEA’s FDI data.

In short, the evidence for the FDI channel is mixed. It does not point clearly to FDI being,
or not being, a channel through which CIA interventions increased imports of US goods into the

intervened country.

C. Tariffs

It is possible that following a CIA intervention, the US had greater ability to alter the tariff
structure of the intervened country. The influence may have been from the US government or
from US firms themselves. Recent studies have provided evidence of foreign influence being an
important determinant of domestic tariffs (e.g., Gawande, Krishna, and Robbins, 2006, Desbordes
and Vauday, 2007).

Testing for this would require assembling a panel data set with industry, country, and time
dimensions. Unfortunately, such a data set is decades from being constructed. Instead, we pursue
an alternative strategy using information from the International Customs Journal published by the

International Customs Tariff Bureau (BITD). The organization, which was established in 1890,
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translates and publishes countries’ tariff schedules. When a country significantly change its tariff
structure a new ‘volume’ is published. If minor changes to the tariff structure are made, then a
‘supplement’ to the most recent volume is published. We take the publication of a new volume as
an indicator of a significant change in a country’s tariff structure.

Using this information, we examine whether US any, . has a greater impact on US imports if the
intervention period follows a change in the tariff structure during the intervention episode. We
do this by constructing an alternative intervention variable that equals one if (i) there was a CIA
intervention in country c and year t, and (ii) the intervention period follows a change in the tariff
structure that has occurred during that intervention episode (where an intervention episode is the
years of continuous intervention in a country).

The variable is best illustrated with an example. Consider a country that experiences an inter-
vention episode that lasts between 1950 and 1960 (US any, . = 1 for t = 1950, ...,1960). The first
change in tariff structure during the intervention episode is in 1955. Our second measure would be
zero except for the periods 1955-1960. Note the difference from US any in this case, which equals
one for 1950-1960.

Using the data from the International Customs Tariff Bureau, we undertake two empirical tests.
First, we examine whether a country is more likely to change its tariff structure following a CIA
intervention. Second, we include both US any and the new post-tariff change intervention variable
in our estimating equation (1). The coefficient on the post-tariff change intervention variable
measures any additional impact interventions have in the post-tariff change periods.

Estimation results are reported in table 16. Columns 1 and 6 report estimates of equation (1),
but with the dependent variable being an indicator variable that equals one if country ¢ publishes a
new tariff schedule in year t.!® There is no evidence that CIA interventions increase the probability
of a tariff change.

Columns 3 and 8 report estimates variants of (1) that control for the indicator variable that
equals one during intervention years that follow the first tariff change during the intervention
episode. Columns 2 and 7 report estimates of the baseline equation (1) for the smaller sample
of observations in columns 3 and 8, respectively. This allows a direct comparison of how the

coefficient for US any changes with the additional control variable included.

18We estimate a linear probability model. Logit and Probit models provide qualitatively identical estimates.

36



Table 16: Interventions, tariff changes, and US imports.

Full Sample Autocracies Only
Tariff change In US import share Tariff change In US import share
@) @) () @) (5) (6) (7 (8) (9) (10)
US any 0.018 0.107*** 0.156*** 0.112%** 0.139*** 0.016 0.189*** 0.229%** 0.209*** 0.223***
(0.027) (0.030) (0.044) (0.038) (0.044) (0.034) (0.056) (0.063) (0.073) (0.072)
Post tariff change x US any -0.065* -0.038 -0.061 -0.023
(0.037) (0.036) (0.059) (0.067)
Tariff change 0.013 0.017
(0.013) (0.026)
Two lags of dependent variable Y Y Y Y Y Y Y Y Y Y
In per capita income Y Y Y Y Y Y Y Y Y Y
In total income Y Y Y Y Y Y Y Y Y Y
Leader turnover, leader tenure Y Y Y Y Y Y Y Y Y Y
GATT and NY convention controls Y Y Y Y Y Y Y Y Y Y
Soviet intervention control Y Y Y Y Y Y Y Y Y Y
Country fixed effects Y Y Y Y Y Y Y Y Y Y
Year fixed effects Y Y Y Y Y Y Y Y Y Y
R-squared 0.16 0.87 0.87 0.89 0.89 0.13 0.84 0.94 0.85 0.85
Observations 2,801 3,664 3,664 2,726 2,726 1,624 2,079 2,079 1,549 1,549

Notes: The unit of observation is an autocratic country ¢ in year t, where t ranges from 1947 to 1989. All regressionsinclude year fixed effects, country fixed effects, a Soviet intervention control, two lags of the
dependent variable, In per capita income, In total income, an indicator for leader turnover, current leader tenure, an indicator variable for GATT membership,and an indicator variable for signingthe NY convention.
Coefficients are reported with robust standard errors in brackets. ***, ** and * indicate significance at the 1, 5 and 10% levels.

