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RATIONAL CHOICE AND STRATEGIC
INTERACTION

Most political scientists would agree that
politics involves ‘control, influence, power, or
authority’. If we add Max Weber’s concerns
about government, legitimacy, and the state,
together with Aristotle’s more normative
focus on issues of participation, citizenship,
and justice, we have a fairly complete picture
of what Robert Dahl (1991) calls the ‘political
aspect’. We can see immediately how politics
touches every dimension of human activity,
including the procedural or distributional
dimension — who gets what, when, how, why,
and at whose cost; the legal or statist dimen-
sion, involving issues of governance and
legitimacy; and the ethical or normative
dimension, which revolves around questions
of citizenship, justice, and participation.

The study of politics, like economics, also
involves preferences, interests, and tradeoffs.
But unlike economics, where the emphasis
is on scarcity and efficiency, in politics the
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primary emphasis is on power, influence,
and authority, with strong ethical and norma-
tive overtones, concerning justice, member-
ship, and citizenship. In a free market, the
allocation of scarce goods and resources
takes place according to the logic of the mar-
ketplace (the price mechanism), that is, the
interaction of supply and demand. The exer-
cise of power, however, takes place in the
ideational, legal, and institutional confines
of political systems.

Then what have economic theories added
to the study of politics? We know that poli-
tics, unlike economics, is not interested nar-
rowly in the allocation of scarce goods and
resources. Although politics affects markets
through policies, laws, and rules that regu-
late competition, in a mixed capitalist system
politics is not directly concerned with the
individual economic decisions of consumers
and producers or the optimal allocation of
scarce resources. Nonetheless, politics, like
economics, does involve choices and stra-
tegic interactions. This is where those who
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advocate a positive approach to the study of
politics join forces with economists to lay
the micro-foundations of political analy-
sis. So-called rational choice approaches in
political science share common assumptions
with economists about human rationality
and strategic decision-making, and they seek
to construct economic theories to explain
political behavior (see also Paine and Tyson,
Chapter 11, this Handbook).

The most common ‘economic theories’
of politics take rational choice approaches.
They assume that individuals are rational
in the sense that they will make choices to
‘maximize their chances of achieving their
goals’ (Geddes, 2003: 177). They give prior-
ity to agency (individual rational actors) over
structure (institutions and other political con-
straints). They assume that individuals have
goals, and that institutions and other factors
affect individual strategies and preferences.
In this framework, utility-maximizing indi-
viduals will do what they can to achieve their
goals, engaging in strategies to anticipate
the actions of others (their opponents), who
will in turn anticipate the actions of the other
side. Strategic interactions therefore refer to
the ways in which each individual not only
looks out for his or her own interests but also
takes into account the interests and strategies
of others. In this rational choice framework,
conflict and cooperation, and the give and
take of political life are result of myriad stra-
tegic interactions.

Rational choice approaches often use
game theory to understand the complex-
ity of strategic interactions in situations
of conflict. Developed by applied math-
ematicians in the mid 20th century, game
theory is widely used by economists and
to an increasing extent, by political scien-
tists. Game theory is not a ‘theory’ in the
sense of a set of claims, laws, or proposi-
tions about the way the world works. It is
rather a method for constructing theories,
and it offers the analyst a set of concepts and
tools that enable her to formalize her argu-
ments. Game-theoretic analysis requires

BK-SAGE-BERG_SCHLOSSER-190154-V1_Chp04.indd 65

careful specification of the beliefs, wants,
and needs of individuals, and a clear under-
standing of what strategies are available to
them. The need for specificity makes game
theory less useful as a tool for applied politi-
cal and social science; nonetheless, it helps
us to understand the logic and structure of
politics, whether we are studying domes-
tic politics, international relations, political
economy, or public policy.

STRATEGIC INTERACTIONS
AND DEMOCRACY

Economic analysis in political science begins
with assumptions about individual rational-
ity. Yet the problem remains of how collec-
tive decisions relate to individual choices?
To answer this question, social choice theory
focuses on how individual preferences add
up to collective action, and what roles insti-
tutions play in ‘engineering’ social choices.
The disjuncture between individual and col-
lective preferences is Condorcet’s paradox —
the puzzle that calls into question the notion
of majority rule, which is incapable of pro-
ducing a stable relationship between indi-
vidual preferences and collective decisions.
Kenneth Arrow (1963) seeks to address the
puzzle of how individual preferences affect
collective choices, and he concluded there is
no mechanism short of a dictatorship that
can achieve collective rationality. This is
Arrow’s impossibility theorem. Arrow’s the-
orem helps us to understand how democra-
cies work. Arrow does not prove that
collective rationality would transitively
guarantee the aggregation of individual pref-
erences. Rather his theorem requires concen-
tration of power in the hands of a single
decision maker or dictator. The main impli-
cation of Arrow’s argument is that institu-
tions are the critical link in understanding
how radically divergent individual prefer-
ences are translated into collective action in
rather stable ways.
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Building on Arrow’s social choice theory,
William Riker (1980: 443) states,

politics is the dismal science because we have
learned from it that [unlike economics] there are
no fundamental equilibria to predict. In the
absence of such equilibria we cannot know much
about the future at all, whether it is likely to be
palatable or unpalatable, and in that sense our
future is subject to the tricks and accidents of the
way in which questions are posed and alternatives
are offered and eliminated. (italics in the original)

While Riker recognized the failure to find
equilibria for collective rationality, he
stressed the importance of institutions for the
smooth functioning of a democracy. He
answers the question of how democracies
can reach collective decisions despite the
lack of equilibria in the following way: ‘[in a
democracy] the way ... tastes and values are
brought forward for consideration, elimi-
nated, and finally selected is controlled by ...
institutions. And institutions may have sys-
tematic biases in them so that they regularly
produce one kind of outcome rather than
another’ (ibid.: 443).

