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ABSTRACT

Joe Weinberg: Explaining Agriculture Protection: A Consumer Based Approachde Policy
Formation

(Under the direction of Thomas Oatley)

Trade protection literature is based on the interactions between producers, cenancher
government. Most recent empirical work tends to focus only on the institutional and/orgsroduc
determinants of trade policy in order to explain variation among countries. yhseators, such
as agriculture, this approach yields little success. | propose that mucs laketiiture, by
omitting the interests of the consumer, misinterprets the theory on which trkirsased and
leads to incomplete conclusions. | present two alternatives to these conventioral oroléhat
relies specifically on consumer determinants and one that relies on both praglicensumer
determinants. The latter of these models suggests that a new definition cipmagenecessary
in order to determine what factors affect its implementation. These coemsige models
present a new approach to understanding trade protection, while remaining fiingabriginal
work in this field. The results of these new models are more robust than those of their
predecessors and provide a deeper insight into some of the core assumptions of tyade poli

general.
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Chapter One: Introduction to Agriculture Protectson

Agriculture protection remains widespread in an era of otherwise free tradecdinigy
policy makers and policy scholars alike. Among these protectionist nations stlaése a
surprising amount of variation both in quantity and type of protectionism. Though polieysnak
rely on these scholars for guidance, they have been unable to present compebingtiexy for
this seeming aberration. Although we possess the necessary tools, we hava notldeey
them properly, and this is why we have been unsuccessful in our attempts to exaicevar
agriculture protection. Agriculture should not be viewed as an outlier or an aberratiber, R
should be welcomed as an illustration of a common problem and a lesson to those who study
trade policy formation of how we can be more effective in linking theory to empirajlses.
This dissertation takes an alternative approach to measuring agriguititeetion that improves
the explanatory power of previous empirical models by adhering more closelythednetical
literature on which such studies are based. In this sense, | am simplygpé#erold solution to

a new problem and encouraging others to do the same.

Political scientists have coalesced around a common framework with whicHypeaala
matters of trade protection. This simple framework—introduced primari{ydorge Stigler
(1971, and Sam Peltzman (1976)—relies on a tripartite relationship between th®rsgula
(government), producers, and consumers. The producers ask for and benefit frotiopytihec
consumer faces increased costs because of this protection, and the reguladecidesthich
interest to placate with their policy choices. Though the framework is simglelear, the

evolution of the literature since the 1970’s has not accurately representedntieidri. Extant



literature purports to model empirical applications of this framework yetstenly omits the
consumer from analysis. Models of trade protection that focus only on the ehat@st of
producers and regulators do not model the politics of trade protection. In thisatiisserttake
a three pronged approach to addressing and remedying this omission. It is niyabopleers
will follow this lead and return to the theoretical intent of our models when tekeng

empirically.

| build on recent trade literature and more specifically, recent literatuagriculture
trade in three ways. First, | present a model using agriculture dataltct pegels of protection
using a producer-oriented dependent variable. Next, | present a similar modetuaituaner-
oriented dependent variable as well as guidelines on how consumers can beatethtetyr the
empirical study of trade protection. Finally, | present a model that sinedtisly analyzes
producer and consumer variables in order to present a complete depiction of trade policy

outcomes.

While the politics of trade protection suggest that one side “wins” while the stiee
“loses”, the reliance on producer-oriented studies can only be successful atipgdadw much
the producers will “win.” The common misunderstanding in this work is that one can simply
infer how much consumers will lose by measuring how much producers will gain. This is a
important oversight and an incomplete assumption. One cannot infer the consumer costs of
protectionism only from the producer gains any more than she could predict the wianer of
baseball game using only the score of one team. | use agriculture trade itlastrate this
predicament and present an improved strategy of measuring both the costs atsldienef

particular policy decision.



Agriculture trade data is particularly useful for this task as the World Baskecently
presented perhaps the most comprehensive trade dataset to date (Andersp@0@}. alhese
data allow tests of these various models against the traditional framevaopkesent more
meaningful results than previous scholars who did not have the luxury of such a collection.

Agriculture trade policy has been a confounding matter for politicattssie but
presents more immediate problems for international organizations and the \wodd'She
earnings of rural farmers in the developing world have long been depressedusipaom / anti-
agricultural domestic policies as well as agricultural protection in otherreeginthese larger
and wealthier countries enact policies which lower the prices of food, feed andrfibe
international markets. These policies (of both the developed and developing weed) ha
characterized world agricultural markets for many years (Hab&@&g, Tweeten, 1979,
Johnson, 1973) and show no immediate signs of abatement. This is one area where political
scientists can make an immediate impact on policy. There are three ppirollgms associated

with modern agriculture protection.

First, these policies are wasteful of resources. They impede effilmr#teon from
producers to consumers domestically—as well as slow domestic and internatamaiic
growth by stifling the normal dynamic gains from trade with restedtinport and export
policies. These market insulating behaviors also make markets lessngiadbiehreatens mono-

exporters and poorer nations, while encouraging reciprocal market insulation in eespons

Second, these policies add to income inequality between and within countries. Farm
support in wealthier countries and farm taxation in poorer countries necesgaabrbates

between-country inequalities. Meanwhile, since most domestic policies opexialg through



altering the price of outputs, most of these benefits accrue to larger pydudandowners in

the case of tenanted farms.

Finally, these policies place another immeasurable cost on the world ecohemy--t
unnecessarily slow progress of international trade negotiations. Afitgy dheliberately omitted
from the first seven rounds of the General Agreement on Tariffs and Tradd jG#griculture
negotiations have monopolized the past 15 years of World Trade Organization (WTO)
deliberation, nearly derailing the eight year Uruguay round of negotiatihsuarently
preventing any progress on the now ten year old Doha round of talks. While it is debatable
whether the WTO would have been able to make additional progress in other areas had they not
been so preoccupied with agriculture, the difficulty in achieving any realgg®gas only
encouraged the creation of regional and other preferential trading agredmefusther

exacerbate the problem. (Anderson, 2009)

It would benefit our discipline and the international community to determine the root
causes of this problematic protection and offer helpful solutions. However, | mahdaif we
continue to use a faulty approach to examining trade policy, we will be ill equippddrtamy

such solutions. As George Stigler (1971) said,

“Until we understand why our society adopts its policies, we will be poorly equipped

to give useful advice on how to change those policies”

What follows is a modest first step towards this goal.









Chapter 2: Determinants of Agriculture Protecticariéince--Producer Support as

Protection

Why do some countries protect their agriculture industry heavily while othemrssunt
protect it very little, and still others actually tax their agricultudpcers? The OECD
Producer Support Estimates (PSE) measure the benefits of interventionissgolihe farmers
in each country, yet vary quite widely. For example, in the year 1998 ViethnamA$id af 9.8,
meaning that Viethamese farmers received 9.8% more for their goods thavotiid have in
the absence of that nation’s agriculture trade policies. In the same ydagrtawd had a PSE of
78.1 while Indonesia had a staggering -38 PSE—suggesting that the Indonesian guweasme

actually harming their agriculture industry far more than most countries sufpport

The exact source of variance is unclear, though empirical literatuseseieral possibilities.
Early work in this area (Anderson and Hayami, 1986) looked to economic charastanstiog
countries for an explanation. More recent work suggests that these economenciffeare
compounded by institutional differences among democracies, which push goverroweands t
the interests of certain groups. The common link in all of the related trad¢ulite-broadly
defined as the Endogenous Tariff Theory—is a focus only on the interplay betweerepsoduc
and institutions in their explanation of trade policy formation. Though | will be mgcagainst
this two-party approach to modeling trade policy formation it is necessérgttpresent this

model as a means of elucidating how any alternative models differ.

This chapter begins with overview of the Endogenous Tariff Theory literand the
application of the Stigler-Peltzman framework to the issue of agricydtotection. Next, an

empirical test utilizes common hypotheses and variables to determinelityeodproducer and



institutional characteristics to explain variance in producer protectiorreth#s of the test
illuminate the problems associated with empirical studies that focus sal@igoducers as a

measurement of--and explanation for--protectionist policies.