The specifications in columns 5 and 10 add to the columns 3 and 8 specifications an indicator
variable that equals one if there is a tariff change in year t and country c. Because of missing tariff
data, the sample size is smaller with this additional control. (Columns 4 and 9 report the baseline
estimating equation (1) for the smaller sample of observations in columns 5 and 10.)

The estimates show no evidence that interventions that occur after tariffs are changed have a
greater effect on the flow of goods from the US. In no specification is US any interacted with the
post tariff change indicator variable positive. Rather, the coefficients are all negative and in all
cases but one statistically insignificant. The results provide no evidence that any of the effects of

US interventions occur through changing tariff structure in the intervened country.

7. Conclusions

We have exploited the recent declassification of CIA documents to examine whether power and
influence are used in the international arena to influence countries” decisions regarding trade and
trade policy. Using a newly constructed panel data set of US CIA interventions that occurred
during the Cold War between 1947 and 1989, we have shown that CIA interventions increased
trade with the US. Although this may not be surprising, what is particularly interesting is the
exact nature of this increased trade.

Our empirical analysis has documented the following facts. (i) Intervened countries only
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experience an increase in the share of imports coming from the US, and experience no increase
in the share of their exports going to the US. (ii) The increase in the share of imports from the US
results from trade diversion, and not trade creation. (iii) The surge in US imports is greatest for
goods in which the US has a comparative disadvantage. (v) These effects are limited to political
environments where we expect US influence to have the greatest effect on policy, namely autocratic
regimes with limited checks and balances on the leader’s power.

These facts are not easily explained by decreasing transactions costs between the US and the
intervened country. Instead, they are most consistent with the increased power and influence
arising from CIA interventions during the Cold War being used as an instrument for the creation
of new markets for uncompetitive US firms.

We then examined the channels underlying the reduced form relationship between CIA inter-
ventions and imports from the US. We found suggestive evidence that much of the effect arises
from the purchase of imports by government owned and controlled firms and other business
entities. This suggests that following a CIA intervention, the (typically new) government was
directly influenced to purchase US imports rather than imports from other countries.

We found evidence that other channels were also at play. We found that following an inter-
vention there was an increase in US foreign aid, Export-Import Bank loans, and military troops
stationed in the country. However, together these factors were able to explain at most 25% of the
total increase in US imports. We found mixed evidence for part of the increase in US imports
arising from an increase in US FDI. We found no evidence that the increase in US imports arose

because of changes in tariffs following an intervention.

Appendix A. Relationship between Empirics and the Theoretically Derived Gravity
Model

Before examining the robustness of our baseline estimates, we first provide an overview of the link
between our estimating equation and the theoretically derived gravity model from Anderson and

van Wincoop (2003). The standard equation for the theoretically derived gravity model is:

(A1)

1—
YitYi Tijt 7
Mjj¢ =

YV | PPy,
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m; j; denotes imports from j to i in year ¢. Y;; is total GDP of country i in year ¢, th is world GDP
in year t. T7; ; capture bilateral trade related costs when shipping goods from j to i, and P;; P;; are
the multilateral resistance terms for countries i and j respectively.

We begin by using (A 1) to derive our estimating equations. First, consider imports from the

US. This is given by

1—
s _ Yot | we '
" YtW Pi,tptus
Log linearizing, gives an estimable equation explaining In miL’ItS:
us Yo us T
lnmz-’t IlnYit‘i‘an—(l—U)lnPt —|—(1—0’)an

