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International trade is one of the most potent
issues in domestic and international politics
these days.'As an element of'globalization,
international trade has become a contenticus
i8stie, as the protestsand lack of agreement in
the series of WTO conférences in Seattle,
Cancun, and Geneva in the past decade have
shown. The WTO's Doha Development Trade
negotiations remain at an impasse as nations
around the world fail to agree to a new com-
pact. In international politics, trade is today a
premier instrument of statecraft, as witnessed
by the plethora of trade agreements being
signed all over the world. How can we explain
the trade policy choices that states make?
What theories do we possess that illuminate
the nature of countries’ trade relations?
Trade has become a critical issue largely
because countries’ economies are now more
open to flows of imports and exports than
ever. This has occurred both because of tech-
nological changes as well as government
policies. Since the 1970s, countrics across the
globe have adopted freer trade policies.!
Many developing countries, like Mexico,
India, Poland, Turkey, Ghana, and Morocco,
unilaterally liberalized their trade policies.
In addition, the successful conclusion in 1994
of the multilateral trade negotiations under

.- - - 4
the GATT- (the Uruguay Round) further
liberalized trade among- many “developed
countries and between ther and developing
ongs, This™ global” “rush to free trade”,fas
Rodrik (1994) has Galled it, is important
betause it has helped‘further integraté coun-
ﬁ'ies_ into the world economy? Tn 2004,
UNCTAD data showed that almost 1/3 of
total world GDP was accounted for by exports
(UNCTAD, 2006). But it has also increased
all countries’ exposure to the pressures of
quickly changing global markets, thus upset-
ting domestic politics at times. Furthermore,
some evidence suggests that rising trade has
brought growing income inequality (Goldberg
and Pavenik, 2007; Verhoogen, 2008; Harrison,
2007). International ‘trade and domestic poli-
tics have never been more interrelated.

The scholarly literature on international
trade is vast. Both economists and political
scientists have contributed much to it, as
recent surveys by economists such as
Reizman and Wilson (1995}, Rodrik (1995},
Helpman (2006), and Bernard et al. (2007),
and political scientists such as Cehen (1990)
and Lake (1993) show. This chapter will
focus more on the contributions of political
scientists, but will include the research of
economists where it is particularly important.
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New'theory.and empirics have been .devel”
oped in the past‘decade these should inform
the next generation of studies of trade® —~=m

-Much..of thei research by economistsiin

‘international trade hds dealt. with topics that

political ‘s¢ientists » have not-"examined.
Economists remain very..iktérested . in. the

‘thieé issues: the composition and:directioff

of trade flows,.the welfare. effeéts of trade}
and " tradé barriers. Why ~certain “countries
import-and.export particular godds o sér-
vices. to* certain othef cbilntries has :beenta
céntial” question. Much theory.-in interna:
tional trade.addresses this question; for
ifiStancé, one of the central theorems.in tradé
theory, the_~ Heckscher—Ohiifi Itheorem?
explains trade flows. Theidevelopments in
trade-theory in the-1980s moved béyond the
explanation .of..international inter-industry
trade flows to.explain intra-industrysfléivs
(Helpman and Krugman, 1985). This research
produced a massive literature on the dynam-
ics of trade in imperféctly competitive
markets emphasmng the Jmportance of eco-
normes {3f scale ancl i3gglomerza.hon eitects,
In the 2000s, a “new, new trade theory”

developed. This thecry;-often-known. s firmi
heterogenéity’ models, has focusedton indi-
vidual firms and how-differences samofig
them can lead to.intia~firm trade flows .and
hélp explain many of thesindustry dynamies
in trade "(Melitz, 2003; Helpman et -al,
2004, Helpman, 2006). These.three. genera-

tions™of trade theory concentrate mostly:

on explaining trade.flows and their.welfare
consequences.

Economists have also devoted attention to
the issue-of trade barriers, initially *focusing
onithewelfare consequences but later on the
politics. The central theoretical conclusion of
the field has been that free.trade is.the best
policy for-most countries most.of-the time!
Thus, economists-have.puzzled:ovei why,
given. this finding, . countries invariable
employ-at least some protectionist policies!
They-have-tended to ask why countries pro-
téct some of their indusiries,:when free trade
would be better ecdhomically. By and large;,
the dnswers have focused on the preferences

v

of. domesti¢ actors for protection. *Using

-the ;Stolper~Samuelson. theorem and+other,

economic theories, they have explored why

«¢értain domestic groups would prefer protec!

tion and why they would expend resources to
lobby.for it; Central to this debate is 'whethér
specific-factors models -of..trade “perform
béttei. than: Stolper-Samuelson -type models,
depending son “factor.endowments. A “large
empirical litératdre examining-levels-of pro-
tection across industries and the development
of models of protection has followed, A great
deal.of this’literature explains why protec-
tionist policies should never change, which is
anomalous. given-the dramatic.changes in
trade” -we chave~seen (e.g., Drazen, 1996;
Fernandéz* dnd “Rodrik, 1991). Ultimately,
then; economists ‘have -been pushed into
studying the politics of trade,
- Recent research.has.focused-on how pro:
tection can arise from intefnational pressures.
So calléd terms-of-trade (TOT) externalities:
can induce large trading:states to adopt pro-
tectionist policies, and if all do so everyone is
left worse off. Economists have thus explained
the emergence of the GATT/WTO- as .one
efficient way. of" solving this prisoners’
dilemma (Bagwell and. Staiger,” 1999, 2002,
2010). Governments can gain-from negotiat®
ing "a.trade agreement,..if’ otherwise-each
would try to shift costs'onto the other-and’as
a consequence adopt inefficient: ‘unilateral
policies. A substantial amount of* new
research has thus.analyzed the. réascis for
and operation of.-intetnational trade agree-
ments (Maggi, 1999; Ossa; 2009; Maggi and
Rodriguez-Clare,-1998;: 2007)" Much of this
literature seeks to*show how ‘the impact.of
international agreements on tfade “flows can
affect the welfare’ consequences of trade: -
In contrast; political sciéntists Have rarely
focused “onexplaining the. composition or
pattern.of trade -flows,. and-have been less
concernedr with. the welfare consequences’of
trade. Only.some recent=work has expl(ir"ed
the political’roots of import and export flows
among countries. ‘But like economists they
have:been' interested in.the iSsue of protec-
tionism. However, they: have tended ito-see
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protection as-more of the norm andshave
puzzled more over why a countiy would ever
liberalize its trade policy or adopt free trade.
Politically, protectionism: seems eminently
reasonable. Explaining both protectionist and
free trade policies and changes’in them have
occupied political scientists. 437 t-or1 3533

There are at least four sets of, factors. that
political scientists refer.to when -trying  to
understand trade politics. In this chapter, I will
survey how these four factorsihave.been-dis-
cussed:in. the literature, First, some.focus on
the preferences of domestic groups for protec-
tion or, free, trade.. .These: scholars“see: trade
policy.as ultimately being shaped by.the pref-
erences of the strongest:groups.in domestic
potitics. Why, do”some groups favor. protec?
tion, and some free trade? Do-these prefers
ences change over:time,,and if -so; why?
Which groups;have-a greater ability to-have
their, preferences : heardrand translated into
policy?-A;standard approach-to-the issue of
trade policy-preferences has developed in so-
called Open Economy. Politics (OEP) models
(Eake; 2009). .These often.,usc=econoniic
models of trade to deduce such preferences=,

-Second, domestic political institutions
may "affect the formation of trade=policy:
Much as in the macroeconomic, issue-area;
where independent central banks .are -an
important: factor, political institutions may
matter for trade. They may shape the ways in
which the preferences of actors are translated
into policy. They may affect which domestic
groups have the most access and voice in
policy making. Changes in institutions may
provide a*natural way to~examine -their
impact. As with the recent wave of literature
on institutionalism-in economics.and politi-
cal-science (Engerman and Sokoloff, 2008,
Hall and Taylor, 1996), the literature on trade
has increasingly examined the role of domes-
tic political institutions. It also has joined the
debate:about: the impact of regime type on
foreign-policy; whether democracy makes a
difference for trade policy is-now.a topic of
intérest.. I ol

. Thirdfzsome: claim .that "factors at thc
international level shape trade policy choices.

e

-Uruguay.. Round,
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The nature of . relations among countries
and the,structure of the international system
may affectr domestic choices -about trade.
Hegemonic stability theory was an early struc-
tural thery of trade. In addition, recent research
has paid much more attention to the role
of. international - trade agreements, especially
the multilateral trade system embodied in the
GATT/WTO. “International- institutions in the
trade area have garnered more attention.
Finally, some scholars have asked whether
and. how,_ international, trade .itself affects
states. and thesinternational political system,
They use trade as an.independent variable.
The, debateron 'globalization is especially
relevant.:Sometélaim that rising-trade flows
produce important changes in domestic pref-
erences, institutions and policies. The rest of
this chapter asks how, political scientists have
addressed-these_four central questlons about
trade politics. #.L.
A L + W -

adi rm! ot
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Th'AD’E"ﬁi'."dw& Ahb TRADE POLICY