The model | utilize to explain the variance in producer support closely reseimblgate-of-
the art work of Park and Jensen (2007). This model follows a traditional produceriorsitut
approach to predict average levels of producer protection (NRA/PSE) attneasonal
agriculture products. Due to the constraints of Park and Jensen’s data, it ist didforaw
many conclusions about the relationship between these producer characteristios
dependent variable. Perhaps with a larger dataset, the impact of theseomielbzearer and
this adjusted approach might strengthen a purely producer-oriented argumentetidwarsue
this test with the understanding that even the most well crafted model is naestffit only

focuses on two players in a three player game.

Literature Review

Trade policy literature or “Endogenous Tariff Theory” literature more sjgadifi can be
separated into two groups: one that focuses on the demand side of protectionism and one that
focuses on the supply side. In either case, the relationship among what Gegleye&ts the
“regulator” (provider of policies), the producer, and the consumer are clear: Thegdsk
for trade protection, the consumers are economically worse off if the jpwatecprovided, and
the regulator must determine a policy to implement that maximizes the der@biducers

while minimizing the cost to consumers.

The “demand” side of protection literature focuses attention on which types of modiite

seek protection and under what conditions their demands are made. Many of thesenmsedicti



have factoral explanations (Magee, Brock and Young, 1983; Feenstra and Bhagwati 1982,
Mayer, 1984; Rogowski, 1989; Scheve and Slaughter, 1998) for preference formation. These
tend to center on the demands of workers and the demands of the owners of capitdiesgi¢hin t
businesses and their often disparate goals. The demand literature als® gextordl| or

“specific factor models” (Magee, Brock and Young, 1989; Frieden, 1990; Irwin, 1994jch w
both the capital and labor of a specific industry coalesces around a commort-ateres

preservation of the sector in the face of foreign competitors.

The “supply” side of protection is addressed in an extension of this literattistutiees
how, once these policy preferences are formed, politicians decide to either teuthrarh with a
beneficial policy choice or to deny them and risk the political fallout. Thg sapply-side
literature was primarily theoretical with little empirical tegtof those theories. More recently,
empirical extensions have been added that are based on the theoretical framéweirk of

predecessors but may not follow them closely enough to be successful.

The supply-side literature is rooted firmly in the Stigler-Peltzmamdxaork of
regulation. George Stigler (1971) introduced his model of regulation which builds on previous
work by Olson (1965) and Downs (1957) to explain how “regulators” (government) would. The
crux of his argument is that regulators favor those who can organize, and producersraaa orga
more easily than consumers. Hence, regulators favor producer over consumssiretezman
(1976) extends Stigler’s explanation by expanding on the characteristicsreftit@tor and
treating them as a more dynamic entity. Specifically, Peltzmarsaifenodel in which
politicians weigh consumer and the producer interests against one anotheraR®ldidve to

maximize campaign contributions from producers and votes from consumers. Figure one



illustrates this logic when regulators seek to maintain a price that sraoltsly assuages

producer and consumer interests, while maximizing support from both groups.

Figure 1. Stigler-Peltzman model of Price Regulation

Stigler-Peltzman Regulation

Profit

Pe P, P Price

Popular supply side models of trade politics explicitly rely on the StiglézrRan
framework, but have largely been a theoretical pursuit (Hillman, 1982; Becker, 1983nin
and Helpman, 1994). Hillman (1982 and 1989) shows how legislators weigh the costs of
protecting declining industries against the interests of their constitieeatmsumers. These
legislators (regulators) will support industry up to the point where additionatposteosts
them consumer votes. Grossman and Helpman (1994) offer a more explicit model in which
groups offer and representatives collect campaign contributions in exchanaeofabfe trade
policy. Politicians make trade-offs between industry and consumer intdrig&stether models,
the regulator maximizes their benefit by collecting contributions until thrginad additional

contribution reduces the number of votes they receive. This examination of produceltcmpet
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and rent-seeking behaviors provides a compelling insight into interest grougspoliti offers a

less complete picture of general trade politics.

The formal approach to trade policy formation has much to do with the lack of reliable
and testable data. This dearth of testable data most likely stems fronfithdtgih measuring
both tariff and non-tariff barriers; which have overtaken tariffs astiueis operandi of
protectionist governments. Furthermore, the bargaining of the World Trade Otgen{éTO)
has reduced protectionism in many economic sectors to the point that the compilirensivext

datasets could be viewed more as a hobby than a productive undertaking.

Recent empirical studies of what “interests” politicians (votes and mbaeg)been able
to accumulate some quantity of testable data, but are more specgreatbd toward general
trade protection than specific issues (McGillivray, 2004; Gawande and Hoekman, 2@b6; Er
2007). Valuable extensions to this empirical literature include the effeceésdidate selection
and geography (Busch and Reinhardt, 1999; McKeown and Fordham, 2003) on policy outcomes
and even trade policy in the absence of interested legislators (Frieden, 198%; HS9).
These are among the few well regarded works that apply empiricabasatythe purely
theoretical frameworks presented by their predecessors. Empindessof this type are few—
due in part to the non-availability of large datasets and possibly in part to thetagvational
trade regime of the WTO. These works can be criticized on a number of levelselut a f

criticisms stand out.

First, the majority of these empirical works focus exclusively on the peopwbat they
demand and what they receive. This is an incomplete modeling of the Stigmdtelt

framework, which explicitly explains that regulators are weiglpiraglucer interestsgainst

11



consumer interests. While the producers in these models have different clsticctnd
strategies to use on the regulators, the consumers remain conspicuously absamalysis

This issue will be addressed at length in the following chapter.

Second, the dependent variables that are tested can be problematically indatea
case of Erlich’s total tariff levels—or problematically vague as aretiice levels of Rogowski
and Kayser. It is unlikely that--with so much authority devolved to the executive and
international organizations--any individual legislator can or would make desiabout general
price levels or tariffs across multiple sectors. Finally, much of thialitee focuses only on
certain countries. Busch and Reinhardt (1999) and Gawande and Hoekman (2006) focus only on
the United States while Erlich (2007) and others analyze only OECD countries-ef&ynt]
which are members of the European Union. Results derived from such studies ark whffic
recover in larger samples with a greater variety of countries. When deteyinow regulators
and producers interact across a wide variety of countries, it is important tdesahsi
institutional differences among regulators in different countries. More thgcRogowski and
Kayser (2002, 2008) addressed this problem in an attempt to distinguish among thg anehlth

democratic developed countries that we often reanalyze.

Institutional Differences

12



The importance of institutions in trade policy formation should not be underestimated.
Peltzman was among the first to examine differences among regulatoisckuhen, most of
the focus has been on differences among producers. This issue is of primargncgadw,
because most trade literature is either focused solely on the Unitesl @tatslightly larger
group of wealthy OECD members. Any theory that models campaign contributainstage
votes of “congressmen” is clearly skewed toward specific countries—and evéit gpew
outdated) campaign contribution laws. When larger samples are tested tinde cwlintries
with differing institutional structures, more variables of interesbberobservable, and hence,
these variables should be included. There is no room for institutional differencelrarHulr
Grossman and Helpman, though there are obviously institutional differences amoagritiees
in studies that model these theories. Their models do not need to be abandoned, but they could be

reworked to more accurately reflect international trade policy.

Rogowski and Kayser (2002; Rogowski, Chang and Kayser, 2008) introduced a possible
solution to this dilemma in which they investigated the institutional determinants of
policymaking. This approach sets them at somewhat of an analytical crossrvazEnitbe
suppliers and demanders of trade policies. In a world in which protectionism is gooel for t
producers and bad for the consumers, and politicians have to choose between one or the other,
Rogowski and Kayser investigate how different institutions affect theisidaanaking. More
specifically, they propose that Single Member District electoral systage systematically more
“consumer-friendly” than proportional representation systems. Although thedesaare not
about trade policy formation, per se, the logic of the institutional approach istjyetddored to

this field.

13



The model of Rogowski and Kayser is based on the Taagepera and Shugart (1989) model
of seats and votes, which is based on the premise that legislators in a multippepbgronal
system can win election without acquiring 51% of their districts’ votes aHegislator in a
majoritarian system (two parties) cannot. Likewise, coalitions dibowa greater variety of
winning Condorcet sets within multimember districts. Finally, these variobs f@atictory
make the “value” of votes differ between proportional and majoritarian systethsagh

additional marginal vote less valuable in a proportional system than in a arégoribne.