Following Riker’s expansion of Arrow’s
theorem, we must ask ourselves how institu-
tions matter in democratic decision-making.
Many studies have debated whether and how
institutional structures determine the exist-
ence and location of equilibria for collec-
tive choice. Anthony Downs (1957) argues
that governments are not really interested in
maximizing individual voters’ preferences,
but in maximizing votes. In his analysis,
the sole point of politics is to gain and hold
power; and in a two-party system, politi-
cians must take positions as close as possible
to the median voter. His view explains why
candidates tend to become moderate in the
general election while they emphasize their
party’s ideologies — such as conservatism or
liberalism — during the party’s primary elec-
tion, especially in American presidential or
congressional elections.

Voting has long been a principal sub-
ject of political science. Maurice Duverger
(1954) pointed out that strategic behavior of

BK-SAGE-BERG_SCHLOSSER-190154-V1_Chp04.indd 66

voters and candidates is heavily influenced
by electoral institutions. Duverger’s Law
holds that plurality voting in single-member
districts tends to produce two-party systems,
whereas voting based on proportional repre-
sentation or multi-member districts leads to
multi-party systems and coalition govern-
ments. In two-party systems, candidates have
an incentive to obfuscate and avoid taking
strong stands on key issues, as they jockey for
position vis-a-vis the median voter; whereas
in multi-party systems, candidates have an
incentive to take stronger positions to attract
a significant minority of voters, but their
positions may change once they enter a coa-
lition government. Riker (1982) argues that
Duverger’s Law is applicable to many coun-
tries’ party politics controlling regionally —
but not nationally — strong third parties. In
retrospect, these arguments may seem obvi-
ous or almost self-evident; but they are in
fact early examples of economic analyses in
political science, stressing the role of strat-
egy, procedure, and institutions.

Following Duverger and others, we can
see that political parties and electoral sys-
tems are the most important institutions for
the smooth functioning of a democracy. They
translate and aggregate individual prefer-
ences into policy. John Aldrich (1995: 76)
argues that democracies would not work
without parties, noting that ‘majority voting
was highly unstable, shifting, and chaotic —
just what would be expected in multidimen-
sional choices that lack preference-based
equilibrium’. He shows how parties regulate
the number of people seeking office, and how
they mobilize voters to achieve and maintain
the majorities needed to implement policy
once they have gained power. As a result,
‘institutional arrangements could induce
equilibrium where preferences alone would
not’ (ibid.: 77). By aggregating individual
preferences, parties help to solve Arrow’s
impossibility theorem; and they move society
toward equilibria that make governing pos-
sible. Moreover, party competition enables
democracy to lead to political outputs that
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better the interests of its citizenry because
of politicians who face the real possibility
of losing their next election. John Aldrich
and John Griffin (2018) find that even in the
American South — where historically politi-
cal parties were weak and underdeveloped —
recently a two-party system has emerged, and
party competition in the South has played the
same roles as that of the North for democracy
to work.

The argument for the importance of parties
relies heavily on economic reasoning, and it
assumes that voters are able to make informed
choices. Studies of democratic elections, by
contrast, have found that individuals appear
to know very little about politics (e.g., Lupia,
2016; Lupia and McCubbins, 1998; Page and
Shapiro, 1992; Popkin, 1994). However, the
fact that people lack information about poli-
tics does not mean that they make random
political choices. Arthur Lupia and Mathew
McCubbins (1998: 5) argue that people ‘use
a wide range of simple cues as substitutes for
complex information’ and choose elite cues
among competing messages based on the
credibility of the senders of the messages.
As a result, voters vote as if they have suffi-
cient information to make reasoned choices.
However, nowadays as people get news
increasingly from social media, voters rely
less on expert opinion that includes multiple
competing messages. Rather they are wed-
ded to monolithic perspectives they want
to hear. Economic analysis in political sci-
ence can explain why and how social media
have made it more difficult for democracy
to function and to produce stable governing
coalitions.

STRATEGIC INTERACTIONS AND WAR

Economic analysis in political science
abounds in the study of one of the most
important issues in international relations:
war and peace. At first glance, it is not sur-
prising to see that states are more often than
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not in conflict, because each state must
pursue its own interests, maximizing its
power and wealth in order to provide secu-
rity. States are trapped in a ‘security
dilemma’, which arises when efforts that
states make to defend themselves lead other
states to feel less secure and to fear that they
will be attacked. The logic of the security
dilemma is often explained in game-theoretic
terms, using the so-called ‘Prisoner’s
Dilemma’, whereby the two actors’ rational
strategy to maximize individual payoffs cre-
ates a worse outcome than some other pos-
sible outcome that would be better for both
actors. This interaction captures why interna-
tional cooperation is difficult under anarchy:
in the absence of enforcement mechanisms to
punish defections, states can give into a
temptation to act unilaterally. The point is
that states have an individual incentive to
defect, which leads to an outcome of mutual
defection even though both would be better
off with cooperation. In sum, the Prisoner’s
Dilemma provides the micro-foundations for
realist theories of international relations (IR),
which argue that states always will approach
IR as a zero-sum (win or lose) game thus
leading to the anarchic nature of the interna-
tional system (e.g., Mearsheimer, 2001;
Waltz, 1979). While it may seem irrational
for states to engage in an arms race, thereby
increasing the propensity to go to war and
making it more difficult to resolve conflict
through negotiations, conflict and insecurity,
according to realists, are enduring features of
world politics (see also David and Rapin,
Chapter 83, this Handbook).