= n e ?
Smce [he Second World War, the main instru-
ment of trade-policy, tariffs,(which are taxes
on imports), among advanced industrial coun-
tries have been reduced to insignificant levels,
After the latest round of international trade
negotiations sponsored:by the GATT — the
‘completed ..in 1994 -
the average tariff for the developed countries
was reduced from 6.3% to 3.8% (World Trade
Organization, 1996: 31). Nontariff barriers
(NTBs), which. include quantitative restric-
tions, «price controls, subsidies, voluntary
export restraints (VERs),, etc., on the other
hand, have proliferated, in"part countering the
decline iri tariffs.. But again, the Uruguay
Round slowed or reversed this, helping to
reduce quotas, subsidies, and VERs across a
wide range of industries andito convert these
barrigrs intoimore transparent tariffs (World
Trade Organization, 1996: 32). Nevertheless,
while tariffs have declined for advanced indus-
trial:countries, NTBs still make up an impor-
tant arsenal .of barriers to trade. For these
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countries,, close to 20%:of all categories, of;
imports are_subject-to some- form:of NTBs
(Laird and Yeats, 1990). Overall, recent esti
mates suggest that NTBs elevate trade barriers,
by_some 30% (Kee et al., 2008)..
iFor; most=of _the postwar —pcnod,_LDCs
haver used trade:barriers extensively, many
for;the explicit purpose of import-substitut:
ing industrialization (ISI). But since‘the late.
1970s, many .developing countries .began
liberalizing trade:and adopting’an cutward:
looking export orientation -(Entefhational
Monetary Fund, 1988)The conclusion of the
Uruguay Round promoted this, by -reducing
trade barriers in many areas of key.interest to
the LDCs, such as textiles and-agriculture; it
alse brought many new developing countries
into the international trade organization; the:
WTO (World Trade _Organization), inducing
them to foliow its rules. In additionsthe tran-
sition ;from command or.communist econo-
mies to, market-based economies-in many
countries in the, 1990s further accelerated the
trend toward trade liberalization globally. All
of these changes have resulted in one striking
fact about the period since 1980: there has
been a- far-reaching=liberalization of trade
barriers , across the globe_(Rodrik, 1994;
World :Trade Organization, 1996; Milner and
Kubota; 2005; Milner and Mukherjee 2009).
The :developing country economies have
joined:the world economy and are increas-
ingly important to its operation.
Concomitantly, and in:part a product of
this, the growth of world -trade has surged.
For most of the postwar.period, the growth of
trade has outpaced;growth in world output.
Also_important are changes in the nature of
global trade: there has been tremendous
growth in intra-industry trade (IIT) and in
intra-firm trade (IFT). I['T, which involves the
exchange of goods from within the same
industrysay Toyotas for BMWs, accounted
for between 55 and 75% of trade in advanced
industrial countries by 2000 (Greenaway and
Milner, 1986: table 5-3; OECD, 2002: 71,
table VI:1:p: 161); for the United States, this
figure ranged between 70% and 83% .in.
the:1990s (Bergsten and Noland, 1993; 66).

o —

IET, which involves transfers of goods,within
one company across national boundaries, has
also grown; it accounted for over 40% of
total ‘US imports and 30% of US exports in
the. 1990s (Encarnation, 1992: 28; OECD,
20G2: 71, table VL2, p. 164), While there
exist very few measures of intra-firm trade,
we do know that multinational production
and trade in general have been booming. By
2004, for instance, the total sales of foreign
affiliates of multinational firms represented
51%, of the world’s GDF, almost doubling the
share of world exports. Furthermore, since
1990, while exports increased by a factor, of
five, ‘multinational firm trade has increased
by _a factor of seven (Ramondo, 2011: 2).
These ‘two types of trade are important
because they tend to have different effects’
than standard, inter-industry trade. Generally,
they are associated with fewer displacement
effects and less conflict.. As Lipson (1982:
453) argues, “intra-industry trade provides a
powerful new source of multilateral interest
in the liberal trade regime: diminished
adjustment costs in some sectors, and
higher net gains from trade as a result.” On
the other hand, some argue that intra-industry
trade may enhance protectionist pressures
because it transmits economic shocks faster
and makes political action, easier by-reduc-
ing the number of firms lobbying for pro-
tection in any sector (Kono, 2009; QECD,
2002: 71, 169).

Finally, a significant regionalization of
trade has occurred. Intraregiconal trade flows
within the Buropean Union,'East Asia, NSfth
America, and Latin.Affierica. havelbedome
more important as a share of total trade. This
is partially a result of the regional integration
agreements signed,by these countries in the
past,two decades — for example, the single
market;in-Europe, NAFTA; ASEAN, APEC,
and MERCOSUR (WTO; 1996:°17-22). The
number, of regional agreements notified- to
the General Agreement on Tariffs and Trade
(GATT) from 1948 to 1994 has waxed and.
waned. ‘Few Preferential Trade Agreements
(PTAs) were established ‘during the 1940s
and_ 1950s; then a surge_in preferential-
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agreements occurred in the 1960s and*1970s,
and the incidence of .PTA “creation. again
tailed off /in. the 1980s.(de Melo and
Panagariya, 1993: 3). But there has been a
significant rise in such agreements.since the'
1990s; the WTO counts about 250 aétivé
PTAs as of 2009 and more’ than 50% of:all
world -commerce" is{ currently ‘conducted
within regional' trade arrangements. (Serra
et al., 1997:.8, WTO, 2010):.Indeed, PTAs
have .become:so pervasive. that all butia few
parties to the WTO now belong to at least
one (World Trade .Organization, 1996: 38).
This regicnalization of the trading system
has been treated as eévidence. both of
increasing .protectionism and of increasing
liberalization. The key issue is whether and
how much these agreements, which lower
barriers between participants, stimulate trade
among members at the expense of nonmeni-
bers. If so, then they might foster greater
tradé liberalization globally; if not,'then théy
may be a force for undermining the inte-
grated world economy, creating éxclisive
trading blocs. Although ‘the results are
miked, recent analysis tends to indicate that
PTAs increase trade among members and
do not affect trade outside “the group very
much (Baier and Bergstrand, 2007; Freund
and Ornelas, 2010). Increasingly, interna-
tional- agreements play an important’ role
in trade. -

TRADE POLICY PREFERENCES
AND DOMESTIC POLITICS

Some of the carliest models explaining trade
policy have focused on “pressure group poli-
tics”. That is, they explain the trade ‘policy
choices by governments as a function of the
demands-made’ by domestic interest groups.
Domestic groups seek protection of liberali-
zation 'because such policies increase their
incomes. The expected ‘distributional -conse-
quences of trade policy thus become the
explanation _for™"its -causes. Adam Smith
([1776] 1976) may have been one of.the first

fo recognize this, "whén he ‘noted-that *the
subveTsion.of. the national.interest in" free
trade is “the_frequent' ‘Gutcome"of coltusion
among businessmen. -Schdttschineidér (1935)
was another early proponent of the'view that
specidl cconomic ‘interests wére™ mainly
responsibleiforithe choice”of, protectionismy
he “showed * how ‘these¥pressure groups
hijacked .the American Congress in 1929-
1930 and via‘a logroll-produced-one of the
highest tariffs ever.in American history;*the
Smoot-Hawley tariff. -~ * pntl

Since then, developmént of the pressufé
group mode] has attempied to delineate more
specifically the groups that should ‘favér.and
oppose protection. and ‘the conditions under
which they may be most® influential. One
motive for this has been the observation that
the extent of protection and the demands for
it vary both atros§ industries and .across
countries. " If all domestic -groups- always
favored protection, theh such variance should.
not exist. Explaining this variance has been a
key feature of the literature.’ It'has depended
on theories about fwo factors: the sources of
trade “policy preferences and the nature of
political influence of these 'interest groups.
Much of the' literature on preferences “for
trade*policy ha$ attempted to déduce groups’
interests “from economic” theories of trade!
Instead of relying on ad hoc or evén post hoc
methods for assessing the trade policy prefer-
ences of domestic groups, much research in
this field .uses economic. models of trade. to
identify the main agents and their policy pref-
erences. .t is assumed that.these agents-are
trying to maximize “their incomes, and the
duestion is what trade “policy helps’them do
this the best: Models of international trade that
illuininate its distributional ‘consequences are
of particular interest in this effort to system-
atically deduce preferences (Lake, 2009). ~