It is this last idea of “vote elasticity” that Rogowski, Chang and Kayser agethe
primary distinguishing characteristic between these two democratérsy/sTheir logic relies on
the notion that majoritarian (SMD) systems have a higher “vote-settig/ashan their
proportional (PR) counterparts. According to Rogowski, Chang and Kayser, eachidegisla
presented with votes (represented by consumers) and money (represertstlbgr interests).
The legislator will attempt to maximize both by selecting a position #tisfies both ends. The
“elasticity” of a vote is the relative value that a legislator places cm @&#ditional vote. In
majoritarian systems, votes are marginally more important to the tegjgdad hence her
decisions will tend to favor positions that are favored by consumers/voters. Intgnaglor
systems, additional votes are not valued as highly and hence we should expetiiregisla

positions that are less favorable or “friendly” to consumers.

There have been numerous in-depth studies on more specific differences between
majoritarian and proportional electoral systems. In fact, Rogowski, Cinaingeg/ser (2008)
devote much of their work to defending a myriad of charges that their institutieagLinement
is too simplistic. There are a number of other factors that distinguish gosttrfragulator type)

systems even further such as the increased financial expenditures adrcg@aiternments

14



(Sebenius, 1983; Daugbjerg and Swinbank , 2007; Bawn and Rosenbluth, 2006) Other factors
include the number of political parties in governing coalitions (Huber and Stephah<003;
Iversen and Soskice, 2006), the opportunities for issue linkage (Schattschneiderndq66) a
effects of related international agreements (Davis, 2004; Sebenius, 1983; Tollisorllattd W
1979). The Taagepera and Shugart model utilized by Rogowski and Kayser is ardgdmitte
simple one, but in this simplicity lies an opportunity to distinguish between the twargri
cleavages among democracies. This strategy, while imperfect, helps ty nevaey of the

problems that immediately arise when trying to compare regulators in poobsystems with

the regulators in majoritarian systems. Such a distinction allows an oppofturatjest of the

Stigler-Peltzman hypothesis that can be extended to multiple countries.

Agriculture Protection Literature

The literature discussed above has been either theoretical or sthtiggcedral (total
tariff, price levels, etc;) with few sector specific analyses. él@w, its approach (Producers
+Institutions=Policy) has been applied to agriculture policy many times in theMz=asy of
these early studies of agriculture protection were primarily a pursedasfomists and their
interest in economic and industrial development. This work has since proliferatdokeinéaiim

of political science and analyzed with our extant theoretical framework.

The so called “Development Paradox” was the first and perhaps the most prominent
approach to understanding agriculture protectionism. This “paradox” is that developetesount
protect their agriculture sector while developing countries tend to tax agre(@limmer,

1991). Explanations of this phenomenon lie in the limited revenue/taxation options of

undeveloped countries with large agriculture sectors. This seeming paradox eaplained by

15



the limited financial ability of the poor country to provide agriculture protectiba.tdx burden
on farmers is compounded by the societal changes that a developing country undévgbes, w
transfers both labor and capital into large cities. The agriculture seaaed (either directly or
indirectly through marketing board policies) in order to transfer resowrd¢hs fledgling
manufacturing sectors and their urban workforce. (Bates, 1984) As economic developme
continues and income levels increase, government then has more options for tarrcalhett
revenue creation. This government can then afford to offer financial posteatits declining

and increasingly endangered agricultural interests (Bale and Lutz, 1979atmaniHayami,

1986; Krueger, Schiff and Valdes, 1988).

Anderson and Hayami (1987) and Bates (1984) explain how government policies take
hold in countries transitioning from agricultural to industrial economies. The umipdsemise
of each of these explanations is that, as a country begins to industrialize xiebtreerural
farming communities for the amenities of urban life and the perceived profrbséter paying
jobs. This demographic shift tends to continue until the urban labor supply far outstrips the
demand. As urban labor markets become saturated, the opportunities for each additional urban
dweller are decreased and cities face increasing stress to provideobadisesvices (Harris and
Todaro, 1970). This new urban class also finds itself very powerful politically, bothdsech
its newfound ability to organize and act collectively (Olson, 1965), as wed mspbrtance to
the economy of the nation—both as a tax base and as part of a broader developegnt strat
When an urban manufacturing sector is still in its infancy, wages are oftemiteteiby the
cost of food, so government has an obvious incentive to keep food prices low for this large and

powerful new interest group. This is done at the expense of the agriculture sehtoh-eften

16



serves at the behest of the government through marketing boards and other l@grdntionist

policies (Bates, 1984; Krueger, Schiff and Valdes, 1988; Timmer, 1991).

Models based on strictly economic or “developmental” rationales for protesctioni
agriculture soon found their limits. While a country’s level of development migidiexthe
existence of protection, it offers no explanation as to éinaunt of protection, which varies
greatly among countries of the same basic development level. The table lhedtvatés the

different levels of agriculture protection among a few such countries.

Table 1: Nominal Protection Coefficients for Similar Development Levetsa(ivL986-2003)

$2,600-4,000 USD $27,000-$31,000 NPC

usD

Brazil 1.01 Japan 2.27
Russia 2.64 USA 1.12
Estonia 2.52 Norway 3.27
Hungary 1.20
Latvia 3.26

Source:OECD Mean GDP and NPC 1986-2003; Range of NPC for all observations 1.01 -3.54

17



These data are contrary to what the Development Paradox would predict. Aajlt#mnse
list shows variation where we expect similarity and similarity wivee expect variation.
Furthermore, the variance among otherwise similar countries cannot bmed g using the
binary economic explanations offered by Bates (1984) or Anderson and Hayami @@8&ical
explanations for these economic decisions soon became a mandatory component dysiny ana
Luther Tweeten (2002), the preeminent agriculture economist of the recent pasg¢dsumthe

need for further political analysis when he said:

Given that farm policy is an exercise in politics rather than in economics, the time
appear s to have come for economists to turn over farm policy to political scientists.

As the OECD began collecting agriculture support data in the 1990’s, schotars we
given the chance to examine these variations in protection levels much mong &egéin and
Kherallah (1994) were among the first to use the OECD’s protection data to@apehd.
Though their conclusions were limited, their use of developmental and institutional
measurements mirrored the state of the literature outside of agricilties and Porche (2007)
investigated additional institutional determinants of protectionism suchtastdisagnitude and
“veto players”. Their findings (limited by their extraordinary data a@sts) were to suggest
that variation in agriculture policy conformed to general trade policy vamiathough their

institutional claims were questionable.

More recently, Kashore Gawande (2008) tested the specific logic of Gnossmd
Helpman’s “Protection for Sale” on United States agriculture policy. His fisdihat producer
interests “bend” agriculture policy are largely consistent with Olsdioigic and a Stigler-
Peltzman framework, but are based solely on US data over a brief time period t#ng af

limited benefit in a more general model.
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The most complete and well formulated study of international agriculturecfiont thus
far has been put forward by Park and Jensen (2007). This work combines the lesseds lear
from agriculture protection literature with a thorough understanding of theay&relogenous

Tariff literature and is the appropriate starting point for my own study.

Park and Jensen

Recent research (e.g., Rogowski, Chang and Kayser 2002, 2008; Park and Jensen 2007)
focuses on the characteristics of political institutions that induce patiico favor either
consumers or producers. Park and Jensen hypothesize that electoral institatiensdurage
politicians to target narrow constituencies are associated withvedyatiigh levels of
agricultural subsidies—favoring producers at the expense of consumers.

Their model proposes that the strategies of government officials are ba$edr on t
expectation of other candidates’ positions. As more candidates enter an elactibtates have
an incentive to cultivate narrower constituencies. (This is a different apeatiation of the
same variable used by Rogowski and Kayser—"targeting narrow constittignthes“Cox
Threshold” is a measurement that reflects how the strategy of a candidapendent upon the
structure of the competition (voting rule and number of candidates). In a two candicat®te
system., distributive policies are assumed to approach equilibrium between twatdispar
interests Distributive policymaking techniques deviate from this equilibaisirore candidates
enter a race or the number of non-cumulative votes decreases. The threshold is sléfireed a
largest minority group that may be ignored by all candidates in the eleciomntries with low
Cox Thresholds tend to protect small organized interests more than countribgWwiCox
Thresholds. Put even more simply, politicians in multiparty systems tend to tamgstera

constituencies than politicians in a two party system.
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H1: Asthe Cox Threshold decreases, politicians, on average, will provide greater
amounts of distributive policies that target a small subset of voters (agricultural

subsidies).