In the meantime, international coop-
eration is more likely if interactions occur
repeatedly with the same partners (Axelrod,
1984). In this situation — commonly known
as the repeated (iterated) Prisoner’s Dilemma
— actors find their best interest to be coop-
erating in every period if future payoffs are
valued highly enough — this is the so-called
‘shadow of the future’ and it forms a basis
for cooperation in world politics. In this way,
the danger of war is lessened or eliminated
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through interdependence and institutions.
The repeated Prisoner’s Dilemma lays the
micro-foundations for liberal theories of IR
(see Hellmann, Chapter 76, this Handbook).
Interdependence and constant strategic inter-
action produce common interests and there-
fore decreases conflict among states, reducing
the role of military power and the insecurity
it breeds. Institutions, then, both interna-
tional and domestic, can mitigate the effects
of anarchy and, as a result, there is oppor-
tunity for positive-sum, mutually beneficial
cooperation (e.g., Ikenberry, 2011; Keohane,
1984; Lake, 2011; McDonald, 2009). Even
under anarchy, international institutions help
states to overcome the security dilemma and
promote cooperation by creating the expec-
tation of repeated interactions across time
and with multiple partners, defining norms
(standards of acceptable behavior), providing
information about activities of other states,
and creating linkages across policy dimen-
sions (Jervis, 1976; Martin and Simmons,
2001; Voeten, 2005). This logic of coopera-
tion suggests that alliances would work if
states seize opportunities to cooperate over
time and across issues, and if each state trusts
that the other states see the virtues of coop-
eration. If a powerful state accuses its allies
of defection and free riding, the shadow-of-
the-future based cooperation would not work
and the chance for peace and stability in IR
will diminish. Hence, the iterative Prisoner’s
Dilemma suggests that the America First for-
eign policy of the United States under Donald
Trump will undermine international security.

War is an extremely costly way for states
to settle their disputes (see David and Rapin,
Chapter 83, this Handbook). Given the
human and material costs of military conflict,
why do states sometimes wage war rather
than resolving their disputes through negotia-
tions? Motivated by this puzzle, James Fearon
(1995) offers ‘rationalist explanations for
war’. He postulates three mechanisms of how
conflict escalates into war. He sees two ways
that miscalculation can lead to war. First,
if there is uncertainty about an adversary’s
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capabilities — such as the size of the mili-
tary, the effectiveness of military technology,
the quality of leadership, the contribution, if
any, of allies; or if there is uncertainty about
the adversary’s resolve to fight wars, which
raises questions about how much each side
values the ‘good’ that is in dispute and what
the ultimate cost of war will be in terms of
blood (casualties), treasure (wealth), and
domestic politics (whether the leader can stay
in office) — the international system will be
destabilized leading to war. Second, Fearon
sees three scenarios where war may occur
because of ‘commitment problems’ when
states are unwilling to trust their adversaries
to honor a negotiated deal. The first scenario
is when the issue in dispute affects future bar-
gaining power (e.g., strategic territory, weap-
ons programs, etc.), the bargaining can fail
if a state fears that its adversary will exploit
concessions to make further demands — this
is the so-called dilemma of coercive disar-
mament. Moreover, when the relative power
of one side is expected to grow rapidly (e.g.,
rapid economic growth, acquisition of new
weapons, etc.), the declining state may have
an incentive to fight now to prevent or slow
the power shift, and a war fought for this rea-
son is called a preventive war. Furthermore,
if the outcome of the war depends on deliv-
ering the first blow, a first-strike advantage
exists and creates incentives to engage in a
preemptive attack to take the first shot before
the adversary does — a ‘guns of August’ sce-
nario. In the last scenario, Fearon discusses a
problem that can prevent states from reach-
ing settlements because the disputed good is
indivisible. Fearon (1995) and Robert Powell
(2006) argue that we should be skeptical
because claims that goods are indivisible
may reflect a bargaining position adopted for
strategic reasons rather than a true descrip-
tion of the good.

Fearon’s rationalist explanations for war
show us that a mutual (and rational) prefer-
ence for peace is not sufficient for states to
overcome the incomplete information prob-
lem or the commitment problems. Threats
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may lack credibility, because states gener-
ally have incentives to exaggerate and mis-
represent their capabilities and their resolve
to fight. States have a big incentive to bluff,
witness Saddam Hussein in the two Gulf
Wars. In July 1990 when Iraq was engaged
in coercive diplomacy with Kuwait, both
Iraq and Kuwait had the mistaken belief that
the other side would cave. In such a situa-
tion, even though war is costly and regret-
table ex post, actions that entail a risk of war
can be sensible ex ante. Meanwhile, in the
cases of commitment problems, states face
a choice between war today on favorable
terms and threat of war tomorrow on unfa-
vorable terms. The threat of war tomorrow
diminishes if states can make credible prom-
ises not to use force to revise subsequently
the terms of the deal. However, it is difficult
for a state to make such a promise in a cred-
ible manner in the absence of any enforce-
ment mechanisms, and hence a commitment
problem arises in IR where states interact
under anarchy.

One of the enduring issues in the study of
IR is the so-called democratic peace argu-
ment, with many competing arguments about
why there are few, if any, clear cases of war
between mature democratic states. Why is
it that democracies do not fight each other?
A common theoretical argument is rooted in
the idea that democratic states experience a
lower probability of war with one another
due to domestic political constraints and
cooperation flows from a presumption of
mutual trust and respect, and shared stra-
tegic interests (Doyle, 1986; Gowa, 1999;
Russett, 1993). Democracy increases the
political costs of war by making elected lead-
ers accountable to people who ultimately
must pay the costs of war. The rationalist
explanations for war can shed light on this
debate, focusing on how democracy influ-
ences bargaining interactions between states
and increases the chances that a peace-
ful settlement will be found. For example,
Kenneth Schultz (2001) argues that democ-
racy increases transparency, which may help
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overcome the incomplete information and
commitment problems in strategic interac-
tions between states, thereby reducing uncer-
tainty about the capabilities and resolve of
democratic states. In addition, democratic
leaders may be able to communicate their
resolve in a credible manner, because back-
ing down from a threat creates public disap-
proval and democracy magnifies the political
importance of this effect (e.g., Fearon, 1994;
Tomz, 2007). Yet the question remains why
are democratic states unlikely to fight each
other but more warlike in general? Some
scholars suggest that while fellow democra-
cies enjoy a presumption of friendship, dem-
ocratic publics treat autocrats with suspicion
and mistrust (e.g., Dixon, 1993; Mousseau,
1998; Tomz and Weeks, 2013). Rationalist
explanations of IR interpret this observa-
tion by pointing out that democratic states
have preferences that favor compromise
over the use of force when bargaining with
other democratic states. With this logic, in
the extreme, autocrats are legitimate targets
for regime change, as, for example, when
President George W. Bush argued that bring-
ing democracy to Iraq would advance US
national security. In sum, economic analy-
sis in political science suggests that the two
Gulf Wars occurred because of Iraq’s fail-
ure to communicate credibly its capabilities
and resolve, as well as US lack of norms
that favor compromise over the use of force
against autocracies.