Using econiomic models of trade, the méin
divide over the sources of trade policy prefer=
ences has beéhbétween so-calléd factoral
versus sectoral _(or firm-based) theories of
preferences. In:both cases, preferénces-are
deduced from economic models’.that show
how changes’in income accrue 'to “different
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actors wheil policy changes from free trade to
Protection or vice versa. These-types of.théo-
rics focus on the. distributional effects of
trade; they associate preferences for prétec-
tion with those who lose .(ificome or.assets)
from greater trade flows and preferences for
liberalization*with those.who gain. Factoral
theories rély. on the Stopler-Samuelson theo=
rem, which shows that .when fictors of pro-
duction,* IiKe :labor and :capital,” cani move
freely among sectors, a changesfrom .free
trade to protection. will raise the.income.of
factors-in.which'a country is relatively scarce
and lower it-for factors that aresrelatively
abundafit”Thus, scarce.factors will support
protection, .while abundant ‘ones will oppose
it. Rogowski (1989) has developed one of the
‘most.interesting political extensions of this,
claiming that increasing {(decreasing) expo-
sure to trade” sets off either increasing class
‘conflict or urban—rural conflict according.to
the factor endowments of different countries.
.. In_contrast, sectoral and firm-based theo-
ries..of trade ‘preferences.follow from the
Ricardo=Viner model of trade, also called the
specific-factors..model.. This- model claims
+that because at least one.factor is:immobile:
all.factors attached to import-competing sec-
tors lose from trade liberalization.while those
in export-oriented sectors*gain. Conflict“over
trade policy thus pits labor, capital, and land-
owners in sectors besiegéd by imports against
those..who export their production. How;tied
factors are to their sectors - that'is, the degree
of factor.specificity — is the key difference
between these two models (Alt et-al., 1996}

‘A pumber of studies hiave tested these two
models, sometimes singly and sometimes
simultaneously..Frieden (1990), Irwin (1994,
1996), and.Magee et al. {1989) have found
evidence in support of the specific-factors
model; in contrast, Balistreri (1997), Beaulicu
(1996),: Midford (1993), Rogowski (1989),
and-Scheve and.Slaughter (2001) find sup-
port for the Stolper-Samuelson type factoral
-models:. Hiscox...(2002) advances signifi-
cantly the debate”on. these:twomodels. He
measuresxcapital and labor mobility _and
shows they.vary over time..Furthermore, he

demonstrates that ;the. cleavages in trade
policy follow these .changes “in inobility.
When internal mobility. of capital ‘or:labor is
high, Stolper—Samuelson‘type of.effects.are
seen; .when mobility is:low; .then, sectors
emerge as the main Jpolitical ‘groupings
around trade: Debates over:factor<mobility
and trade policyi continue:to “be~importarit
{Ladewig, 2006), In.addition, research _has
moved forward to look at-legislative’ voting
on trade and how the economic chitacteris-
tics of legislators’ districts.might translate
into their preferences about trade; support for
the different economic models’of trade policy
préferences have been foundihere as.well
(Hiscox, 2002; Ladewig, 2006, Milner. and
Tingley, 2011). Despite these differences;
substantial evidence suggests‘that economic
models of trade can provide useful*deductive
tools for identifying the niajor cleavages sur:
rounding trade policy, at least in the advanced
industrial.countries. Research including the
developing. world has suggested that these
patterns of preferences, especially. ones
deduced _from.. Stolper-Samuelson models;
may provide explanatory power there as well
(Mayda andrRodrik, 2005; Dutt.and Mitra;
2006; Milher.and Kubota, 2005). -~ &%
--In addition to these models of trade prefer-
ences, others hidvé:locked at how. particular
" characteristics of industries affect patterns of
protection. Anderson (1980}, Baldwin (1986);
Caves (1976), Marvel and Ray (1983), Pincus
(1975), Ray (1981); and.Trefler.{1993) have
,shown*hoW Epecific. characteristics make an
industry. more-likely not only. to-desire pro-
tection,but .also to be-able to induce policy
makers to provide it2These regression analy-
sesitend to straddle-the debate between:sec-
toral and factoral models of trade ‘politics.
Their comparison across industries suggests
a sectoral type of model, but many of their
findings do not disagree with those resulting
from a more factoral view. of the-worldFor
example, they tend to .demonstrate that.in
advanced indistrial * countries "low-skill
labor-intensive industries: with high..and
rising import penetration are frequently asso-
ciated . with _high protection. .In.. ddditich;
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many have shown that export-oriented indus-
tries and multinationals tend to favor freer
trade.and be associated ‘with less protection
(Milner,.1988; Gilligan, 1997). This attention
to anti-protectionist groups is particularly
interesting given the global move toward
trade liberalization; one queStion is whether
this movément-originated due.to the growth
in importance: of. these: types. of. groups
domestically. _ - - -
Developmcnts in~ economic theories of

international -trade have also affected the.

research .on trade policy preferences. They

have suggested different units of analysis and:

different variables.for. differentiating. prefer-
ences. In’the* 1980s, .the new trade-theory
focused much on"how. imperfect competition
could:influence.trade -flows and the geogta-
phy of industry and trade (Helpman and
Krugman, 1985). This theory led;to increas-
ing attention to the role of scale economies in
trade -and to how.increasing returns to scale
might affect: industries’ preferences .for
trade. Generally, research indicated that such
scale economies tended to make firms more
interested in opening markets:and in deve-
loping larger regional markets through trade
agreements (Milner, 1997; Chase, 2005). The
“new, -new trade theory” which focuses.on
differences in firms, especially their produc-
tivity (Melitz, 2003; Helpman et al., 2004},
should lead to more attention being paid to
the role.of firms in trade-policy. While some
have focused on the preferences of firms in
trade policy making (Milner, 1988), the most
recent literature has used factors or sectors of
the.economy as the main unit of analysis.
The new, new trade theory suggests this may
be -misplaced.. Firms within an industry,
according to_this view, differ greatly; only
the largest_and mostiproductive ones export
and only the very largest and most productive
engage in multinational production and intra-
firms' trade, Préferences within an industry
should: thus.vary. along with firm size and
productivity.-Bombardini (2008) tests such a
model.of: trade preferences and obbying and
shows; that, it performs better:than standard
models;based on-sectors. Future research on

the political economy.of trade policy should
take into account the rich irove of new theory
on firms in international trade. .

-Can" these. deductive .models of societal
preferences explain-trade policy? As noted
above, many of these theories are fairly good
at explaining variance across industries in any
one country. But in terms of explaining over:
all. directions ‘in snational trade policy and
cross-national differences, these theories have
a number of weaknesses.First, some recent
rescarch has challengéd. whether such deduc-
tive models focusing.on. the. distributional
consequences of trade account. for. prefer:
ences. Mansfield. and- Mutz (2009), for
instance,.find that individuals do not seem to
develop trade policy preferences as a result of
how trade affects their. income; -Guisinger
{2009) claims that the general public.has no
kndwledge -of. most.trade policy. or agree-
ments; and Hainmueller and Hiscox (2006)
argiiesthat traditional measures of. skill used
in Stolper—Samuelson theories of preferences
areé not good proxies for, such theories; rather,
these measures show that ideas and informa-
tion have more to 3% with trade policy_prefer-
ences= than_:income maximization. Some
research then challenges.the internal validity
of thie deductive models of trade preferencest

Challenges to the validity of.deductive
models of trade policy preferences have arisen
in other ways as well. First, some.argue that
no theory of how preferences are aggregated
at any level, let alone the. national one, exists
in these models.:If firms in an industry are
divided over trade policy, how does the sector
choose a policy to advocate? If some.indus-
tries are*opposed- to liberalization and some
support it, how can'we predict-whether politi-
cal leaders will agree to international negotia-
tions to.reduce trade barriers? The .issue of
which groups — the.:winners.or losers from
trade — are able to influence policy and which
are not depends a lot on political factors, such
as the clout of the industry or how institutions
shape its access to policy makers (McGillivray,
2004). Second, might not these differences in
preferences give policy makers much leeway
to implement their. own preferred. policies,
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thus- weakening~the :influencepof interest
groups? Political leaders may simply pick and

choose the groups that they wanted to “repre?

sent”and thentbuild_coalitions around their

own preferences, rather than being driven by

industry-pressures. ‘The literature on interest

groups in trade policya'mak_ing continues to

wrestle with these issues.” * -

+ The: preferences of other domesuc actors

have also been the‘focus of some.attention.

Many assume. that individual voters take their
preférences- from~their role "as consumers.

Since consumers gain from 'free trade, they,
should fayor it (e.£., Grossman and Helpman,

1994; Baker, 2008). Other, models of individ--
nal preferences contradict this: Mayer (1984),-
for example;:introduces an electoral:compo-

nentrinto the determination of trade jpolicy:
Trade policy -is determined by: thevmedian
voter s | preferences; which--depend on that-
voter’s factor. endowments. -The-more well;
endowed s/he is in the factor used intensively
for production of impoit-competing -goods,
the-more protectionist s/he will: be.” Scheve
and Slaughter (2001) add a new-component
by asking how.asset ownership is affected by
trade_policy. They show that-the preferénces
of individual voters will depend on how trade
affects their assets, Some surveys have- also
shown that-voters respond:positively toward
protection-out of sympathy for workers-who
lose their jobs because of import competition.

Thus,” whether individual voters favor protec-
tion or free trade is an area demanding further
research, especially. in democracies,; where
elections are often linked to trade policy deci-
sions, -Moreover, understanding+;changes' in*
these preferences may help us account for the
recent push to liberalize trade.

