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What this paper does
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For each good, g, and each pair of governates, i,j:
Analyze |log pi,g

t – log pj,g
t | as a function of:

 ln(Distanceij) 

 Border: I(quasi-countryi = quasi-countryj) “Lines in the sand”

 Governate fixed effects: I(governate =i or governate=j)

What’s new here?
 Violence measures:

Pre-Surge: January 2005-January 2007

Surge: January 2007-November 2007

Post-surge: December 2007 – May 2008

 Alternative violence measures:

Fatalities of U.S. troops or Iraqi security forces

What about violence between i and j?

Assume: Price 
differentials reflect 
violence
Ask: Did violence fall?

Assume: Shifts in violence 
are observable / exogenous
Ask: Does violence affect 
price dispersion?



My comments
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Two views of the research question

First-order facts

 Price dispersion in Iraq is worryingly high

 Price dispersion in Iraq is stunningly low

 The surge “worked”

 …until it ended

Border effects

 Interpreting the border effect

 Why this is the right dataset for the job

 Why this is the wrong dataset for the job

Econometric complaints

How do we interpret changes in prices?



Average Price Dispersion: Interpreting the Means
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 Blomberg and Engel: Iraq
 Average = 0.234
 Median  = 0.167

Two interpretations
1. Things are terrible in Iraq

Price dispersion between Iraqi states > dispersion between countries:
 Froot, Kim and Rogoff (1995): International comparisons

“the volatility of law of one price deviations is both remarkably high (typically on the order 
of 20% or more per year for most commodities in most centuries) and remarkably stable 
over time.”

2. Things are wonderful in Iraq
Price dispersion between Iraqi states ≈ between U.S. cities

 Broda and Weinstein (2007)
U.S.: 0.22

Canada: 0.19

 Problem with using price dispersion to diagnose economic integration
 “The important fact to bear in mind is that the LOP deviations that these authors found 

internationally are approximately the same magnitude as those we observe within 
countries.” – Broda and Weinstein



Aggregate Findings
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Price Dispersion = 0.237        -0.015*Surge       -0.001*Post
(.002)         (.004)                    (.006)  R2 =0.14



Findings by Region
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Outline
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 Price dispersion in Iraq is stunningly low
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 Interpreting the border effect
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 Why this is the wrong dataset for the job

Econometric complaints

How do we interpret changes in prices?



Width of the Border, Redux
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 |log pi,g
t – log pj,g

t | = 
*Governate fixed effects +

*ln(Distance between i and j, measured in miles) +

*Border: I(quasi-countryi = quasi-countryj)

 “Width of the border” = exp(/)
 Engel and Rogers (1996): “crossing the border adds as much to the 

volatility of prices as adding 2500 miles between cities.”

 This paper: “we estimate the border to be as wide as… about 1 mile.  
This is what we refer to as a ‘line in the sand’”.

 The metric system as a solution to trade frictions:
What if you measure distance in meters?
  = the coefficient on ln(distance) is unchanged

 Thus exp(/) is unchanged

 Thus: You have reduced the width of the border from 1 mile to 1 meter



An incredible dataset
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Prices of 255 very specific products

 In 18 governates

 Yielding 18*19/2=171 governate pairs

 Across 3 quasi-countries

Across 145 weeks (June 2005-May 2008)



An incredible dataset: Best dataset for the job
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Prices of 255 very specific products

 In 18 governates

 Yielding 18*19/2=171 governate pairs

 Across 3 quasi-countries

Across 145 weeks (June 2005-May 2008)

Border effects literature
Engel and Rogers (1996) “How wide is the border?” [Very]

 Analyze volatility of relative price indices across US and Canadian 
cities.  Find large border effects.

Broda and Weinstein (2007) [Not as much as you thought]

 Analyze specific product prices: Find small border effects

 Intuition: Price indices “average out” a lot of price dispersion



Prices of 255 very specific products

 In 18 governates

 Yielding 18*19/2=171 governate pairs

 Across 3 quasi-countries

Across 145 weeks (June 2005-May 2008)

Missing observations
 Should yield: 171*145*255 = 6,322,725 observations

Dataset contains: 681,465 relative pricet observations

 89% of relative-price observations are missing!

 “On average, each product has approximately a little more than 
one year of data and is compared across 1/3 of the governates.”

Related to violence?  Are prices allocative?

An incredible dataset: But problems remain
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Missing observations
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Outline
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First-order facts

 Price dispersion in Iraq is worryingly high

 Price dispersion in Iraq is stunningly low
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 …until it ended

Border effects
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 Why this is the right dataset for the job

 Why this is the wrong dataset for the job

Econometric complaints

How do we interpret changes in prices?



What is identified?
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Time*
region

Governate
(state) 
effects

Time & 
state*product  
fixed effects

Time fixed 
effects

Product*
state

effects

“Column 8 shows that 
once we control for all 
these factors, average 
price dispersion falls by 
11 percentage points 
during the surge and 8.5 
percentage points 
afterward.”



Results by Product: Same Problem
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“For the most part, the results shown in Table 9 are seen in Tables 10A-10B.  There are some notable results. In 
column 2, we consider the impact of FUEL which is a non-tradeable and may be therefore sensitive to enhanced 
security measures.  In this case, we notice that the degree of price dispersion falls by a remarkable 35 
percentage points during the surge and sees a persistent decline of 13 percentage points afterward.  However, 
other products also see remarkable declines that have little to do with transportation costs (such as Maize, 
Tomato Paste, and Fish).”



Results by Region: Same Problem
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Outline
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Industrial Organization of Extraction
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Impact of Military Withdrawal in Aceh 
on Bribes in North Sumatra

Green line = #troops in Aceh: Declining due to peace agreement

Source: Patrick Barron and Ben Olken, “The Simple Economics of Extortion: Evidence from 
Trucking in Aceh”
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