This is the theoretical analogue of equation (1). The first term In Yj; is controlled for explicitly

in estimating equation (1). The second and third terms, In 1%(5 — (1 —0)In P are absorbed by
t

us
the year fixed effects in equation (1). The final term (1 — ¢)In ;i;‘t

is what our CIA intervention

variable, US any, ., is expected to influence. Therefore, the estimated coefficient,  from (1) captures

the reduced form effect of CIA interventions on trade costs with the US, T}{S, and its effect on

trade costs with all other countries, P;;. Unlike other trade experiments, like the famous border
effect, our variable of interest not only directly affects trade costs between i and j, but between
i and all countries in the world. US interventions, for example, affected the difficulty of trade
with the Soviet Union, other communist or socialist countries, and possibly even neutral countries.
Therefore, we are not able to separately identify the two terms, and instead are only able to identify
the reduced form impact of CIA interventions on the theoretically derived relative trade costs with
Y

S
it
i+

the US

b

Next, note that total imports (from the world) is given by:

1- 1—
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Therefore, the share of world imports from the US is:
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And this leads to the following estimating equation for log shares:
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Again our coefficient of interest identifies the reduced form effect of CIA interventions on the

, (T
composite term In { —*———

5)170
1-0o
Tijt
LY [ P, }

Because we are uninterested in identifying the effect of CIA interventions on the structural

parameters T;;;, we do not have to worry about precisely estimating the multilateral resistance
terms, as in a Anderson and van Wincoop (2003). Instead, the effect of interest is the full reduced

form effect of CIA interventions on trade with the US.

Appendix B. Data Appendix

We use trade data from two different sources. For analyses where we are only concerned with
total value of annual bilateral trade across all industries, we use trade data from the Correlates
of War Project (COW) (Barbieri, Keshk, and Pollins, 2008), which reports aggregate bilateral trade
flows annually between 1870 and 2006.!° A portion of our analysis examines trade flows at the
industry level. Industry-level trade data are from the United Nations” Comtrade Database. Unlike
the aggregate-level COW trade data, the Comtrade data only begin in 1962, and we therefore do
not cover interventions between 1947 and 1961.

Data on real per capita income and aggregate GDP are from Maddison (2003). The figures are
given in 1990 International Geary-Khamis dollars. The controls for leadership turnover and lead-
ership tenure are from Bueno de Mesquita, Smith, Siverson, and Morrow (2004). Our democracy
fixed effects are constructed from the revised Polity2 measure from the Polity IV Database. The
variable is a composite measure that is increasing in the extent of institutionalized democracy in a
regime. The measure ranges from —10 (strongly autocratic) to 4-10 (strongly democratic).

The GATT membership indicator variable is constructed from the date coun-
tries signed the GATT. This information is available from the WTO’s web page:
www.wto.org/english/theWT0_e/gattmem_e.htm. Similarly, the New York Convention
indicator variable is constructed using the date the country ratified the convention. The
information is from the United Nations Commission on International Trade Law (UNCITRAL):

www.uncitral.org/uncitral/en/uncitral_texts/arbitration/NYConvention_status.html

The trade data are originally from the International Monetary Fund’s Direction of Trade Statistics (DOTS).

40



References

Anderson, James and Eric van Wincoop. 2003. Gravity with gravitas: A solution to the border
puzzle. American Economic Review 93(1):170-192.

Andrew, Christopher and Vasili Mitrokhin. 2005. The World Was Going Our Way. New York: Basic
Books.

Antras, Pol and Gerard Padro-i-Miquel. 2008. Foreign influence and welfare. Mimeo, Harvard
University.

Balassa, Bella. 1965. Trade liberalization and ‘revealed” comparative advantage. The Manchester
School of Economics and Social Studies 32(2):99-123.

Barbieri, Katherine, Omar M.G. Keshk, and Brian Pollins. 2008. Correlates of war project trade
data set codebook, version 2.0. Mimeo, June 17, 2008.

Bertrand, Marianne, Esther Duflo, and Sendhil Mullainathan. 2004. How much should we trust
differences-in-differences estimates? Quarterly Journal of Economics 119(1):249-275.

Blum, William. 2004. Killing Hope: U.S. Military and C.I.A. Interventions since World War II. Monroe,
ME: Common Courage Press.

Bueno de Mesquita, Bruce, Alastair Smith, Randolph M. Siverson, and James D. Morrow. 2004. The
Logic of Political Survival. Cambridge, MA: MIT Press.

Desbordes, Rodolphe and Julien Vauday. 2007. The political influence of foreign firms in develop-
ing countries. Economics and Politics 19(3):421-451.

Dreher, Axel and Nathan M. Jensen. 2007. Independent actor or agent? An empirical analysis
of the impact of U.S. interests on International Monetary Fund conditions. Journal of Law and
Economics 50(1):105-124.