- “Asnumber of scholars have argued that the
preferences of interest groups and voters: are
less important in determining trade policy

than are those of the policy makers ‘thém-

selves. Bauer :et_al. (1972) were among the
first-to make "this"point:* From their. surveys,
they showed that-constituents rarely _had
strong~preferences about. trade policy ~and
even more rately communicated these to their
political ;representatives. Trade policy

depended greatly on the personal preferences
and ideas of politicians.;Baldwin (1986) and
Goldsteirr (1988) have alsojargued that:it is
the ideas that policy makers have about trade
policy that matter most. Rather, than material
factors ~determining -preferences, ideational
factors are paramount.-Interestingly, Krueger-
(1997), an economist, claims that_itsis ideas
that have mattered most injtrade policy
making in the lesser developed:countries
lately. She argues that it is “ideas with regard
to- trade s policy and economic development
[that] are among those [factors] that:have.
changed most radically” from 1950 «to_thes
1990s; helping to explain the receht rish-to.
free trade. Many suggest thatithe failures of-
ISI-policy- and the glaring success of .the-
export-oriented newly industrializing Asian
countries in the:1980s forced policy makers:
to ‘adopt new ideas about trade policy. A key
example is Fernando Henrique Cardoso,; who
co-authored one of the most important books’
on dependency:theory in the 1970s, arguing:
for the continuation of ISI policies to shelter
LDCs drom the capitalist world~economy
(Cardoso and Faletto,1979). In the -1990s; of,
course, Cardose was elected .president of
Brazil and initiated a major economic reform
program, including extensive trade liberaliza-
tion. Changes:in the ideas that policy makers
have about trade .policys may ‘then,~as this
example suggests;-play, a’large role in affect*
ing trade policy, choices (Goldstein, 1993).
Economic-conditions may-also affect the
preferences of actorsiand lead to changes‘in,
trade policies:*The financial -and economic
crisis of 2007-2009 .raised «strong fears
that--protectioniism+ would* be iresurgent
(Eichengreen and  O’Rourke,.,2009). While
Krueger:; andsz others; -such as- Bates and
Krueger «(1993),~~Haggard™tand Kaufman
{1993), and Rodrik (1995), attribute leaders’
decisions~ to-initiate~trade policy reform to
crises zand _economic’ downturns, another
strand of literature reaches the opposite con-
clusion. For many scholars, bad economic
times are a prelude. to rising demands for
protection and increasing levels of protec-
tion. Cassing et al. (1986), Gallarofti (1985),
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Magee and Young (1987), Takacs (1981), and
Wallerstéin «(1987) all find: that declines in
economic ‘growth or capacity utilization and/
or. increases “inf unemployment and imports
Atend torincrease the demand and.supply of
protection. Thisearlier literature sees policy.
makers responding to the rising demands
for ‘protection from domestic groups in:bad
economic times. A
Some of the literature, however, implies
that bad’economic times allow policy makers
more-freedom to maneuver, so that they:can
overturn existing protectionist- policies by
blaming them for the bad times. For example,
Rodrik (1992: 89) claims that “a time of crisis
occasionally .enables radical ..feforins: that
would have been unthinkable in-calmer
times.” He iargues that prolonged;economic

crises of the 1980s were'so bad that “the over-

all gain from restoring the economy’s-health
fin part via trade liberalization].became so
large that it swamped distributional consider-
ations [raised by such reforms]” (1994: 79).
On the other hand, others, especially Haggard
(1995), have argued that crises reduce™thé
maneuvering room of political leaders: They
suggest«that in the 1980s these Jeaders were
almost forced- to liberalize trade (and make
other reforms) because of the lack of options
and international pressires. Noting the differ-
ence between the crises of the 1930s and
1980s, Haggard (1995: 16-19) points out that
“In the 1930s, balance of payments and debt
crises spurred substitution of imports ... and
gave :rise to.a:more autarchic and interven-
tionist policy stance. In the 1980s, by con-
trast, an inward-looking policy seemed
foreclosed ... The opportunities for continued
irhport substifution .were limited, and ties to
the world economy had become more varied,
complex and difficult to sever.” The effect of
economic crises on.a country’s decisions to
liberalize- trade thus seems contingent on a
number.of other factors, such as the:prevail-
ing ideas about trade, the extent-of openness
existing .at” the time, and the influence. of
international factors. "The grave concerns
about rising protéctionism in the wake of the
2007=2009 global financial crisis suggest that

many believe that:downturns;are” preludes to
economic closure; however; the éxXpétience so
far since the crisis implies that the impact can
be managed and ‘néed not-lead inevitably to
protectionism. <. .. .

A-similar debate eXists-concerning” the
impact-of the exchange:rate on trade policy.
Appreciation of the™ exchange® ratet may
increase.lprotectionist pressures ‘because it
increases imports and decreases exports, thus
affecting the' balance” of trade preferencés
domestically (Mansfield and Busch,” 1995).
Others suggest that the effects of an exchange
rate* change may have little impact. For
instance, .Rodrik (1994: 73) shows®that a
devaluation, .which.is : thez opposite’ of ‘an
appreciation, increases the domestic prices of
all, tradables -+ botht imports .and exports —
thereby allowing both import-competing and
export-crientedtsectors to benefii. But under
certain, conditions,:for example, when :for-
eign exchange:is ‘raticned, devaluations can
work just like trade liberalization, prompting
demandsfor new protection’ from rimport-
competing sectors. Some studies reveal such
an association between periods “of currency
devaluations and ‘rising tariffs; “Simmons
{1994) points out that many of.the same con-
ditions — but not all:— that drove: §tates fo
devalue also pushed them to.increase tariffs
in the interwar period. :Both.policies were
intended to.increase demand for:domestic
output, thus counteracting_the effects of the
depression. Today; “the linkage , between
exchange rates and_trade is_most evident in
the complaints by many tradin} partners over
China’s intervention*' in the  renminbi’s
exchange rate: Much“debate contifiues over
the macroeconomic conditions that produce
increasing domestic pressures for protection
and/or that induce. policy makers to relent to
or resist such pressures. © 1+ .Y

Can these prefereiice-based theories
explain trade policy?!These theories seem
best at-explaining the domestic sources of
opposition: to and. support. for trade liberal-
ization: ‘Without a* concomitant ‘theory of
which groups are able to organize and exert
influence; theories about interest-groups and
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voters:are best able to explain the demand
for trade policy domestically. The prefer*
ences of policy makers may play. a different
role. They may be more likely to explain the
supply-side of trade policy; that is, they may
indicate the willingness of politicaltleaders
to supply .protection :or liberalization, -as
separate from demand for it. But ounmodels
of policy.makers® preferences seem the most
underspecified and post hoc..Why are some
policy_makers more favorable to-protection-
ismt “than -others?. Why and when do’ their.
preferences ¢hange? Theories about “the
fofiditions under which policy:makers Wwill
abandon ideas that produce “bad” results
dnd what ideas they will adopt instead are
largely. unavailable. In” sum, theories of
trade.preferences seem to provide an initial
level .of explanation for the supply and
demand for trade .policy. But they cannot as
of. yet ‘provide a complete explanation of
this process. * !

Domestic political institutions

Can theories that focus on political. institu-
tions do better -at explaining trade policy
making? A number of scholars have argued
that political.institutions, rather than'prefer-
ences, play a major role in explaining*trade
policy. While preferences play a role in these
arguments, the main claim is that institutions
aggregate such preferences. Different institu#
tions do sozdifferently, thus leading to dis-
tinct policies. Understanding institutions is
necessary ‘to explain the actual supply. of
protection,” rather ;than simply _its demand
(Nelson, 1988; McGillivray, 2004)..0n the
domestic aide, different institutions empower
differerit actors. Some institutions, fof exam-
pleartend _to give special interest groups
greater’ access" to ;policy .makers, rendering
their demands harder 'to resist. ‘For example,
many. believe that the fact that-the:iUS
Congress controlled trade policy exclusively
before 1934 made.it very susceptible to pro:
tectionist pressures (Baldwin, 1986; Destler,
1986; Goldstein, 1993; Haggard, 1988). -

Other institutions insulate policy makers
from these. demands, allowing them more
leeway in setting policy. Thus, some argue
that giving the executive brand greater con-
trol over trade ‘after the ‘Reciprocal Trade
Act of 1934 made trade policy less suscep-
tible:to these influences and more free trade
oriented! In general, concentrating: trade
policy-makKing capabilities in thé executive's
hands seems to be associated.with the adop-
tion of trade liberalization“in.a,wide variety
of ;countries :(e.gx Haggard and-Kaufman,
1995: 199).-As Haggard .and -Webb {1994:
13) have noted about trade liberalization ii
numerous LDCs, *In every successful reform
effort, politiciins delegated decision-making
authority to units within the government that
were insulated from: routine : bureaucratic
processes, from legislative _and.'interest
group pressures, and-gven..from‘exécutive
pressure.” ' A