Park and Jensen test this hypothesis with a multilevel time series/atesaanodel of
ten countries with multiple commodities for each (using a weighted total of connesdtat
controls for outliers). Their dependent variable is the OECD’s Producer SupporateqPSE),
with the Cox Threshold as their primary independent variable—controlling for incerls, le

production levels, and political constraints.

The PSE was the primary measurement of agriculture protection until 2008 when it wa
replaced by a very similar measurement from the World Bank. The PSE issexbassa
percentage of gross receipts received by farm producers when theyisglbtios—what
agriculture economists call “at the farm gate”. For example, if one golasra PSE of 35, 35
cents of every dollar made by that nation’s farmer comes from some poot@dtionist
policy—Dbe it output subsidy, input subsidy, or market access distortion. A negative R8& me
that farmers are negatively subsidized or “taxed” by their govertsmeasually either through
strict price and export controls, or through government operated marketing boasdypé&tof
measurement is superior to a simple tariff, because it captures bothndrifbn-tariff sources
of price distortions Unfortunately, the PSE is only available for select OECD member nations

and the common study using these data could analyze only 10-12 countries.

! For further discussion about the accuracy of t8E Bnd other support measures see Oskam and M2@éteand
Tangermann, 2005.
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The primary findings of Park and Jensen are that institutional incentivegeb tarrow
audiences are, indeed, positively correlated with the level of subsidies W&ty of their
control variables showed expected signs, though their comparative advantageemeas(land
per labor) and rural population variable did not have a statistically signifelatibnship with
the PSE. This mixed result is more likely due to the small and uniform samplatidecty
faced, and less likely to be indicator that agriculture producers actuallyitii@enlpact on

agriculture policy.

Jensen and Park have made an interesting and methodologically advanced contribution to
the measurement of institutional constraints, but their results offer littheauagarding the
understanding of agriculture protection or its variance beyond the role of el@tstitations.

As they state early on, their countries are clustered in two groups “Aashelv Zealand, The

US, Turkey and Canada vs. the Rest”. With the exception of Turkey, their verb#tcamref

PSE variation maps directly onto their results, even after all of the careflysis. In short,

these are highly detailed variables that thrive in large and varied studiessétheir nuanced
explanatory power in such a small and uniform sample. This same approach could provide far
superior results, given a larger sample size and longer time frame. Thasigeyrwhat | will

do in my own analysis, aided by a new dataset that recently became aveoiabilee World

Bank.

| am able to pursue these questions in this chapter largely because of a conyarehens
new dataset, which alleviates many of the problems faced by previous authorsAnidgrson
and the World Bank recently created this agriculture protection database thdegragiiculture
protection data for more than 70 countries from the years 1955-2007. These countries account

for all but 10 percent of the world’s population and agriculture production. The sample also
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represents over 95 percent of global GDP, so we are hard pressed to identify athatintry

should be included but is not (Anderson et al; 2008). As a comparison, the largest sample size of
any previous agriculture study had been only 13 countries and the earliest datanHaohbee

1986. This new dataset uses a revised (though very similar) version of the RSEhea

Nominal Rate of Assistance (NRA)Additionally, it contains an array of developed and

developing countries in contrast to the 13 OECD member nations.

Research Design

| test the producer-institutional hypotheses of Park and Jensen using the Noaitenal R
Assistance as the dependent variable and variations of the independent veiaabRark and
Jensen (2007). | do not deviate from the underlying theoretical assumptions of Park andlJens
also follow the assumption that regulators balance the interests of fdnaemv interests)
against consumers (broad interests) and that there are institutionat(egaind producer
based factors that affect that “balancing” process, and hence createwanigolicy outcome
among countries. | moderate their hypothesis only by restating the impoofathe& producer-
oriented control variables that were not statistically significant im @ECD study.
Furthermore, the independent and control variables that | choose are congsptulat, though
the specific measurements may vary due to the nature of the new agriculteciqgatata set. |
tend to use variables that are more widely available for non-OECD coumigiésrdonger time
frames. Finally, | introduce a slightly different strategy to controkffects of the European

Union’s standard of agriculture protection. The approach and hypothesis of thietest

2 These new measurements were created in concrDwitflim Josling—creator of the CSE and PSE
measurement. See appendix Il for further discussio
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otherwise identical to Park and Jensen. This institution-centered desigestvilie following

hypothesis:

H1: Controlling for the political power of farmers (land per labor, agriculture share, rural
population), institutions that encourage candidates to target narrow audiences at the expense of

broad ones will have higher levels of farm-producer transfers (NRA).

Dependent Variable: | use the Nominal Rate of Assistance as the measwtaggiultural
protection. The NRA is very similar to the PSE used by Park and Jensen. The puincéongl
difference is that the NRA is the unit value of production less its value at theontedistee
market price expressed as a fraction of the undistorted price while the B@Eessed as a
fraction of the distorted value. The only functional difference is a measur#maérg not
necessarily less than one and is expressed in values ranging from -.86 tve 4.

(Anderson, et al 2008)

Institutional Independent Variables

Majoritarian

Park and Jensen use an interesting variable to measure institutional difencties
article. The Cox-Threshold is a theoretically continuous variable betwesarzdione that is
generally interpreted through its distance from 0.5 which representsdbstlarinority group
that could be ignored by all candidates in an election. The Cox-Threshold numbeeds$ &ubj

the number of candidates in an election as well as the electoral rules. Un#&dytuhat Cox
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threshold is continuous only within a certain data set and although Park and Jensen wédnt throug
a great deal of trouble to come up with their measurements for this variableetigthst of the
Cox-threshold as a measurement do not translate in this significantly latgestdBeyond the
difficulties associated with such an approach, there are concerns with thatpexfdhis

adapted institutional variable. This concern is particularly salient in lighiecdltnost identical
results of Park and Jensen between ranking high and low Cox scores and simply digtopguis
between majoritarian and proportional systems. Like Rogowski and Kaysél simply use

this dichotomous measure of electoral systems in order to capture the sense thiabmpabpor
systems are associated with candidates who target narrower concentesg=tsiffarmers) and
majoritarian systems are associated targeting broader, centmissiat@&onsumers) (Rogowski,
Chang and Kayser, 2008) .

Though | acknowledge far more intricate differences among and withintypeseof
electoral systems, the intent of this model is to isolate those institutifiea¢dces most
associated with differences in protectionist levels. In the future, a maiéedeanalysis of this
institutional variable should be studied in order to create a more continuous variabldeast

a greater number of categorical ones.

Producer Independent Variables

Land Per Labor, Rural Population, and Industrial Share: Park and Jensen choose Hidss vari
to control for the relativeize, importance, and productivity in agriculture production in a given
economy. It is these variables that determine the existing political powe africulture

producers in each country—before addressing institutional fattors.

% Each of these measurements is available in th8 P@ortions to Agriculture Trade Data Set.
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Land Per Labor: is one of many variables that attempt to capture the comparative advantage of
the industry and its competitiveness on the world markets. Less competitiveigsigsnerally
require, lobby for, and receive more protection. Countries with a great deal oflEtner® the
amount of available labor are expected to receive less protection than thosesaititra

relatively disadvantaged agriculture sector. Land per Labor is caltigtéividing the total

area of arable land per country by the total labor force. (LANDPERLABOR)

Rural Population: is a proxy for the importance of those receiving protectionist payments to their
surrounding communities. Larger rural populations suggest higher paymentstertiasyers

and agribusinesses in those rural areas. | have the benefit of an even notive etieiable from

the World Bank that measures the percent of the population that is “economigaéyirathe
agriculture sector”. This would cover anyone who benefits economically frama tgathe

agriculture sector. (POP_AGECACT)

Industrial Share: measures the importance of agriculture within the national economy as a
percentage of GDP. The logic is that where agriculture is more importéuet tational
economy, it will be more likely to be targeted for government intervention/patetie should
expectceteris paribus, less “important” agriculture sectors to receive lower levels of support.

(AGVADD)

Development Level: GDP per capita is almost always used due to the initial claim of Anderson

and Hayami that the level of economic development is the most important predlitter
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presence or absence of agriculture protection. This is an indicator of relativepteset, with
the logic that poorer countries tend to tax their farmers while richer caiptogect them.