STRATEGIC INTERACTIONS AND
POLITICS OF INTERNATIONAL TRADE

Economic analysis in political science also
helps us to understand the politics of trade.
Economic theory tells us that free trade is
beneficial (see also Stéphane Paquin, Chapter
74, this Handbook). Why, then, do states not
always embrace trade liberalization? Why
has the international trading system been
open only under particular conditions?
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The core concept of the economics of
trade, explaining how trade is beneficial for
all trading partners, is comparative advan-
tage. Adam Smith in The Wealth of Nations
(1979 [1776]) suggests that there is a ben-
efit to an international division of labor
whereby countries specialize based on skills
or endowments. In this way, self-interested
economic exchange makes everyone better
off through the ‘invisible hand’ of the mar-
ket. Applying Smith’s theory to international
trade, David Ricardo in On the Principles
of Political Economy and Taxation (2015
[1817]) proposes the idea of comparative
advantage: a system of free trade in which
countries specialize in the areas where they
have a comparative advantage, leading to
the optimal allocation of scarce goods and
resources. ‘Comparative’ means that it is
not necessary for a country to have an abso-
lute advantage in the production of a good
or service. All countries have a comparative
advantage, in that they can produce some
goods and services more efficiently than
other countries; and trade will lead them to
specialize. Thus, it is wrong to say that trade
is only beneficial for wealthier developed
countries. Explaining why countries trade,
the Heckscher-Ohlin theory (H-O) takes the
logic of comparative advantage a step further,
pointing out that countries will export goods
that require large inputs of their more abun-
dant factors, and import goods that require
inputs of more scarce factors. H-O explains
trade based on factor prices and endowments.
Developing countries that are abundant in
unskilled labor (or land) should export labor-
intensive manufactured goods such as tex-
tiles and clothing (or agricultural products),
whereas developed countries that are rich in
(human) capital should specialize in more
high-tech products and services. In sum,
comparative advantage and H-O theory can
explain why developing countries demand
access to developed countries’ markets of
textiles and apparel (or agriculture) — instead
of protecting their own domestic markets — in
trade negotiations.
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Although economists make a strong case
that trade is beneficial for global welfare,
political scientists point out that every coun-
try currently has at least some restrictions
on trade, called protectionism, involving the
imposition of barriers to restrict imports.
Why do governments restrict trade? Using
the simple economic logic of the Stolper-
Samuelson theorem, which postulates that
protection benefits the scarce factor of pro-
duction, Ronald Rogowski (1989) explains
which interests will support protectionism
and which will support trade liberalization.
According to H-O theory, countries export
goods that are intensive in the factors of pro-
duction that are relatively abundant while
importing goods that are intensive in the fac-
tors of production that are relatively scarce.
Therefore, trade liberalization will increase
the income of the relatively abundant fac-
tor by increasing its exports while decreas-
ing the income of the relatively scarce factor
by increasing import competition. This logic
suggests that the demand for protection-
ism should come from those whose income
would suffer because of trade liberalization.
Applying this logic to the United States,
which is a labor-scarce country compared
with developing countries, unskilled labor
benefits from protectionism and loses from
trade liberalization with developing countries
such as China and Mexico (Spence, 2011).
In addition, the Ricardo-Viner model sug-
gests that interests in trade may be industry-
specific. Exporting industries want open
foreign markets, import-competing industries
want to protect the home market to reduce
competition, and industries using imports as
inputs want the open home market to be open
to reduce production costs.

In sum, the Stolper-Samuelson theorem
explains why unskilled workers support
measures to restrict trade that would ben-
efit their industries. When the United States
approved China’s entry into the World Trade
Organization (WTO) in 1999, labor unions
representing auto workers (the United Auto
Workers), lorry drivers (the Teamsters
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union), and dockworkers (the International
Longshore and Warehouse Union) opposed
China’s accession to the WTO. This despite
the fact that increasing trade with China
would benefit their members, by lower-
ing prices for consumer goods, stimulating
economic growth, and raising employment
(Friedman, 2000). They fear that if worker
incomes drop in import-competing sectors,
trade would depress labor income in all sec-
tors, because unskilled labor is a substitute
for trade, not a complement. Likewise, the
Ricardo-Viner model explains how protec-
tionism may hit the firms that use imports
as inputs. For example, the US imposition
of tariffs on auto parts under the Trump
administration hurt domestic auto producers
that use imported parts, even though Trump
argued that tariffs would protect them. Car
tariffs — presumably designed to protect the
jobs of US autoworkers — have raised produc-
tion costs of car manufacturing in the United
States, and as a result in 2018 General Motors
announced that it would close four plants in
the United States and one in Canada, cutting
14,000 jobs (Sandbu, 2018).