Other- aspects of political _regimes~may’
make them more of l€ss insulated from’soci-
etal pressures. Rogowski {(1987),.for exam?
ple, has argued that policy makers should be
most_insulated from” domestic pressures for
protection in countries having large electoral
districts.. and :proportional * representation
(PR) systems.,Mansfield and.Busch (1995},
however, find that such’institutional.insula-
tion does indeed matter, but often in exactly,
the: oppdsite = direction: greater insulation
(that'is, larger districts¥and®a PRisystem)
leads to.iore protection.” Sitmilarly,;Rodrik
(1998)sshows that “political regimes with
lower executiverautonomy and more partici*
patory institutions handle exogenous'shocks
better,” and this may include their response
to:'shocks .via .trade'ipolicy:* Rogowski and
Kayser (2002) also:demonstrate that -elec-
toral systems ‘can have dn.importantimpact
on;,protectionism’across countries, but their
¢laim® i§ that>majoritarian systems, or ones
with high seats-to-votes elasticities, are less
protectionist: because 'they empower voters
as consumers moré than as producer interest
groups (see also -Linzer and Rogowski;
2008). Thus; it i3 not clear that greater insu-
lation- of "policy makers always produces
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policies thaf promdte trade liberalization; the
preferences ,of; those policy makers also
MAer s = e . -
. The administrative capacity of the state is
also seen. ds an important factor. It is well
established that developed countries tend to
have: fewer trade barriers than. do lesser
developed countries (Conybeare; 1982, 1983,
International Monetary Fund, 1988; Magee
et al.,, 1989: 230-41; Rodrik, 1995: 1483):
Part of the reason is that taxes on trade.are
fairly easy to collect, and thus in LDCs,
where the apparatus of the:state is less well
developed, such taxes may account for a’sub-
stantial portion of -total statet revenues
(between a quartér, and a half, according to
Rodrik; 1994: 77). As .countries develop,
their institutional .capacity. may also grow,
thus reducing their” dependence on import
taxes for revenue.* Thus, the introduction of
the personal income tax in 1913 in the United
States made trade taxes much less important,
thereby permitting .their ‘later reduction.
Hence, political institutions™andychanges in
them mdy help explain trade policy. .1
Large institutional. differences in* coun-
tries’ -political regime types alSo.may be
associated with Idifferent trade’ policy. pro*
files. Some have argued that democratic
countries are less likely to be able to pursue
protectionist ,policies: Wintrobe »{1998)
claims that autocratic countries will be more
rent seeking, and protection is one form“of
rent seeking. Mansfield et al. (1998, 2000,
2002) also show that; democratic pairs of
countries tend to be .less protectionist and
more:likely to sign.trade-liberalizing agree-
ments than .are autocratic .ones. Many of the
countries that’have embraced .trade liberal-
ization have also democratized. Mexico is a
prime Case:here. .The growth of political
competition- and-;the decline of the hege-
monic status_of the governing party, the PRI,
‘seems to have gone hand in hand with the
liberalization of trade .policy beginning in
‘the .1980s. .Milner..and "Kubota (2005) find
evidence .that. democracy in general.and
democratization have contributed to the low-
ering;of trade barriers.in-a number of LDCs

since the _1970s. This argument has beén
further cofrobotated by more recent.studies
{Bichengreen and Leblang, 2008; Milner
afid .Mukherjee, 2009). Thus,.it may _be
thatsthe ‘character of political regimeszhas .a
direct effect on.trade policy choices. . ..

. On the other-hand, some research points to
more complex relationship between, regime
type and trade.policy. Konot(2006) claims;
for example, that,democratic leaders :fhay.
lower the most transparent. forms of protec-
tion but optimaltly obfuscate by. employing
more opaque forms such as.NTBs.. Verdier
(1998) argues _that because of.the’ political
conflict éngéndered by .trade, democracies
may be less likely to.pursue free trade and
more likely to adopt protéction against each
other, except when intra-industry trade domi-
nates their trade flows. Haggard and Kaufman
(1995) are more circumspect, arguing .that
the presence of crises and the form of autoc-
racy may have more to do with the ability to
adopt economic reforms such as trade liber-
alization than does regime type alone.
Debates over the impact of reglme type on
trade pohcy continue.

The structure of the government and the
nature of the:party system have also been
seen as an important institutional factor shap-
ing trade policy. Political parties often take
specific..5tands. oft trade .policy, and their
movement” in and-out of governmentmay
explain trade policy ¢hanges, -a$ many have
contended about the United States (Epstein
and O’Halloran, .1996). In general, partisan-
ship as a source of.trade policy had been less
explored than other topics: But theory.sug-
pests, that partisanship.and the nature of the
political. party system may matter greatly.
Using Stclper-Samiielsoii..theoties, Milner
and Judkins (2004) show that in the advanced
industrial countries, left-wing parties tend to
be mere sympathetic to protection than right-
wing ones. Dutt.and Mitra (2005) produce
évidence #showing ‘that . left-wing govern-
ments will adopt more .protectionist trade
policies in capital-rich countries, but adopt
more pro‘tréide policics in labor-rich €Cono-
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party.=system’s dynamics may matter.
Countriest with highly polarized party sys-
tems, in which the main parties are separated
by,large ideological differences, may experi-
ence dramatic swings in policy and generally
produce unsustainable trade reforms. On the
other hand,.countries with large numbers of
parties may be governed by coalition govern:
mehts” frequently, which may be.unable. to
change the status quo. Haggard and Kaufman
(1995: 170) predict that countries with frag-
mented and/or polarized party systems will
be unable to initiate economic policy reforis,
including trade liberalization, let alcne. sus:

tain them. In general,sthese perspectives sug®

gest:that fragmented political systems”are
similar to‘ones with many veto players; and
like:them .are resistant to change (Tsebelis,
1995). !

sParty systems also interact withzthe
structure of the-government. For example;
Lohmann., and O’Halloran *{1994)..and
O:Halloran, (1994} have argued that: when
government in -presidential systems, like the
Unitéd States: is divided — that is, one party
controls the legislature and the other.controls
the executive branch — protectionism is likely
to be higher Others argue that for developing
countries . political systems with weak exec-
utives and fragmented party systems, divided
government, and decentralized political
structures” were unable to mobilize the sup-
port necessary for the initiation of economic
reforms suchas trade liberalization (Haggard
and Kaufman, 1993: 378). .Milner and
Rosendorff (1996) also argue that divided
government in any country is likely to.make
the lowering of trade barriers either domesti-
cally or.internationally harder in:most cases:
Mansfield, Milner, and Pevehouse. (2007,
2008) show-that the number of veto players
in a_political system'can also” matter;. the
pre&énce of more veto players makes interna-
tional .cooperation 1t0: lower barriers harder!
Karol (2000) questions these cldims. and
shows thattit. is the combination of prefer=
ences and party systems that Seems to matter?
In al) of.these;cases,” the trade policy prefer-
ences, of the parties. matter. for. the:outcome.

Political institutions tend to affect whose
preferences will become dominant in policy
making.* -

In a,very.interesting change of research
strategy;* Gawande et al. (2009) use the
Grossman.and Helpman model to then esti-
mate the preferences of political leaders. If
one assufies,that leaders.vary in:their pref-
erences’according to’how much weight they
pution overall social,welfare verfsus special
interest groups, one ¢anuse their trade poli-
cies to understand the weighting scheme:
Gawande et al. (2009: 528-9) go on to show
that..leaders do vary_a.lot, but that their
political institutions constrain this variation:
ySpecific political, economic, and institu-
tiohal-variables.[are] fundaifiental: determi=
nants of- the ‘variation in the behaviors of
governments..,Using a new .database on
political institutions we empirically  test
whether these variables influence the wel:
fare-mindedness of governments as.the ‘the,
ories predict ... Political.institutions that
have a larger number of checks and bal-
ances embedded in the decision-making
process cause more welfare-minded govern-
ments. The more informed are voters, as
measured by literacy and the ,degree of
urbanization, the greater -isithe’ ,welght that
governments put on the 'welfarerof ‘théif
polity when making trade policy decisions.
Finally, the more.ideologically. attached are
voters to parties and.the. greater the produc-
tivity ;of the_media in influencing unin-
formed ;voters, the less weight governments
put..ontsocial welfare. when ,making trade
policy.” This inductive method of determin-
ing. leaders’ preferences is.’a. novel advance
in the literature. 1 o

~~Many, of these institutional arguments thus
depend on prior claims about actors” prefer-
ences. :For;instancé,.many of the arguments
about .insulation assume that the policy
makers (usually executives) who are insu-
lated from societal demands are free traders.
But_as Mansfield and Busch (1995) show,
théy .may. actually be protectionist, in which
case. insulation allows greater protection
than otheiwise. The arguments about divided
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government,*party‘systems, and democracies
alsd rest to sorhe extent Gn assumptions
about each actor’s preferences that are ques-
tionable: (Karol, 2000). Divided :government
matters most when'preferences of the parties
differ, and differences:in the preferences of
autocratic leaders: afid democratic,ones may
be important for.the implications of different
regime types. Thus; having theories that
bring together both preferences and institu=
tions seems most valuable, Very-few studies,
however, bring together theories of both pref-
erence. formation and institutional influence;
Gilligan {1997) and Milner (1997) are some
examples. Moreover, the matter of which
comies first, preferences or.institutions, is far
from settled. Those who focus on prefer-
ences tend to argue that institutions are often
shaped by the preferences of those in power;
in contrast, those who emphasize institutions
argue that they may_actually _shape -actors’
preferences. The -consensus -is that” both
matter and are jointly. determined, but parsi-
monijously modeling and testing .this is.a
difficult task. . - -

