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Abstract

Political and cultural polarization within the U.S. has been documented in recent
years, but does it cause any economic disparity in the country? We examine to what
extent the “border” between Red and Blue states reduces inter-state trade. We estimate
the gravity equation which is used to detect international border effects, by constructing
a nonlinear GMM estimator for simultaneously overcoming the problems of cross-state
price differences, endogeneity, and zero-trade flow. The border effect is robustly con-
firmed for 2000s, while not so robustly detected for 1990s. In 2007, the border causes
trade between Red and Blue states being approximately 70% of the trade that occurs
within each of these two sets of states. The emerging border effect suggests that the
recent polarization in American politics and culture may have negatively impacted to

the economic interstate interactions.
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