(GDPPC2000)

European Union

Because of the similarity of agriculture protection for each of the deantnder the
Common Agriculture Policy (CAP), data for European countries over représerdspendent
variable within any agriculture oriented analysis. The CAP not only over egpsesimilar data
points, but over represents systematically higher levels of consumer taxe€ARdprograms
due to the historical development of the program. No other agriculture policy haobeen s
explicitly geared towardreating and then maintaining an industry by supporting prices above
both domestic market clearing and international prices. Though these policidsekbavdightly
moderated by WTO intervention, they still remain preternaturally highaltietnature of the
CAP and its role in the formation of the European Union.

When scholars encounter this issue in agriculture policy, they can respond in many
different ways. First, if the sample size is sufficiently large, thay choose to use the EU as
only one observation and not attempt to disaggregate out into individual countries. Thisduxury i
rarely applicable to those using small data sets that rely heavily on Europpdienstates. Park
and Jensen (2008) have done just this in their study as the PSE/CSE dataset theglaised ma
disaggregating each European country very difficult--if not impossiblele\his was an austere
and appropriate way to model the situation, it left the authors with only 11 countriesyeanal

and severely limits the degrees of freedom in which they can operate.
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Second, one could simply disregard the complexities of the matter and determihe tha
one country belongs to the EU, they take on all the characteristics of the Umeatirg 27
identical observations. While this may be the case for some mattersaiibigeiibes not apply to
most. This strategy was followed by Thies and Porche (2007) in which they stkasch
independent variable at the national level and then simply ascribed the EU meastdoeRSE
or CSE to each of those countries equally (EU=1.3, Spain=1.3, France=1.3, Greece}.1.3, etc;
While this greatly increases the sample size, it can cause more problanisttees. By
artificially increasing the sample size with highly correlatéerftical) observations we become
overconfident in our results.

Furthermore, because of the EU’s extremely high co-linearity with theopronal
electoral system, it is nearly impossible to determine which of those \eigl#xerting
influence on the dependent variable within an institutional study. Previous instit@traigses
commonly use OECD data only. Making any statement about electoral systemntkit small
sample becomes dubious when it is observed that the vast majority of proporticeraksyst,
in fact, the European systems. The conclusions to be drawn then are that eittogof)gmal
systems differ from majoritarian systems in a systematic way traB European systems differ
from non-European systems in a systematic way.

The final possibility is to attempt to disaggregate the individual nations based en som
rigorously applied logic. These attempts can be quite thoughtful and wedid;raftd need not
be as blunt as simply dividing each European figure by 27. In the Anderson et &t (20a9)
EU protection levels have been disaggregated based on national level price ddaeddoltady
and additional controls for each country’s share of EU level production. While tios as

perfect approach, it is an improvement over the approach of Thies and Porche, as it

27



acknowledges that food producers and consumers have different experiences in SpanyG
Portugal, and Greece—despite their shared EU policy. As data begin to coora thé EU on
national receipts and payments to the CAP, these disaggregations could be improved upon even

further.

Methodology

The following results are from a cross-national time series regressatysis of 59
developed and developing democracies from the years 1980-20# coding each country
that was a member of the EU either at the time of observation or within tweaofgaining, |
decided against simply entering an EU dummy variable into the equation. Whilesthetbing
inherently wrong with dummy variables, it would be an oversimplification of theepses that
are going on within the European Union. It is not simply that there are difeeneants of
agriculture protection in Europe, but that agriculture policy formation happens figrardi
process than in most nations, and therefore cannot and should not be grouped in with the others.
Therefore, | have chosen a strategy of interacting the EU dummy eandhbleach of the
independent variables to—in essence—create two separate analysesply irsclude a
dummy variable in each analysis, | only acknowledge that the intercept of tmeldepeariable
(in this case, level of the Nominal Rate of Assistance) is higher. Byaatireg the dummy
variable, | am acknowledging that the independent variables actuallyalthfferent effect on

European outcomes than they do in countries where policy is made at a national leved. Thi

*www.worldbank.org/agdistortions: Countries in sample: Argentina, Australia, Austria, Bangladesh,
Benin, Brazil, Bulgaria, Burkina Faso, Camerooan@da, Chad, Chile, China, Colombia, Cote d' lv@zech
Rep, Denmark, Dominican Republic, Ecuador, Egiptpnia, Ethiopia, Finland, France, Germany, Ghana,
Hungary, Indi, Indonesia, Ireland, Italy, Japannife Korea, Latvia, Lithuania, Madagascar, Malaysiali
Mexico, Mozambique, Netherlands, New Zealand, Nigaga, Nigeria, Norway, Pakistan, Philippines, Pdjan
Portugal, Romania, Russia, Senegal, Slovakia,eBiay South Africa, Spain, Sri Lanka, Sudan, Sweden
Switzerland, Taiwan, Tanzania, Thailand, Togo, ByrkUganda, United Kingdom, Ukraine, United States
Vietnam, Zambia, and Zimbabwe
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the most important characteristic of the EU in this study and | am fortunatehetacugve a
large enough sample to accommodate this form of analysis. Below are th& oéthe cross-

national time series regression analysis.

Table 2. OLS estimates for Nominal Rates of Assistance (NRA)

All Countries EU Omitted

Land Per Labor .0148 -0.108
(.183) (0.239)
GDPPC -.000021*** .0000067
(.000007) (0.00001)

AGECONACT  -.00000008*** -.0000000008
(0.000000001) (0.0000000008)

AGVADD -.013*** -.0112%**

(.004) (.005)

Majoritarian -0.122 -0.191
(0.205) (0.184)

R 0.1473 0.14

N 911 675
sigma_u 37644 . 34580
sigma_e 26364 . 26742

*** n<0.01 ** p < 0.05, * p < 0.10. OLS coefficigs with clustered standard errors). The model&westimated
with random effects for intercepts.
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Results

Like Park and Jensen, these results are far from compelling evidence for aeproduc
based explanation for variation in agriculture protection.. Park and Jensen’s gimdangys are
that the institution type (Cox Threshold) is negatively correlated to thedésabsidies (PSE).
Many of their control variables showed expected signs, though their compadstareage
measurement (land per labor) and rural population variable did not have a significant
relationship. The results above are very similar.

In this model, GDP, AGECONACT, and AGVADD were the only significant
independent variables in this analysis and while GDP and AGECONACT are sayrsestently
with the producer model’s expectations, AGVADD had a slightly negative effesr & positive
effect was expected. Interestingly, when controlling for membership indhA&VADD is the
only significant variable remaining.

There are a few possibilities for these outcomes and their slight ddtefeom those of
Park and Jensen. First, the outcomes of Park and Jensen were modeled on a muchmspialler s
of only developed countries. Though their institutional measure was significantntieh
smaller sample size negates many of the differences that atse largjer sample. In this
particular case, we have every reason to expect that government typgdraBcant effect on
producer and consumer interests. However, since producer support (NRA) is an @eompl
measurement of which interests win and lose within a country, it makes lsahs®tels that
use this institutional argument to predict only producer support will not achievestiiesrthey

desire.
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The inverted sign on agriculture share (AGVADD) is not as surprising as it loat
and in fact, there is reason to believe that this positive “effect” might be tleeappropriate
expectation to have. Agriculture’s industrial share presents a difficuureraent problem,
because it is difficult to ascertain the nature of the relationship betwetectmonism and
industry share. One argument is that the size of the sector influencgereabout levels of
protection. Conversely, one could also argue that levels of protection influence theyindust
share. It cannot be said with any certainty that the internationaliigrecindustry receives
protection because they represent a large share of the industrial outpey(asald in, say,
Zambia) or whether that industry represents a large beesase they receive protection (as
they would in the European Union). Furthermore, variables that are meant to measure
comparative advantage cannot be measured accuaftgglprotectionist barriers have been
erected, because they cannot be disassociated from the policies that thesndesl to affect.

Rather than expecting that larger agriculture industries wilk @lore protection
because of their importance, one might assume that the smaller industriesispatdgasily be
the targets of greater intervention based on their small, concentratedsnisréarger and more
diverse interest. The fact that this is the only variable that remamficagt after the EU is
removed suggests that the European Union and its highly correlated NRA’s arg drany of
the results of the first model. Using so many similar observations, even thoygirahet
identical, over represents these interests and can make us overconfident inlsundh one
similar group exerting such influence on the results, these results qaohsistent and not
recoverable in a full population. When the EU is omitted from the analysis, manyef thes

producer relationships disappear. Park and Jensen may also have found thatahshigisti
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between their variables would diminish in a larger sample with more variegonomic and

institutional characteristics.