The Stolper-Samuelson theorem and the
Ricardo-Viner model show that even if trade
liberalization makes a country as a whole bet-
ter off, it creates winners and losers within
the country, and it is the shifting constella-
tion of interests, according to Rogowski,
that will drive openness and closure to trade.
Even when there are more winners than los-
ers from free trade, the losers can be com-
pensated with the winners’ gains. National
welfare can be improved by compensating
with winners’ gains. Economic theory calls
such a move Pareto improving, which makes
at least somebody (if not everybody) better
off without making anyone worse off. What
policies mitigate the negative impacts of trade
and create Pareto improvement? Economic
theory assumes that labor can move between
different jobs with no cost. What this theory
implies is that policies that lower the cost
for labor to move from a declining industry
to a growing industry would lead to a Pareto
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improvement. Social welfare policies such
as improving unemployment insurance and
enhancing job training are essential to build
support for free trade (Scheve and Slaughter,
2007). The cost of moving from one sector to
another would be high if a worker loses basic
health insurance coverage when changing
jobs. Therefore, a national health care system
would help to achieve a Pareto improvement.
Perhaps most importantly, education reform
to improve basic skills in the workforce is
key for workers in developed countries to
compete with those in developing countries
in the global economy (Alden and Taylor-
Kayle, 2018; Scheve and Slaughter, 2019).
If the productivity of better-paid developed
countries’ workers is the same as that of less-
paid developing countries’ workers, devel-
oped countries’ workers will face downward
pressure on their wages. While protection-
ism neither builds the needed safety net nor
makes its workers more competitive, it makes
domestic producers less competitive in the
global market. As a result, economic growth
is constrained, making it more difficult to
establish a safety net because of declining
GDP and lower tax revenue.

The H-O theory together with the Stolper-
Samuelson theorem explain why trade with
developing countries has led to reduced
wages for many unskilled workers in the
developed countries, which has caused a pro-
tectionist backlash in the United States and
other developed countries. During the 2016
US presidential election, Donald Trump told
workers that he would bring back unskilled
jobs by restricting trade, foreign invest-
ment, and immigration, campaigning on
the nationalist slogan of ‘America First .
In fact, economic research shows that trade
with China has been responsible for a sig-
nificant part of the decline in US manufac-
turing employment in the last two decades,
and there is no evidence that trade with
other developing countries is responsible
for job or wage losses of US workers — in
short, China is different. One study estimates
that US trade with China during 1999-2011

02/11/19 11:16 AM



72 THE SAGE HANDBOOK OF POLITICAL SCIENCE

led to net job losses of 2.0-2.4 million in
the United States (Acemoglu et al., 2016).
Another study finds that people who work in
parts of the United States most affected by
import competition from China tend to have
greater unemployment and reduced lifetime
income (Autor et al., 2016). Still, other stud-
ies argue that enhanced productivity because
of automation has had a far bigger effect
than import competition with developing
countries, pointing to the fact that US manu-
facturers have increased their productivity
and need fewer workers. Although the US
steel industry lost 400,000 jobs (75% of its
workforce) during 1962-2005, its produc-
tion did not decline (Collard-Wexler and De
Loecker, 2015). Even though fechnology is
a bigger threat to unskilled jobs than trade,
foreign countries — China or Mexico — are
more convenient scapegoats than machines
or robots. Lawrence Katz, quoted in a New
York Times article: ‘Just allowing the private
market to automate without any support is a
recipe for blaming immigrants and trade and
other things, even when it’s the long impact

of technology’ (Miller, 2016). Edward Alden
(2017) argues that the United States has
failed to adjust economic and trade policies
to the new reality of an automated and glo-
balized economy. As a result, those who have
lost the safety net see immigrants and trade
as the cause of their economic difficulties.

STRATEGIC INTERACTIONS AND
INTERNATIONAL MIGRATION

Another field of study where economic theo-
ries help explain political outcomes is inter-
national migration — the movement of people
across national borders — which has been
steadily increasing in every region of the
globe since the end of World War II (see
Badie, Chapter 84, this Handbook). Today
approximately 244 million people reside out-
side of their country of birth and over the past
half-century individual mobility has
increased at a steady pace (see Figure 4.1).
Tens of millions of people cross borders on a

International Migrants, 1960-2013

250 is
3
'§ 2525
P
f§ 710 | gg
3 2 g2
FPO i
!E 1_53.-
iﬁlm- - !{
g xg}
0 -
0s
0+ 0

International Migrants (% of World Population)

Figure 4.1 Trends in international migration
Source: World Bank Data Bank 2015.
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daily basis, which adds up to roughly two
billion annually. International mobility or
people is part of a broader trend of globaliza-
tion, which includes trade in goods and ser-
vices, investments and capital flows, greater
ease of travel, and a veritable explosion of
information. While trade and capital flows
are the twin pillars of globalization, migra-
tion is the third pillar or the third leg of the
stool on which the global economy rests.
Migration is in many ways connected to
trade and investment, yet it is profoundly
different. People are not shirts, which is
another way of saying that labor is not a
pure commodity. Unlike goods and capital,
individuals can become actors on the inter-
national stage (they have agency) whether
through peaceful transnational communi-
ties or violent terrorist/criminal networks. In
the extremely rare instances when migrants
commit terrorist acts, migration and mobil-
ity can be a threat to the security of states.
However, many economic studies show that
the benefits of migration far outweigh the
costs (Martin, 2015). Immigrants bring much

needed manpower in demographically defi-
cient countries, human capital, and new ideas
(entrepreneurial know-how) and cultures
(diversity) to their host societies. However,
in liberal democracies, they also come with a
basic package of (human and civil) rights that
enables them to settle and become productive
members of society, if not citizens of their
adoptive countries. Conversely, they may
return to their countries of origin where they
can have a dramatic impact on economic and
political development (Martin et al., 2006),
with a brain drain turning into a brain gain or
brain circulation.

Migration and Governance

In strategic interactions over the issue of
migration, international cooperation is
difficult. Figure 4.2 highlights the inadequa-
cies of global migration governance com-
pared to trade and finance. Why has no
international migration regime emerged to
complement the Bretton Woods regimes for
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Figure 4.2 A typology of international regimes
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trade (GATT/WTO) and finance and devel-
opment (IMF and World Bank)? The answer
lies in collective action problems. To date,
unwanted labor migration is more of a nui-
sance for host countries, especially from a
political and security standpoint. Labor
migrants are not fundamentally threatening,
the building of walls along the US—Mexican
border notwithstanding. Migration govern-
ance often is unilateral and done on an ad
hoc basis. The payoff from international
cooperation in the area of unwanted labor
migration is negative, and opportunities for
defection from a global migration regime are
numerous. The possibilities for monitoring,
enforcing, or developing some core principle
of non-discrimination (as in the WTO) are
minimal at this point, and there is little or no
reciprocity. Thus, states have a strong incen-
tive to free-ride other states’ efforts, and
international migration of all types poses a
challenge for individual states, as well as for
regional integration processes like the
European Union (EU) and the Association of
Southeast Asian Nations (ASEAN) and for
the international community as a whole
(Hollifield et al., 2014). That brings us back
to the domestic level in our quest to under-
stand migration governance and to explain
why states risk openness, and it requires a
political economy approach.