Dube, Arindrajit, Ethan Kaplan, and Suresh Naidu. 2008. Coups, corporations, and classified
information. Mimeo, University of California Berkeley.

Duflo, Esther and Raghabendra Chattopadhyay. 2004. Women as policy makers: Evidence from a
randomized policy experiment in India. Econometrica 72(5):1409-1443.

Easterly, William, Shanker Satyanath, and Daniel Berger. 2008. Superpower interventions and their
consequences for democracy: An empirical inquiry. Working Paper 13992, NBER.

Findlay, Ronald and Kevin H. O'Rourke. 2007. Power and Plenty: Trade, War, and the World Economy
in the Second Millennium. Princeton: Princeton University Press.

Galtung, Johan. 1971. A structural theory of imperialism. Journal of Peace Research 8(2):81-117.
Gartzke, Erik. 2006. The affinity of nations index, 1946-2002. Mimeo, Columbia University.

Gawande, Kishore, Pravin Krishna, and Michael J. Robbins. 2006. Foreign lobbies and U.S. trade
policy. Review of Economics and Statistics 88(3):563-571.

Grossman, Gene M. and Elhanan Helpman. 1994. Protection for sale. American Economic Review
84(4):833-850.

Hirschman, Albert O. 1945. National Power and the Structure of Foreign Trade. Berkeley: University
of California Press.

41



Jones, Benjamin and Benjamin Olken. 2005. Quarterly Journal of Economics 120(3):835-864.

Jones, Benjamin and Benjamin Olken. 2009. Hit or miss? the effect of assassinations on institutions
and war. American Economic Journal: Macroeconomics forthcoming.

Kilby, Christopher. 2009. The political economy of conditionality: An empirical analysis of World
Bank loan disbursements. Journal of Development Economics 89(1):51-61.

Leary, William M. 1984. The Central Intelligence Agency: History and Documents. Tuscaloosa, AL:
University of Alabama Press.

MacGillivray, Fiona and Alastair Smith. 2004. The impact of leadership turnover on trading
relations between states. International Organization 58:567-600.

Maddison, Angus. 2003. The World Economy: Historical Statistics. Paris: OECD.

Mitchener, Kris James and Marc Weidenmier. 2008. Trade and empire. Economic Journal 188:1805-
1834.

Mitra, Devashish, Dimitrios D. Thomakos, and Mehmet A. Ulubasoglu. 2002. Protection for sale in

a developing country: Democracy vs. dictatorship. Review of Economics and Statistics 84(3):497—
508.

Nickell, Stephen ]. 1981. Biases in dynamic models with fixed effects. Econometrica 49:1417-1426.

Santos Silva, ].M.C. and Silvana Tenreyro. 2006. The log of gravity. Review of Economics and Statistics
88(4):641-658.

Weiner, Tim. 2007. Legacy of Ashes. New York: Doubleday.

Yeats, Alexander J. 1990. Do African countries pay more for imports? Yes. World Bank Economic
Review 4(1):1-20.

42



	Commercial Imperialism?
	1 Introduction
	2  CIA Intervention Data
	Table 1
	Figure 1

	3  Baseline Estimates
	A Estimating Equations
	B Baseline Estimates
	Figure 3
	Table 2
	Table 3

	4  Robustness and Sensitivity Analysis
	A  Fixed Effects and Lagged Dependent Variables Specifications
	Table 4
	Table 5
	B  Addressing the Existence of Zero Trade Flows
	C An Alternative Intervention Measure
	D Influential Observations and Causality
	Table 6
	Table 7
	E Estimates using all Bilateral Country-Pairs
	Table 8

	5  Testing Alternative Explanations
	A Are Increased Imports Driven by Trade Costs? Using Revealed Comparative Advantage
	Table 9
	Table 10
	B Are Increased Imports Driven by Political Ideology?
	Table 11
	C Are Increased Imports Driven by an Increase in US Loans and Grants?
	Table 12
	Table 13

	6  Examining Potential Mechanisms
	A Government Production
	Table 14
	B US Foreign Direct Investment
	Table 15
	C Tariffs
	Table 16

	7  Conclusions
	Appendix A  Relationship between Empirics and the Theoretically Derived Gravity Model
	Appendix B  Data Appendix
	References