Conclusion

This chapter supports the logic that political institutions and economic chastcsent
the farm sector are important components of agriculture trade policy formattortihately,
this chapter also demonstrates that models which rely solely on producers amiibimstcannot
explain the variance in agriculture protection among countries. Variables sucio@e |
industry size and comparative advantage are certainly key determinants cffiqgmasea.
Endogenous Tariff Theory suggests that at least some of the variance in NR¥esleavariables
fail to explain most likely lies in additional control variables that réteasumer
characteristics. However, it is unlikely that any number of additional corarbles could
explain all of the variance in protectionism in this study because NRA is sihopan accurate
measure of protectionism. Additional independent variables could explain morevafitdnece
in NRA, but these results speak only to one side of protectionism—producer gains. In a model
that produces winners and losers, testing only the NRA can only present conclusionikeabout
amount of winnings. The benefits to these producers can only be interpreted in cahdée: w
effects of that policy on the consumers of their product. To do otherwise would be liketipgedi
the outcome of a baseball game based only on the home team’s score. One couldahterpret
manner of causes for that one team’s score, but unless there is alsoca thlyother side, we
cannot determine who won the game. Similarly, we cannot say that majoriiatiams target
narrow audienceat the expense of broad ones simply because they have a higher level of NRA.

This does not give us a chance to view the full impact of those policies.
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The underlying problem with any model that measures only producer interegiel&ay a
outcome is that they are not accurately modeling the theories upon which we he/éhizas
work. The basic Stigler-Peltzman framework explains that regulatoghvwweoducer interests
against consumer interests to make their decisions, yet these producedanedels only
model the interests and outcomes for one of those parties. No stable balancectasvbd a
with such an approach.

When these empirical analyses are compared to the tripartite thdarresogenous
protection, it should be unsurprising that producer-oriented models have not had gresst atucce
predicting levels of agriculture protection. This experiment, like many otheysehigfsupports

motivation for an alternative route to explaining agriculture protectionism.
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Chapter 3: Determinants of Agriculture Protecticarieince--Consumer Support as

Protection

Problems that exclusively concern consumers cannot be said to exigtsacety. This,
however, does not make it less relevant to develop concepts and theories akedh possible
to analyze and understand societal problems from the particular viewpthetasnsumer

-Hans Rask Jensen (1986)

The question posed at the beginning of Chapter Two was this: “Why is there so much
variance in agriculture protection among countries?” Those who attempt to d@hiswprestion
had looked to the same place when posed with this question, the Producer Support Estimate.
After all, the variance in farmer support is and has been widely varied. Yienttten of the
PSE (NRA) cannot be reconciled with the theories of preference formation aedlihes of
protectionist applications. This chapter takes a different tact. Rather thahingguletection as
an accumulation of producer benefits that may harm consumers, | model protettioseas
costs that are passed on to the consumers. The Consumer Support Estimate (CSk)lsas bee
widely available as the PSE though have never been used in an empirical sbajydties
greatly among countri@sThe rationale for avoiding this measurement is not immediately clear,
but the benefits of testing these data are clear. First, the primaryrcéimaemost citizens have
with farm subsidies is that they increase the costs of food for the rest of us whdaomot
These costs, then, are the more politically salient issue of protectionisnectmel sssue is
perhaps a methodological oversight on the part of my predecessors but nevettiel@S&E

actually represents a more complete measure of protection insofaressiings both farmer

®In 1998, Japan had a -50 CSE, while the UniteteStaad only a -1 and China a positive 2.



benefits and any additional side payments made to consumers. | will discessvhéssues at
greater length below.

The primary theoretical concern with the producer-oriented models is thagwébs of
each to test an incomplete version of a complete model (Stigler-Peltznma&o)maA point, the
original intent of a producer, consumer, and regulator model became solely a pesdlice
regulator model. Therefore, inclusion of consumers into these models is not a netsdea; i
actually a very old one. This does not suggest that producer concerns are somelhdhalesse
consumer concerns in the determination of trade policy. Quite to the contrekgipirvdedge that
(especially in the United States) producer concesnally outweigh consumer concerns in the
minds of politicians. In this sense, one could say that protectimualy “for sale”. The key to
the consumer argument —which speaks to the broader trade literaturesimfiigtbecause
somethingusually happens, does not mean that it &ilvays happen. Therefore when
encountering an empirical situation that the formal models cannot explain, st i® h@ok at
some of the assumptions of that formal model.

| argue that the consumer has not been intentionally omitted from the studyeof tra
policy as much as it has slowly fallen by the wayside due to complacency. Mbsttohe, the
consumer is unable to exert much visible influence. At some point, this tendency was
transformed into a misinterpreted fact, whereby scholars simply assurhdtethavere not
germane to policy formation. The primary reasons for this gradual deelimedur
understanding of the collective action problem as well as the lack of empestial in the
endogenous tariff literature.

The purpose of this chapter is to pursue the idea that protection can best be expgtained if

is defined as a cost to consumers—rather than as a benefit to producéneMisitlthe
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Endogenous Tariff literature to ground these assertions, and then present sonreegualel
understanding consumers that may disconfirm some generally held suspicions about the
efficacy. Finally | perform an empirical test similar to the one in @rapto, though with

Consumer Support (CSE/CTE) as the dependent variable, rather than PSE.

Literature Review

There is little extant literature that measures protection in ternasisfimer interests;
though any that would be applicable has been included in the previous discussion in Chapter
Two. In this chapter, | am more concerned witly the consumer has been omitted from our
literature, both theoretically and empirically. The answers to this quesionthe popular
literature on collective action and the adoption of producer based explanations into many of
popular formal models. | review many of these works and then look at a recent work by
Rogowski, Chang and Kayser (2008) that is one of the few empirical studiesciises on
consumer interests. | combine this approach to the previous approach of Park amtbJense

create fuller hypotheses to test.

Collective Action and the Consumer

The Collective Action model of Mancur Olson (1965) and George Stigler's Theory of
Regulation (1971) each address consumer interests very specifically. Unfgtumaither
offers a dynamic role to the consumer—though they offer specific reasossidigast a
rationale for the consumer’s omission. According to Olson, consumers are ghgrlaug in a
partial equilibrium model—attempting to provide a public good (lower prices) agel ¢goups
have trouble providing collective goods because
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1. Each group member has a lower share of the benefits
2. ltisless likely that any single person’s benefits of helping provide the epareed the
costs, and

3. Organizational costs rise with group size.

These are not controversial statements and when formulating a model of tragéquoiation it
is easy to see why the focus of attention has been on producers and their inktnest$am
these unorganized, unmotivated, rational consumers. Grossman and Helpman take this logic

step further, stating:

“In reality, the most serious political competition to protection arises when higher

prices stand to harm other producer interests downstream.” (1994)

What they are suggesting takes the logic of producer-oriented studies to a trextyimge—
suggesting that consumer interests are so difficult to defend, that the onlynged teproducer
interests “buying” protection isther producers. While it is true that producers often find
themselves at odds with other producers, there are numerous political leaders wiecdratiye r
had troubling experiences with dissatisfied consumers and might feel diffexkatit Grossman

and Helpman'’s suggestioh.

The reality that these authors speak of is, in fact, only one narrow slice kdrgiciure.
Other realities do not present the collective action problem as this $aittagcompli for

consumers. When looking at farmers, those who espouse the collective action problem are

®1n 2008 alone, the Prime Minister of Haiti was oaed from office over the price of rice and thesitent of
Cameroon faced bloody anti-government riots inoasp to spiraling food prices.
http://www.reuters.com/article/idUSN12282450200884 1
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correct that in the United States, the consumers of food are far more spread genarally
unconcerned about marginal increases in food costs to become politically dcfledg also,

by definition, outnumber the producers as food consumers consist of every living human withi
this country. However, this theory can be turned on its head if the farmer isaNigather than

American.

In the developing world, farms are small, plentiful, and spread out over huge areas of
land with little or no transportation or means of communication. In contrast, food consueners
often concentrated into a single large urban area--such as Lagos—whemeansave both
the organization, interests, and ear of the government to make their voices heasnpleis
idea is the root of the “development paradox” that we discuss in agriculture gohkegil as a
good way to isolate my main contention against the collective action logic famgnaidnsumer

interests.