Despite its benefits both economic and
cultural, international migration is one of the
most politically controversial issues in devel-
oped countries. Reactive populism in Europe
and the United States is nativist and xeno-
phobic, and immigration is a key issue for
many voters, as evidenced by the British vote
to leave the EU and the election of Donald
Trump as President of the United States.
Four factors drive immigration policies:
economic interests (markets), cultural and
ideational concerns, security, and rights (see
Figure 4.3). Opponents claim that immigrants
suppress the wages of native workers (mar-
kets), impose welfare burdens and diminish
citizenship (rights), threaten national iden-
tity (culture), and cause crime and terrorism
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(security). In their research on public opin-
ion, Gary Freeman and Alan Kessler (2008)
find that opposition to immigration is related
not only to economic factors, such as job
market threat from immigrants and higher
taxes to support immigrants’ use of welfare
programs, but also to non-economic factors,
such as the desire for cultural homogeneity
and a fear of loss of national identity (see also
Huntington, 2004).

In ‘normal’ times, the debate about
immigration control in liberal democra-
cies revolves around two poles: markets
(numbers) and rights (status); or how many
immigrants to admit, with what skills, and
what status? Should migrants be temporary
(guest) workers, or allowed to settle, bring
their families, and get on a ‘path to citizen-
ship’? To explain push and pull factors of
international migration, economic analysis
assumes individual migrants as preeminently
rational, utility-maximizing agents (Martin,
2015). For example, George Borjas (1990)
argues that the welfare state itself is a signifi-
cant pull factor because low-skilled migrants
would choose to migrate expecting that they
can benefit from the recipient country’s social
welfare services after admission. As a result,
Martin Ruhs (2013) argues, there are trade-
offs in the policies of developed countries
between openness to admitting immigrants
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(numbers) and the rights granted to immi-
grants (status).

Those who argue for the trade-offs between
markets and rights assume that migrant and
native workers are substitutes, and hence that
immigration harms native workers as their
wages fall (e.g., Borjas, 2003). However,
migrants and native workers can be comple-
ments if they belong to different skill groups,
so that immigrants may have a positive impact
on the wages of native workers (e.g., Peri and
Sparber, 2009). Accounting for the comple-
mentarity effects, Gianmarco Ottaviano and
Giovanni Peri (2012) find that in the United
States immigrants during 1990-2006 had
a small positive effect on average wages of
US-born workers (including unskilled work-
ers) and a substantial negative effect on wages
of recent, low-skilled immigrants. This eco-
nomic analysis draws two important implica-
tions: the more social mobility the workers
— both migrant and native — have, the more
beneficial the arrival of migrant workers are
for both native workers and employers, and
previous immigrants would lose from more
immigration if they fail to raise their skill
levels after arrival. In other words, policies
that increase workers’ social mobility would
mitigate the negative impacts of immigration
and create a Pareto improvement. Thus, regu-
latory reform to create more flexible labor
markets and education reform to enhance
skill levels of both native and migrant work-
ers would be important to mitigate negative
public reactions to immigration.

The logic of collective action suggests that
organized groups would have more impact
on policymaking than disorganized public
opinion, especially in democratic countries
where vote-maximizing politicians find it
more important to cater to influential inter-
est groups (Olson, 1965). How do interest
groups shape US immigration policy at the
sector level? Margaret Peters (2017) argues
that firms that lobby for open immigration
to lower their labor costs when trade policy
is closed will adapt to import competition
by other means — such as increasing labor
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productivity or closing their businesses —
when trade policy is open. She states that
trade liberalization and the increased abil-
ity of firms to move overseas has reduced
the business community’s pressure for open
immigration, empowered anti-immigrant
groups, and spurred greater limits on immi-
gration. Giovanni Facchini and his co-
authors (2011) assume that labor unions
want restrictions on immigration — so as to
maintain higher wages for native workers —
while business groups want greater openness
to immigration, and they find that barriers
to immigration are lower in sectors where
business groups incur larger lobbying expen-
ditures and higher in sectors where labor
unions are more powerful. In sum, economic
analysis of international migration suggests
that business firms seek greater openness
to immigration to confront import competi-
tion, while workers demand greater controls
on immigration when they fail to upgrade
their skill levels and hence have to confront
the downward pressure of their wages due to
automation — not immigration.

In times of war and political crises, the
dynamic of markets and rights give way to
a culture-security dynamic and finding equi-
librium (compromise) in the policy game
is much harder — this is the policy dilemma
facing leaders across the globe in the 21st
century. Cultural concerns — where should
the immigrants come from, which regions
of the globe, with which ethnic characteris-
tics — and issues of integration often ‘trump’
markets and rights, and the trade-offs are
more intense in some periods and in some
countries than in others. Indeed, studies of
public opinion toward immigration show that
cultural concerns play a significant role in
how willing people in recipient countries are
to accept newcomers (e.g., Hainmueller and
Hopkins, 2014). For example, in Germany,
widely shared but wildly fabricated stories of
Arab men raping Western women epitomize
the view that the newcomers with particular
religious and ethnic backgrounds are defil-
ing the nation (Eddy, 2017). Michael Lusztig
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(2017) takes issue with multiculturalists
(Kymlicka, 1995) arguing that multicultur-
alism and other forms of culturalism pose a
threat to liberal democracy. With the terrorist
attacks of September 11, 2001 in the United
States and again with attacks in Europe, on
November 13, 2015, in Paris, immigration
and refugee policymaking has been domi-
nated by a national security dynamic (with a
deep cultural subtext, fear of Islam) and the
concern that liberal immigration and refu-
gee policies pose a threat to the nation and
to civil society. In the United States, Donald
Trump has stoked fear of immigrants to gain
votes, and as a result anti-internationalism
has escalated from protectionism into xeno-
phobia, nativism, and racism. Even though
immigration is not a cause of job losses,
the perception that immigrants are ‘taking
our jobs’ has proven to be politically potent
(e.g., Scheve and Slaughter, 2001). Those
who feel ‘immigrants have stolen our jobs’
are open to Trump’s xenophobic one-way
twitter demagoguery of ‘we are deceived
by foreigners’. Protectionism and restricting
immigration have become the rallying cry
of anti-globalists. Without a social welfare
safety net that would create a Pareto improve-
ment, those in the United States who feel
left behind by globalization find immigrants
and foreigners to be convenient scapegoats.
However, the situation in Europe is differ-
ent. Despite strong welfare states, the fear of
Islam and terrorism overrides the basic politi-
cal economy dynamic of markets and rights
(see Figure 4.3).