R - T
- [ u 3
INTERNATIONAL POLITICS - - _
AND INSTITUTIONS . -
o

Trade policy i$ not-just affected by domestic
forces. A number of features of the interna-
tional system have been connected t6 a coun-
try’s trade policy choices. A favored argument
among realists has been that the distribution
of capabilities in the international system has
a fundamental effect on trade. The so-called
theory of hegemonic stability (HST) posited
that when the international system or econ-
omy . was -dominated by one country, a
hegemon, then free trade would .be -most
likely- {Gilpin, 1987, Gowa, 1994; Krasner,
1976; Lake, 1988), Perhaps the most interest-
ing point about this theory is that it has tried
to explain change over. time.in the overail
level of openness in the trading system; that
is, it looks at the sum.of countries’ trade
policy choices. The main claim of this theory

is that changes in the distribution of capabili-
ties over time should provide clues to changes
in+the "openness of the:international trading
systerd. In.the 19808, many. argued that the
decline, of “American hegemony. -from its
zenith after.the Second Woild War would
lead to-a.rise”in. protectionism- and “perhaps
the:fragmentation ‘ofi the linternational .econ-
omy.into rival blocs (e.g., Gilpin, 1987). This
prediction, however,- would .not. secem to
explain well the rush to free trade’witnessed
since the mid-1980s: . -
A large number of critics have challenged
this claim both theoretically and empirically
(Lake,. 1993; Kechane, 1997): Conybeare
(1984) has shown that large countries should
favor optimal tariffs, not free:trade, even if
others . retaliate; Snidal..(1985) and others
have claimed that small numbers of pow&rful
countries could:maintdin an open system,
just as well:as a“single hegemon. could. The
theory has also .faced empirical challenges
that:imply that a hegemon is neither neces-
sary nor sufficient for ani open trading system
(e.g., Krasner, '1976; Mansfield, 1994). In
light of these results, the theory has been less
and less cited (Keohane, 1997); e
Other scholars have felt that aspects of the
international security envitonmient - best
explain the pattern of trade. Gowa (1994) has
argued that countries which are military allies
trade more with each other, and that"is espe-
cially the case for those. within the same alli-
ance in the bipolartsystem. Thatsis, when
countries are allies.in a system fedturing one
other major_opposing alliance group, as.was
the case during the Cold.War, they will tend 10
trade the most freely among themselves: . The
security externalities’of trade will.drive their
behavior,-indiicing them to.help their alliés
while’also punishing their enemies. Gowa and
Mansfield (1993) and Mansfield and Bronson
(1997) provide strong evidence for this effect.
In terms of this argument; there should:be.a
direct link betweeh trade policy iiid the énd of
the Cold War and- the dissolution of. the
Easternabloc. Predictions from this model
seem to be incomplete. The argument appears
10 suggest that protectionism should rise, not
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decline, with the démise of bipolarity and the
emergence of multipolarity. A description of
the current. structurevof the “international
systém might_be one of either multipolarity,
ot-unipolarity, in which case the theory seems
td have no single prediction.
«» Another aspect of the international system
that scholars have Tioted for its effect on trade
policy-is the presence and influence of inter-
national institutions. Although a long debaté
has ‘occurred over whether international insti-
tutions matter, many scholars now conclude
that the fact that countries have been willing
to setiup™and participate in such institutions
would seem to imply that states feel that they
matter (e.g., Keohane, 1984; Ruggie, 1983).
In the trade area, a number of institutions
provide support for an open, multilateral
trading system; these include the GATT
.and- its -successor -the-WTO, as well*as the
International Monetary Fund (IMF) and
Warld. Bank. While' regional trade institu-
tions may have a more ambiguous effect on
the .multilateral ~.system (Mansfield and
Milner, 1999),:some of them, including the
EU, NAFTA, and ASEAN, seem-to-have
positively influenced .the: lowering of trade
‘barriers and. reinforcement of-unilateral
moves toward freer trade.« - B *
“'The research on international trade institu-
tions has progresséd greatly. over the past
decade. Earlier- research suggested very
generic roles for these institutions. Soine sug?
gest that their main role is‘to provide.infor-
mation about other countries’ behavior and
compliance with the rules of the game (e.g.,
Keohane, 1984), Others see these institutions
as providing a forum for dispute resolution so
that’ partners in trade can feel more secure
and thus will bé more likely to trade (e.g.,
Yarbrough and Yarbrough, 1992). Others
view such international institutions as encap-
sulating the norms by which countries agree
to.play .the; trading game, which again pro-
Vides. a,common. framework for sustaining
trade flows .(e.g., Ruggie, 1983). Recent
research ha§ adopted a more specific view of
the role.of these institutions in the trade
polily. environment. Bagwell and Staiger

(1999, 2002, 2010) have developed an €xten-
sive economic-theory explaining the GATT
and *WTQ. They-claim that terms-of-trade
(TOT) externalities drive this institution.
Countries that-are large enough players in
world trade can’gain from protectionisim, but
if jall: countriés. adopt-it.then none gain.and
indééd »all” lose: Avoiding this prisoners’
dilemma is the role of the GATT/WTO. Use
of reciprocity, Tetaliation, afid-indst favored
nation” (MFN) .clauses allows countries to
resist protection for TOT reasons and to adopt
the most globally efficient trade policies.™
-“Others.have focused: attention on-how
domestic political ~eConomy. presstirés”hiay
lead to. trade “agreements. ‘Maggi-and
Rodiiguez-Clarg_ (1998, 2007).argdé. that
domestic polifical economy reasons*produce
institutions like the .WTO sincé they *allow
governments to resist protectionist pressures
that otherwise they.would give in'to. Research
on other trade agreements, .so-called prefer=
ential ones (PTAs).that*are not global;” has
turned more to domesti¢ political ratichales
for such agreements since it is not clear- that
they avoid TOT externalities. PTAs may have
electoral consequences, especially in democ-
racies, which. help leaders stay -in- office
through the signals they-send to voters
(Mansfield et al., 2002; Mansfield and Milner,
2012). . All-of these -arguments hypothesize
that the presence of thése institutions should
b&"asSocidtéd with a fréer-tradé environment;
moreover, they imply that the -depth and
breadth of these.institutions should be posi-
tively related to trade liberalization and the
expansion of trade. .

The impact of these institutions, however,
has been a topic of debate. Rose (2004a, b)
shows evidence that the GATT/WTQO has not
increased trade among its members, a pri-
mary goal of the organization, Others find no
evidence that the developing countries bene-
fited- from the GATT/WTO (Gowa and Kirh,
2005; Subramanian and Wei, 2007; (Ozden
and ‘Reinhardt, 2003), but do find evidence
that it increased trade for the developed
countries. Goldstein, Rivers, and -Tomz
(2007a,b) demonstrate that if- one.’codes
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membership -differently, Rose’s results are
overturned and the GATT/WTO does increase
trade for its' members. This debate™ over
impact on trade flows alsc occurs in the PTA
literature. Whether PTAs increase trade or
merely lead to trade diversion-is a subject of
much empirical -research (Rose, 2004a;
Bhagwati, 2008; Baier and Bergstrand, 2004,
2007). So the,overall impact of international
trade institutions is not settled. . * g7

The design of international trade . institu-
tions has become a topic of recent inquiry.
Bagwell and Staiger (2002) point out that the
particular norms and rules adopted in the
GATT help to explain why the institution was
created; they allow it to deter TOT externali-
ties and to arrive at the globally efficient trade
(policy optimum. Other research on the ratio=
nal design of international institutions has
shown how the various elements of the GATT/
WTO operate to make the agreementymore
stable and powerful (Koremenos et al.,»2004):
Escape clause mechanisms can--provide
greater stability to the institution -and_allow
for more trade liberalization (Rosendorff
and Milner, 2001; Kucik and.Reinbardt,
2008). Renegotiation rather than.escape; has
been argued by others to promote greater
stability (Koremenos, 2005). The ‘WTO's
dispute settlement mechanism (DSM)--has
been the topic of much study (Rosendorff,
2005; Busch, 2000; Reinhardt, 2001, 2002;
Busch and. Reinhardt; 2000, 2003; 2006;
Busch and Pele, 2010; Davis and Shirato;
2007; Davis and Bermeo, 2009). The ques-
tions surrounding it are many: does it make
the WTO more stable and trade liberalization
more likely? Who brings cases to it and why?
Does-it help developing countries or the
developed more? Who wins the cases and
why? The DSM has proved a rich subject
since there are few dispute mechanisms oper-
ating i international politics. Other aspects
of trade agreements,:such as their depth and
rules, have also elicited interest as these insti-
tutions appear to be powerful in their shaping
of world trade (Mansfield et al., 2008).