Grossman and Helpman had no intention of providing an international model when they
began their work, but it is necessary to compare multiple countries in order tadedipnmodate
the effects of consumer influence. The exclusion of these interests could havedided a
earlier if these studies had focused on multiple countries (in which the aalaction problem
might favor different groups) or if it had been tested on a variety of econornucsseny
general economic sector would probably recover the usual results for the produiger, but
variety of different economic sectors could be tested, the different obrdstics of the goods
would become more apparent. Just as there is no one “international farmer” tbatistits
across the world, there is no one “domestic consumer” that shares traissesmiosonsumer

good. Similarly, there is not one general type of good. Keeping in mind Olson’s threensoble
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associated with large groups (consumers) we must ask: Given thesedimjtahder what

circumstancemight the consumer overcome these problems?

There have been plenty of suggestions on how to overcome the collective action problem
for various groups. However, there is not a specific policy innovation or social ketg/or
strategy that needs to be applied to this case. Rather | posit that each ecawoniand each
consumable good is bestowed with certain inherent characteristics that caatente

collective action problem.

The Dynamic Consumer: Typologies

Three factors help us determine what type of consumer is involved in any speaifyc pol
issue: Economic traits of the consumer, demand/price elasticities of thenairle good and

spatial distribution of the consumer.

Here again, agriculture is helpful in elucidating these differences, ifiyniyay of
example. There is no reason that these same traits would not apply to any ecoctonsic se

These issues can be briefly explained in a series of scenarios.

How important is this good? Costs of action vs. Costs of protection

When government protects one industry from imports, we expect an increase in the
domestic price of that good. This price increase is absorbed by the congauadyy, this
increase is small for each individual as it can be spread out over a large nundresuofers.
Even if it is troublesome to that consumer, the costs to mobilize against it outieigice

increase. | maintain that this depends on the consumer and the commaodity in question. For
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example, if my government decides to protect the makers of something luseaby rarely

need to use, this theoretical explanation is accurate. It is not worthwhiledosamer to travel

to Washington to demand that her drums be released from government control so that she may
buy cheaper European imported drinttowever, a price increase in a good that this consumer
used more often, or had fewer substitutes for (such as food, clothing, heating oil) wkelthena

costs of political action more worthwhile.

How wealthy are these consumers?

Income becomes an important factor when considering the political impamsafroers
on price increases. Highly elastic goods, such as luxury products, may seeease in demand
when consumers become wealthier, whereas highly inelastic goods, such asdoussch
increase. This phenomenon happens in reverse as well, such that lower income (lidmpfe wi
fewer luxury watches, but need no less food than wealthier people. The relativameat
the good, as discussed in the example of sugar—is also subject to income or wealth
discrepancies. Agriculture provides an excellent example of how personit ingzacts
choices and reponses to price changes in different goods. Figure 2 belowsdisplay

relationship between income (GDP) and the percent of household budget spent on food.

Figure 2. Relationship between GDP and % of Household Budget Spent on Food.

" The United States levies a 2.5 % tariff on allopesion instruments entering the United States.
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The increased importance of food within poorer households can be explained by Ernst
Engel’s law, which posits that with a given set of tastes and preferencespeirises, the
proportion of income spent on food falls, even if actual expenditure on food rises. This simply
means that the personal budgets for food remain relatively fixed—even as hdusebiwie
increases. Therefore, wealthy consumers will be affected less by fogdgurices than poor
consumers. The absolute costs, of course, remain the same, whether a conschmar peor
but the relative costs change drastically. The difference between almualutelative costs is
due to the extreme income elasticity of demand for food. The impact of a fiveidoikzaise on
basic food stuffs is going to resonate far more with a poor consumer (to whom this might

represent 50% of their total budget) than to a rich consumer.

Ironically, this tends to skew consumer power toward the poorer consumers (another
reason why it is rarely seen in the United States). When consumers are poomnardrgjee

percentages of their income on food, they pursue policies that will lower the ctstd dbut as
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their incomes improve, the pressures to keep prices low will decline. (Bates amddRod880;

Anderson and Hayami, 1986; Lindert 1991)

Who consumes this good?

We must also consider who is consuming each of these goods. It is here that Grossman
and Helpman were quite insightful with their “producer vs. producer” prediction. Take, f
example, sugar—one of the United States’ most heavily protected produmteelaéively
accepting of sugar that costs around two dollars for a five pound bag, when | could easily be
purchasing Cuban sugar for (at most) one dollar for the same product. | will ordgeisé
these bags every year, so the extra costs are not that important to me. Mgugse f not
limited by cost, merely by my personal need for sugar. However, whereeediftonsumer uses
hundreds of tons of sugar every day, like those at the Mars and Hershey corporationsdo, pay
double the price can become a real problem. According to the US Sugar Alliance, thieeédp ¢
and candy corporations in the United States consume nearly 72% of all the sugaggroduc
within the United States. These consumers are neither geographicaligdsusa politically
irrelevant. Hershey, for example, recently moved a major part of its apesad Mexico in

response to government’s failure to control domestic sugar prices

Wher e are these consumers located?

8 http://lwww.r euter s.com/articleidUSTRE57C00220090813
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Finally, we must consider the spatial distribution of the consumers of each prouet be
determining how the political process might unfold. In the case of food consumeisgrithe
narrowly defined by the geographical space that exists between each cenrsueasured by
urban or rural populations. Just as having a large number of farmers that aspgeady
dispersed inhibits their political power, a large number of geographicallgctated
consumers will increase theirs (Bates and Block, 2009). In the case of other gbausne
targeted consumers such as medical professionals, golfers, AARP mentbeitdsetqually
important to determine where these consumers might be located or otherwestedffiith one

another.

| give these examples, not necessarily to generate a new model ofipnigen, but
merely to point out how applying these producer-oriented formal models to a spehiBtry
(rather than a theoretical one) elucidates some flaws within that modeisTéss a
shortcoming than it is a product of the little data available to study these phendiafhaata
is available for many sectors, but in reality, tariffs represent an almaghgible amount of
protection in most industries that are generally protected through countlesgaNff Barriers

(NTB's).

| propose that the assumptions of consumer complacency must be made on a csese by ca

basis taking into consideration

1) The income level of the consumer in question
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2) The location of that consumer in relation to similar consumers

3) The value of that good to each consumer.

This is simply an acknowledgement that there is no such thing as a monolithic “cohstime

has an equal interest in the price of two very dissimilar commodities.

If the expectations of consumer, producer and regulator interests are nubdethie
way, the inability to explain levels of agriculture protection across differeuntries then
becomes more apparent and less troubling. It is not that agriculture has sonsalroytimique
guality that makes it incomparable to other goods. It simply has a more variedheorisse,
and low income elasticity of commodity. If we measure protection onlynmstef producers,
we will not recognize this difference and our results will suffer. To omiintieeests of
consumers in any model is problematic, but given classic assumptions, onesuegjtassume
little effect on analytical outcomes. A more vigilant approach would be simglgrisider some
of these traits when testing the Stigler-Peltzman framework. Ratherttbarypting to measure
the precise income elasticity of every consumer good to determine if the ansight be
more or less powerful, let me simply suggest that we include consumer inter@stsnodels—
regardless of the sector in question. There is truly nothing to lose and only incrqalaadtery

power to gain.

Consumers and Institutions

There are few empirical studies that specifically concern consueeests. Rogowski

and Kayser (2002; Rogowski, Chang and Kayser, 2008) present one of the few consumer-
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oriented empirical studies of recent years. Similar to the narrow/broadgteensies of Park and
Jensen, Rogowski and Kayser propose that Single Member District electteai sgse
systematically more “consumer-friendly” than proportional representatistems. Although
these articles are not about trade policy formation, per se, the logic oétiational approach

is tailored to this field perfectly.

The model of Rogowski and Kayser is based on the Taagepera and Shugart model of
seats and votes, which centers on the underlying logic that legislators itirmember
proportional system can win election without acquiring 51% of their distxiotsts while a
legislator in a majoritarian system (two parties) cannot. Likewaitons allow for a greater
variety of winning Condorcet sets within multimember districts. Finally gtirasious paths to
victory make the “value” of votes differ between proportional and majoritaridn,each
additional marginal vote being more valuable up to a certain level in proporticteisyand

vastly more valuable to winning election majoritarian systems.