Migration Interdependence and
International Cooperation

If the domestic four-sided game (Figure 4.3)
is not complicated enough, it becomes more
difficult by virtue of the fact that migration
control has important foreign policy implica-
tions. The movement of populations affects
international security, and in some situations
like the partition of India or the breakup of
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Yugoslavia, it can change the balance of
power. Hence, political leaders are always
engaged in a strategic interaction, a two-level
game, seeking to build domestic coalitions to
maximize support for policy but with an eye
on the foreign policy consequences (Putnam,
1988). Migration is an important factor driv-
ing economic interdependence and creating
an international labor market. The first rule
of political economy is that markets beget
regulation. Hence, some type of a stronger
global or regional migration regime is neces-
sary to sustain open labor markets. What will
be the parameters of such a regime, how will
it evolve, and how can economic theories of
politics help us to understand it?

One of the principal effects of economic
interdependence is to compel states to coop-
erate (see the discussion of trade in the
previous section). Increasing international
migration is one indicator of interdepend-
ence, and it shows no signs of abating. From
Figure 4.4, we can see levels of migration
interdependence, with states in Europe,
North America, and Asia relying heavily on
migration for national development, whether
through labor migration (both high- and low-
skilled) or income generators via remittances.
As the international market for skilled and
unskilled labor grows, pressures to create an
international regime will increase. Economic
theories help us to identify two ways in which
states can overcome coordination problems
in the absence of a multilateral process that
builds trust and reciprocity and thereby helps
to overcome asymmetries: (1) through the
centralization of regulatory power and pool-
ing of sovereignty (as in the EU), and (2) sua-
sion and ‘tactical issue linkage’.

We already have seen an example of the
first strategy at the regional level in Europe
(see Fawcett, Chapter 80, this Handbook).
The EU and, to a lesser extent, the Schengen
and Dublin regimes were built through
processes of centralization and pooling of
sovereignty. This was easier to do in the
European context because of the symme-
try of interests and power within the EU
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Figure 4.4 Migration interdependence

and the existence of an institutional frame-
work (the various treaties of the EU). It is
much more difficult to centralize control of
migration in the Americas or Asia, for exam-
ple, where the asymmetry of interests and
power is much greater, and levels of politi-
cal and economic development vary tremen-
dously from one state to another. Different
from the EU, it is unlikely that regional
trade regimes like the North American Free
Trade Agreement (NAFTA), Asia-Pacific
Economic Cooperation, or the Trans-Pacific
Partnership (now Comprehensive and
Progressive Agreement for Trans-Pacific
Partnership) will lead quickly to cooperation
in the area of migration. Nevertheless, the
regional option — multilateralism for a rele-
vant group of states where migration govern-
ance is a club good — is one way to overcome
collective action problems and to begin a pro-
cess of centralization of regulatory authority.

Most international regimes have had a
long gestation period, beginning as bilat-
eral or regional agreements. It is unlikely,
however, that an international migration
regime (a Global Compact on Migration and
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Refugees) could be built following the gen-
esis of international organizations such as
the General Agreement on Tariffs and Trade
(now the WTO), the International Monetary
Fund, and the World Bank, which provide a
certain level of multilateral governance for
the other two pillars of globalization. In the
area of migration governance, it is difficult
to fulfill the prerequisites of multilateralism:
indivisibility, generalized principles of con-
duct, and diffuse reciprocity. The norm of
non-discrimination (equivalent of the most-
favored nation status) does not exist, and
there are no mechanisms for punishing free-
riders and no way of resolving disputes. In
short, as depicted in Figure 4.2, the basis for
multilateralism is weak, and the institutional
framework is not well developed. However,
this has not prevented the international com-
munity (via the United Nations) from mov-
ing forward with a Global Compact for
Migration, built around the principle of ‘safe,
orderly and regular migration’. The chal-
lenge of course will be to convince the most
powerful states, especially the United States,
to support a multilateral process for global
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migration governance. For the moment, the
United States and other powerful countries
(like the UK) are moving in exactly the oppo-
site (nationalist and unilateral) direction.
With the asymmetry of interests and power
between developed (migration receiving) and
less developed (migration sending) countries,
suasion, including financial incentives, is the
only viable strategy for overcoming collec-
tive action problems, whether at the regional
or international level. This game follows sev-
eral steps. The first step is to develop a domi-
nant strategy, which can be accomplished
only by the most powerful states, using inter-
national organizations (like the UN) to per-
suade or coerce smaller and weaker states.
From the standpoint of recipient countries,
the orderly movement of people, defined
in terms of rule of law and respect for state
sovereignty, should be the principal objec-
tive of the powerful liberal states. From the
standpoint of the sending countries, migra-
tion for development, taking advantage of
remittances and returns (brain gain) or circu-
lar migration, should be the guiding principle
of an international migration regime. Then,
the second step is to persuade other states to
accept the dominant strategy. This will neces-
sitate tactical issue linkage, which involves
identifying issues and interests not necessar-
ily related to migration and using these to
leverage, compel or coerce states to accept
the dominant strategy. This is, in effect, an
‘international logroll’. Such tactics will have
only the appearance of multilateralism, at
least initially. Tactical issue linkage is central
in negotiations between the United States and
Mexico over the NAFTA (now USMCA) and
over refugee flows from Central America.
Likewise, migration management figured
prominently in negotiations between the EU
and neighboring states, especially EU can-
didate countries in the Western Balkans and
Turkey. The third step for developed countries
is to institutionalize this process. The long-
term benefits of such a strategy for recipient
countries are obvious. It will be less costly to
build a multilateral migration regime than to
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fight every step of the way with every send-
ing state, relying only on unilateral or bilat-
eral agreements. Multilateral processes may
entail some short-term loss of control and
sovereignty in exchange for long-term sta-
bility and orderly migration based on rule of
law. The payoff for sending states is greater
freedom of movement for their nationals,
greater foreign reserves and a more favorable
balance of payments, increased prospects for
return migration, and increases in technology
transfers. Thus, it is potentially a ‘win-win-
win’ for sending and recipient countries and
the migrants themselves.