-The creation of the WTO out of the GATT
Uruguay Round represents a step toward:the

deeper institutionalization of an open trading
system.«=The explosion;of PTAs since 1990 is
also,a notable facet«of the .international
system, but_one with-debatable impiications
for the trade: system. The influence of these
international institutions may depend;either
on the economic condition of debtors_or on
changing domestic. preferences and ideas
about trade, While' there is little doubt, that
these institutions.helped.support trade liber-
alization- globally, it seems likely:that sheir
influence varies over time.and across coun-
tries (Haggard and Kaufman, 1995: 199). But
these institutions are an jmportant element of
the trade policy;making environment:

1 . wn

= " a owm =

S AN L .

. ™
-

oy [ ) f - e & -
EFFECT OF TRADE ON COUNTRIES
AND THE INTERNATIONAL SYSTEM

A final area of interest is the reciprocal effect
of international trade on domestic and inter-
national politics.*Once countries have liberal-
izéd or protected; their economies, what
might be-the subsequent effects” of such
choices? Scholars have examined this ques-
tion with attention to at least three aspects of
.the domestic political economy. First, some
have argued that trade liberalization can in its
wake change domestic-trade preferences. As
countries_liberalize, the ftradables sector of
the economy should grow in size along with
exposure® to international _economic “pres-
sures, Rogowski (1989) has argued that this
should lead to heightened or new political
cleavages and conflicts .between scarce and
abundant- factors domestically (see also
Chapter 16 by_Ziirn.in this volume). These
new cleavages in:turn- will jalter domestic
politics; forexample, new parties arise 1o
represent. these .groups-or ¢new coalitions
form, Milner (1988) also argues that increas-
ing openness -to trade changes preferences
domestically. "Openness raises the potential
number of supporters of free trade as export-
ers and multinational firms- multiply; it
may also reduce <import-competing firms
as they succumb to foreign competition.



INTERNATIONAL TRADE . 735

Hathaway_(1998) presents;a dynamic,model
that ;shows that trade liberalization changes
industry, structure in ways!suchythat future
demands. for protection are; reduced: ‘Trade
liberalization has:a positive feedback effect
on: policy- preferences, and political - strate.
gies of domestic. producer. groups. As_indus-,
tries- adjust, to more competitive market
conditions, their characteristics_change in
ways that reduce the likelihood -that they
will demand protection:in.the.future” (1998:
606)t_James_and Lake (1989) suggest an
ingenious argument- for how repeal of the
protectionist Corn Laws__in the United
Kingdom facilitated the necessary conditions:
for the, creation of a successful coalition: for.
free trade in the.United States. Edch of these
arguments suggests that'increasing exposure
to trade leads to increasingrpressure against
protection, thus.creating a-virtuous-cycle of;
rising demand for freer.trade.'As:an explana-
tion for. trade policy-in-the advanced.indus-
trial countries over the past few decades; this
type of argument seems plausible. For.the
developing countries,, their abrupt.rejection,
of:I1Sband protectionism seems less explica-
ble:in-these, terms. But; now that; many-have
turned, to_freer trade, these dynamics_may
make a return to protection less likely.

_.A second:aspect:of ‘domestic politics that
may,; be- affected by-increased trade flows
involves _the character-.of national political
institutions. Among the advanced industtial
countries, Cameron (1978) long ago noted the
relationship between those that were_very
open.to international trade and those with
large governments. He and Katzenstein {1985)-
attributed , this 'to the need for governments
with open economies to provide extensive
domestic compensation to the losers from
trade and to employ flexible adjustment strat-
egies for their industries. Rodrik (1997} has
around the globe. He claims that greater
exposure-to external, risk, -which trade pro-
motes, increases the volatility of the domestic
ecogoiny and thus-“socicties that. expose
themselves to greater amounts of external risk.
demand (and receive):a larger government

role as shelter from the vicissitudes of global
markets” (1997: 53). Support for the claim
that those.most exposed to globalization are
often opposed-to it is present (Mayda and
Rodrik,=20035; :Scheve and Slaughter, 2001,
2006). - Increasing- exposure to international
trade may thus create demands for. more gov-
ernment intervention -and a larger welfare
state; which in turn-are necessary to sustain
public support for, an-open, gconomy.ﬁ This
compensation argument, about the relation:
ship between open markets-and the welfare
state.is debated;-however,- Some -argue .for a
negative: relationship. between -globalization
and social welfare., The “efficiency” argument
claims-that trade openness creates pressure
for-reducing government:spending to reduce
costs.for producers, and this erodes the wel-
fare -state (Kaufman and Segura-Ubiergo,
2001;1Rudra, 2002). Whether openness has
negative, positive, or no effects on the size of
the welfare state is still debated {Adsera and
Boix, 2002; Wibbels, 2006). .

Others have explored the relationship
between globalization and the character of
the political regime. Rogowski (1987: 212)
has argued that as countries; become more
open to trade, they will: find it increasingly
advantageous to devise institutions that max-
imize_“the state’s insulation, autonomy and
stability.” For him, this implies parliamentary
systems ,with_strong parties,; proportional
representation {PR), and large districts. He
finds a strong relationship especially between
openness and PR systems: Hadenius_(1992)
alsozfinds thatstrade may have effects on
domestic. institutions:, He argues ‘that expo-
sure to international trade brings higher rates
of«economic growth, which through -the
development process may translate into better
conditions for the -emergence of democracy.
Eichengreen and Leblang (2008) find a mutu-
ally supportive relationship between democ-
racy: and trade, with some evidence that
increasing trade fosters the growth of democ-
racy: Others, however, have found no-com-

pelling :relationship between trade and

democracy (Milner and Mukherjce, 2009):
We.would like to know if there is'a virtuous
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cycle: does trade liberalization foster democs
ratization and "deinoCfaly’ ifi wim promoté
more trade-liberalization, and so on? ot
+ Besides=itseffects on preferences dnd
institutions;"trade 'may’ constrain' the policy
choices-available to ‘decision ‘makers. The
recent” literature on globalization suggests
this *constraining influence. Rodrik (1997)
providés some of the most direct evidence of
how greater openness may’ force “governs,
ments to relinquish the use of varidus palicy.
instruments. In particular, he notes that open-
ness often’makes governments cutispending
on social programs and reduce taxes on capi-
tal. In order to ‘maintain “competitiveness;
governments are prevented from’using many
of the fiscal' policy measures :they “once
could.” This-is similat to the efficiency argu-
ment noted above, and often 1€ads to claims
about a Srace to the bottom” in-térmsof
social *and-regulatory policy.*Whether .such
constraints-are>good or*bad depends ‘¢n the
value one places ongovernment intervention
in the economy. For some;, like Rodrik (1997),
this constraint’is worrisome since”it reduces
the government’s ability to shelter.its citizens
fromi external volatility and thus may efode
the, public’s support for openness.-Here,"the
impact of trade’ liberalization may 1ot be
benign. It. may produce a backlash, under-
mining societal support. for openness and:
creating pressures for protection and closure
{Burgoon, 2009).

- In terms of. international politics, trade
liberalization "‘may also have important
effects. As countries become niore open to
the international economy, it may affect their:
political relations with other countries. In
particular, scholars have asked® whether
increased: trade promotes peace between:
countries of .increases their.chances of ton-
flict."A number of-scholars, such as Polachek
(1980); Gasicrowski (1986), Riissett' et -al?
(1998),1Gartzke (1998), Russett and Oneal
(2001); and*McDonald (2009) have - found
that increases in trade flows among countries
(or. betweén "pairs=0f thém) decrease thé
chances that:those countries. will *be”invol-
ved*in political* or ' military " conflicts with
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each other” Mansfield ‘and Pévehouse (2000)
also find that*interndtional trade: agreemérnits
lowers the “probability that~states~who are
membérs: will zcome intd “Conflict" with? oné:
another! Others, ‘such assWaltz (1979)and:
Barbierit (1996), ‘argue that*increased “trade
and :the ?interdependence- it ‘creates *either
increase conflicttor have' little effect' on”it.
Oneway! that trade’ policy might, affect; the -
international ™ politicalsystem - then *is*; by
incieasing. of decreasing .the. levelrof “politi-
cal-military conflicts (Mansfield and Pollins}
2003). Thére aré 4 variety of differént féed:
back mechanisms. For-instance, if trade pro~
motes pacific relations among trading nations
thenisuchia pacific environment islikely to
stimulate” further (radeuliberalization® and
flows;.on the otherihand, if increasing trade
produces more conflict, then we might expect
fMmore . proteCtionism as-aresult (see..also
Chapter 23°by Levy in this volume}, = = 1 3
v* These smore’ dynamic ‘models-of interna-
tional * trade” and Idomestic " politics > are' an
important aréa of research*They may tell-us
a°good dealiabout’ what* affects*trade’policy
choices: For example, will the global liberal®
ization® process-bring increasing pressurés
for more-openness.and for democracy?:Or
will it undétmine itéelf. and breéd demands
for closure and -a backlash against {the
governments and® interndtional ‘instit(tions
which support openness, as*O.Rourke"and
Williamson- (1999) have shown happened in
the early twentieth century? Will* openness
produce a peaceful!international -systeny or.
one prone to increasing conflict 2. The answers'
to these questions will in turn tell us*much’
about* the-futuré ‘direction~6f trade. policy
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i+ What factors drive trade policy and
changes in'it?-Existing theories suggest sev
efal afiswers. The first involves trade policy
preferences among domestic actors.
Economic theory suggests that domestic
groups may have clear trade policy prefer-
ences. If groups are rational and prefer profit
maximization,>then policies that increase
profits should be “favored, Whether factor
endowments or sectors or firms are the best
unit. of analysis, these models suggest that
the démand for trade policy should follow
clear 'patterns domestically. It is probable
that these groups recognize their interests as
well, since they are more likely to be orga-
nized and to .receive large, concentrated
benefits from policy. For voters, the question
is.more difficult: Voters are consumers, but
they may also be workers and asset owners
as well, hence, their preferences for trade
fiay be pulled in different directions,
Moreover, voters’ capacity to organize is not
well developed, as collective action theory
suggests. Recent research has delved much
more into the empirical identification of such
interests. Surveys of public opinion and
analysis of legislative voting have given us
new,evidence:both for and against this set of
propositions: More researchtshould:be.done
to ‘understand the nature. of societal prefer-
ences for trade policy.

Political. leaders;"on the other hand,' may
be .able to take. action, but_it.is harder to
deductively. derive their preferences for.trade
policy. Should we conceive of them as benign
leaders intent.on maximizing national social
welfare, or as politically motivated -leaders
dependent on. special interests for “support
and often maximizing their own personal
interests, or as some combination of the two?
The former might lead us to attribute to them
preferences for free trade, while the-latter
view would incline us-to see them as protec-
tiohists. . Under 'what circumstances should
we expect which type of behavior by govern-
ments {Gawande et-al., 2009)? Analyses.of
legislative voting where one can examine
both. special interest contributions and con-
stituency jpreferences. have raised. these

questions in recent research (Ladewig, 2006,
Milner and Tingley, 2011).

This question.leads to a discussion of
political institutions and their role in shaping
trade policy. Both the influence of domestic
groups and theipreferences of leaders may
depend on the political institutions in place.
Substantial evidence suggests that regime
type makes a difference; democracy is associ-
ated with trade-liberalization asleaders must
listen to a bfdader audience. Political leaders
may be forced to concern themselves more
with the national  interest than with just
special interests. Recent research suggests
that democracy fosters free trade, but that
increased trade does not necessarily promote
democracy. Cther. features of political insti-
tutions may also matter since governments
vary substantiatly in the weight they place on
social welfare versus private interests
{Gawande et al., 2009). Whether institutions —
democratic or not — insulate policy makers
from special interest pressures- may ‘matter.
After all, some nondemocratic ~countries “in
Asia, such as Singapore, have long had fairly
liberal trade policies. Electoral rules, the
natiire of the party system, and other institu-
tional features may also affect which interest
groups can exert the most. influence.
Institutions that can internalize the costs of
protection so that all members bear themn can
make protection” much meore difficult for
political leaders to choose. The role of infor*
mation also matters, and may be related to the
institutional' atmosphere. Systems in which
there is more information available to the
public and greater press freedom tend to be
less protectionist (Gawande et al., 2009). The
role of political institutions is underexplored:

As for internaticnal factors, they have
received more attention, but the interaction
of trade and security concerns warrants even
more attention. The gains from trade do
pose security externalities (Hirschman, 1980
[1945]; Gowa, 1994). How after the end of
the Cold War and the wave of terrorist attacks
of the early 2000s does the international
system affect economic relations among
states? Are the end of -bipolarity and the



738 HANDBOOK OF.INTERNATIONAL RELATIONS

decline of American hegemony leading to the
fragmentation of the Wworld economy into
rival uading blocs, centered on the United
States, the EU, and China? Some claim that
this is,what the growing role of regional trade
agreements is fostering. Others -see such
PTAs as promoting the extension of a multi-
lateral-trading system. How will the-rise of
China and India in the world economy-affect
trading relations? The impact of security
concerns and the balance of capabilities and
threats on trade policy is another area
demanding empirical research.

The role of international institutions is-of
great importance. The development of the
GATT/WTO, the EU, and a slew of regional
organizations such as MERCOSUR make it
plain that such institutions play an important
role. But what exactly is this role? Can these
institutions alter states’sbehavior or prefer-
ences? Do they just provide information and
hence help prevent cheating? Or are they the
instruments of the most powerful states in
them? And how do such institutions react to
changes in the balance of capabilities in the
world economy? Will the rise of Asia neces-
sitate, a substantial reform of the WTQ? If
such institutions are rationally designed,
what should we expect this reform to look
like? Will the WTO’s Doha Round fail
and .thus call into question the legitimacy of
the institution itself? Is the proliferation of
regional trade agreements-a precursor to the
demise. of the WTO? If the rationale for the
WTO is_to alleviate terms-of-trade externali-
ties, .how will its revision or disappearance
affect states? Research on the role of intema-
tional institutions in trade is a burgeoning
topic. for both economists and political scien-
tists, and much remains to be examined:

. Qur existing theories have developed and
deepened over the: past decade. There has
been substantial progress on all four ele-
ments. We have -much more evidence about
domestic preferences on:trade; especially as
new evidence from surveys and legislative
voting ~comes “to light. Nevertheless, the
“new, .new -trade theory” suggests that we
may need . tor look even .more <closely at

individual firms:and their preferences #ind
political, behavior. - We, know much more
about:the.impact of domestic.political insti=
tutions on:trade and especially-the. role-of
regime type. But an even better understand-
ing of how political-leaders .form their. trade
preferences, and how' these preferences are
connected to societal ones is essential, espe-
cially for ‘the developing countries. Our;
theories about the role of international insti-
tutions_in trade_have developed importantly
as well. 'Nonetheless,.more knowledge of
the conditions under -which international
institutions are able to_ exert greater (or
lesser) influence over. trade policy-is neces-
sary. The field has a much better under-
standing of the~design and-impact of the
WTO than_it+did a- decade’ago. Ongoing
research into the spread of PTAs has been
fruitful. The relationship. between trade and
the welfare state is a topic of Much research
and debatesin relationship to!globalization.
And the interaction.between conflict and
trade is a focus?fof, attention, espec:lally in
light of the rise of China. - _* =
Finally, thinking about the possible future
direction of trade pollcy _is important: We
live in one of the most open ahd interdepens
dent world economies in history:Will coun-
triés™ policies toward.freer, trade around the
globe be sustained or reversed in the future?
The factors discussed abovetshould give us
some :information ‘on.this-isste. If leaders’
or social groups’ preferences.for free trade
are maintained: or,, grow,~then we might
expect liberalization to remain in place,
Factors such as economic crises or changes
in the nature of trade flows, which cause
actors to reevaluate these preferences, may
limit their sustainability. The :return of
authoritarian governments might also be
associated with the.return.to protectionism;
the interaction of the welfare state and trade
in our globalized world will also be impor-
tant for sustaining- openness. In addition,
international institutions séem to be an
important -bulwark against protectionism,
especially in the light of the recent global
financial crisis-and the deepening of capital
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mdrkets acfoss the globe: The evolution of
the world economy and the political-rela-
tion$ among staies may also bring important
pressures to bear on our-open global trading
system. These and other factors will be
important for understanding the sustainabil-
ity of trade openness.

.
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NOTES: _ -
' - -

1"Many of these trade libéralizations occurred
within the cortext of largér ééonomic reform pack-
ages. Here, | discuss only the -trade liberalization
component? ot -

2. As he describes it (Rodrik, 1994 62), “Since the
early 19805 developmg countries have flocked to
free trade as if it were the Holy Grail of econemic
development with the historic transformation and
openlng of the Eastern European economies, these
developments represént a genuine revolution in pol-
icy- makmg The puzzle is why is it oceurring now and
why in 50 many countries all at once?”

3 Trade policies refer to all policies that Favé a
direct impact.on the domesti¢ prices of tradables,
that is,- goods and services which are traded}across
national boundaries as either imports and/or exports.
Such. policies include not just import tanffs, which
are taxes.on imports, but also export taxes, which
under certain conditions have identical effects as
import taxes. Likewise, import and export subsidies
also count. Exchange rate policy also affects trade
flows, but it is a subject | leave for others to discuss.
' 4 Polifical leaders may also favor tradé liberaliza-
tion because it increases government revenues,
Liberalization may generate more revenues because
of ~the increased economic activity and higher
volumes of trade-it produces, even at lower tariff
rates.

5 For a wide-ranging review of the effects of dif-
ferent ‘political institutions on the probability of large-
scale economic reform; Cincluding trade liberalization,
see Haggard (1988). -

6 Research by Iversen and Cusack (2000), how-
ever, shows that changes in economic structure
rather than trade account for the growth of the wel-
fare state.

7 Many have noted that in the presence of high
capital mobility = another condition of globaliza-
tion — governments also lose control of their mone-
tary policy, especially if they desire to fix their
exchange rates (¢.9., Garrett, 1998). -
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