Changes in the international system with
the end of the Cold War have altered this
game in several ways. First, it has made
defection easier. Since the 1990s, states
have had a more incentive to free-ride by not
cooperating with neighboring states in the
making of migration and refugee policies.
Second, the new configurations of interests
and power make it more difficult to pursue
a multilateral strategy for managing inter-
national migration. In recipient countries,
internationalist rights-markets coalitions
of the left and the right (for example, civil
rights Democrats and business or so-called
‘Wall Street” Republicans in the United
States) have broken apart. Instead increasing
polarization and politicization over immigra-
tion and refugee issues have led to national-
ist culture-security coalitions of the far left
and the far right (for example, job threatened
unionized workers and economic national-
ists). Yet liberalization and democratization
in formerly authoritarian states have dra-
matically reduced the transaction costs for
emigration. Initially this caused panic in
Western Europe, where there was a fear of
mass migrations from east to west. Headlines
screamed, ‘The Russians are coming!’. Even
though these massive flows did not material-
ize, Western states began to hunker down and
search for ways to reduce or stop immigra-
tion. The time horizons of almost all Western
democracies are much shorter because of
these changes in domestic and international
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politics since the end of the Cold War. The
terrorist attacks of the 2000/10s have exacer-
bated these fears, and migration and mobil-
ity are perceived by many to pose a threat to
national security.

If, as seems likely, the United States and
the EU defect from international coopera-
tion over migration and refugee flows, such
defections would alter the equilibrium out-
come, making migration more costly in
political terms to all states and to the inter-
national community, and the economically
virtuous process of increased exchange and
mobility would be reversed. International
cooperation on migration depends on how
the more powerful recipient countries man-
age migration and whether they will pursue
an aggressive strategy of multilateralism. To
avoid a domestic political backlash against
immigration, powerful liberal states must
take the short-term political heat for long-
term political stability and economic gain,
much as Angela Merkel and Germany did
in the face of the refugee crisis of 2015-16.
However, the asymmetry of interests, par-
ticularly between developed and developing
countries and short-term political consid-
erations (countering the rise of the extreme
populist right) are too great to permit states
to overcome problems of coordination and
cooperation. Economic analysis in political
science suggests that even as states become
more dependent on trade and migration, they
are likely to remain trapped in what James
Hollifield (1992) calls a liberal paradox,
needing to be economically open and politi-
cally closed, for decades to come.

CONCLUSION

The election of Donald Trump to be President
of the United States in 2016 poses a great
challenge to the economic analysis of politics,
specifically rational choice theory. Trump’s
unpredictability questions one of the key
assumptions of  rational choice:
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the consistency of each actor’s preference
ordering. Is Trump irrational? We suspect that
the reason why Trump is unpredictable is that
his policy agenda has no basis in strategy but
relies instead on social psychology. New York
Times columnist David Brooks (2017a) wrote:
‘It’s not clear if Trump is combative because
he sees the world as dangerous or if he sees
the world as dangerous because it justifies his
combativeness. Either way, Trumpism is a
posture that leads to the now familiar cycle of
threat perception, insult, enemy-making,
resentment, self-pity, assault and counteras-
sault’. While many analysts have struggled to
identify a strategy behind his erratic pro-
nouncements, it makes more sense to assume
that he chooses his policy positions based on
preference ordering in a way to maximize his
ego satisfaction. Even if some in the Trump
administration believe rulemaking through
multilateral institutions benefits US strategic
interests, President Trump will not listen to
their advice because he is impervious to stra-
tegic arguments, and only responds to what
satisfies his ego. He also attacks political
institutions such as the separation of powers
and freedom of speech because those institu-
tions hurt his ego. For many of his supporters
the less civil he is the more attractive his
rhetoric is, as his anti-institutionalist attitude
and lack of civility are criticized by those
who, he tells his supporters, look down upon
them (Brooks, 2017b). To understand the
strong backlash against liberal, rationalist
view of politics, may require us to make more
room for interpretivist, social psychological,
and even Freudian approaches.

Perhaps, economic analysis in political
science constitutes a ‘scientific revolution” &
la Thomas Kuhn (1962), moving the study of
politics away from its formal-legal and socio-
psychological roots and in the direction of
more systematic and falsifiable propositions.
However, the irony is that economics and poli-
tics are moving in the opposite direction, with
a renewed emphasis on socio-psychological
approaches to the study of markets and eco-
nomic behavior. As our analysis of trade
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and migration show, Trump’s seemingly
irrational behavior can be explained best
by incorporating psychological factors into
his preference ordering. Perhaps, rational-
ity and psychology will meet halfway and a
true political economy will emerge; but this
strikes us unlikely because the objects and
the subjects of inquiry are quite different. In
a single essay, we cannot begin to resolve the
dispute between rationalists, social psycholo-
gists, and institutionalists. We instead fall
back on Max Weber who leaves ample room
for rationalist and interpretivist approaches to
the study of politics.
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