It is this last idea of “vote elasticity” that Rogowski, Kayser and Chae@sishe
primary characteristic that distinguishes different systems. Veiplgiput, their logic relies on
the notion that majoritarian systems have a higher “vote-seat elasti@ty’their proportional
counterparts. According to Rogowski, Chang and Kayser, each legislatorastprewith votes
(represented by consumers) and money (represented by producer interegtgjll Hiempt to
maximize both by selecting a position that satisfies both ends. The “ejésifcit vote is the
relative value that a legislator places on each additional vote. In magorisystems, votes are
marginally more important to the legislator, and hence her decisionswdltdadavor positions

that are favored by consumers/voters. In proportional systems, additionahreoted valued as
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highly and hence we should expect legislator positions that are less favmrdnlendly” to

consumers.

Stigler-Peltzman Regulation

Profit

Price

Working within a Stigler-Peltzman curve, it is easy to identify positionsaifgatore or
less consumer-friendly. The figure above demonstrates the equilibrium positi@ansumer,
producer, and regulator. Rogowski and Kayser’s claim is that a consumer frientlbnpos
would have the regulator’s position (Pr) moved slightly to the left—hence loweroes pr
However, this distinction becomes less clear when applied to real worltiosisuaVithout the
benefit of the diagram, it becomes more difficult to identify if one nation is fimdl their
consumers than another. It is harder still to measure this friendliness oma@osniand
comparable scale. Rogowski, Chang and Kayser use their framework to pieatithey call
price levels—a simple variation on Purchasing Power Parity (PPP). Therefore: the lewver t
prices, the more consumer “friendly” the country. This measurement isesslgcbut as

discussed in their 2008 work—it presents many problems as well.

Price levels, more specifically Purchasing Power Parity, can baeadfby a number of
outside factors such as personal wealth (Penn Effeetiural and unnatural barriers to arbitrage

and differences in market size. They attempt to remedy these problems witpraloensive list

° Or Balassa-Samuelson effect (1964)
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of control variables. In Rogowski, Chang, and Kayser (2008) the authors revisit their @02 w
and respond to their many critics. As they mention, few of their critics digbdlibat

majoritarian systems and proportional systems might offer differentategyloutcomes, but
many guestioned their analysis. Common criticisms included their rathidstt@set and time

period, while others offered additional control variables for the main dependenteariabl

| maintain that careful selection of a dependent variable that speaks divezlysality
will always yield better results than even the most rigorous attempistéde such a variable
through numerous controls. The primary concern with “price” is not that it istitaily
problematic, but that it is functionally problematic. Prices or PPP are toenfaved from the
Stigler-Peltzman framework of regulator choice to be a testable medsueh a hypothesis.
Certainly legislators and legislatures may be able to margiatiigt general price levels, but it
is hard to imagine a US senatieciding to lower the national price levels in order to exchange
money for votes. Even less likely is thiglity of that senator to have the opportunity or power to

make those changes.

This is not to say that price levels are invalid measurements of consumer/produce
preference, they are simply too broad. There is no suggestion in this work thatamajori
systems are “pro consumer”, but only for a certain subset of policies.ldigiceof Rogowski
and Kayser holds—that institutional differences can skew the interestssthie from
producers to consumers or vice versa—then that logic should hold regardless of what decision or
sector is in question. The more exchangeable the issue in question, the stronger yiaginder
theory becomes. The challenge is to find an issue that more directly reptégsergigulator’s
decision making process. Since the Stigler-Peltzman framework is geebarathe ability of

the regulator to select a position and make a choice that enacts this positioacéssary to
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select a dependent variable that more closely represents this spedsiierdett is highly

unlikely that the average US Representative would ever find herself wotib& price levels.
However, it is far more likely that the same representative will be preseritea specific issue

and a range of options from subsidizing to taxing their consumer base and pick a continuous and
measureable level at which to do either. Such an issue specific decision allavasrémt and
measurable way to test the Stigler-Peltzman framework and asddbieteies. The Agriculture

sector provides just such a variable in the Consumer Tax Equivalent.

Consumer Tax Equivalent

Rogowski and Kayser most likely tested the traditional hypotheses againokaging
Power Parity and other broad indicators because policy specific data adiffiewit to obtain.
In the rare instances that reliable data exists, we must exploit thosesstmupeit our theoretical
models to the test. Fortunately, there is a large and high quality datas@tisamer interests in
agriculture. The same World Bank dataset that provided the producer-centric dRAchldes

a measurement of the Consumer Tax Equivalent (€TE)

The CTE specifically measures ttasts of government market interventions on
consumers. This is in contrast to the NRA, which measures only prdoineéts of these
government interventions. For some, like American consumers, the consumer taatlisquste
low and sometimes even negative (a consumer subsidy). This effect couldbloealttio the
U.S. Department of Agriculture surplus food programs, commaodity target prices, ardizadsi
storage programs—all of which have price depressing effects beyond thgatar(after the

producer receives his or her money for the product). For others, like European consurteexs, the

¥ The CTE is functionally identical to its predeaas€SE of the OECD dataset
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is often quite high. This is caused, in part, by domestic price supports at the farandather
non-tariff barriers to trade. In either case, this measurement praesaats picture of a
legislature that weighs consumer interests (low food prices) against prattecests (protection
from imports) and decides exactly how much their decision will cost their corsWiign few
outside factors confounding these readings, we are left with a simple equatremwingher
CSE/CTE's represent consumer unfriendly policies and lower CTE’s repasesumer
“friendly” policies. The CTE represents therefore represents an impeotewer Rogowski
and Kayser’s price levels or the World Bank’s NRA for conceptual and methodologasains

alike.

Conceptually, the leverage of a policy specific data set is that it redecestémnal
factors that intervene between regulator choice (Stigler-Peltzmdrmkserved outcome. For
example, while changes in the Consumer Price Index or Purchasing Powec&ahe
attributed to any number of macroeconomic factors, particular issues—saghcasture
subsidies are issues that legislators can and do make decisions to alterindiiesal issues
shed light on more direct regulator/legislator actions and their pro-consumeir@sresumer
biases. Protectionism is an obvious starting point to begin a test of StiglerlantaRdecause
industry protection clearly pits producer interests against consumer ist@viese protection
equals higher costs for consumers of those goods). Agriculture, while seearirgybitrary
issue to look at, is quite useful for a test of Stigler-Peltzman as well estdrea for consumer

involvement in policy making outlined above.

First, food fits the criteria of “importance” as it is one of the few univigreahsumed
products and the only publicly traded necessity. While a regulator might feglarttrthat she

could protect a domestic automobile company without angering too many consumers of that
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product, that same regulator must tread carefully when the consumer markseneépevery

single consumer in their district, state, etc. Not every consumer will egoaytomobiles, but
every consumer will be buying food. Likewise, in nearly every case, agrigyltatection raises
the domestic costs of food. As food prices increase, food consumers bear the brunt of these
increased food costs. When these food costs become unbearably high for the consumir, they
react politically. This is the “balance” that government officialstayiag to strike between those

who receive benefits (farmers) and those who incur costs (consumers).

Next, for poorer consumers and consumers in poorer countries, food becomes
inordinately important due to the extreme inelasticity of demand, and may befdu
consumersbnly expenditure. The elevated importance of food (and food prices) underscores the
political salience of food pricing policy—even more so as income decr€tseslear that
Rogowski and Kayser were attempting to capture this universality with'gineie” measure,
but food is a simpler route to the same destination. Indeed, food comprises adpoygqn of
the Purchasing Power Parity’s “basket of goods” and protectionism is theyptinratural

barrier that makes PPP unreliable and drives much of its variation.

Finally, a focus on agriculture presents a clear and direct route Ipetegadators and
consumers in ways that cannot be captured by a broader measurement. The Citly expli
measures how much the agriculture policies of a given country are costing thmeonef that
country. Unlike Purchasing Power Parity (PPP) or other international indiciterCTE is not
dependent on foreign currency or exchange rate fluctuations. Instead the GllEawnealy the

effects of each countries agriculture policy on food prices—compared to the tiot@shprices.

" The observation that, “with a given set of tasted preferences, as income rises piteportion of income spent
on food falls, even iactual expenditure on food rises” is known as (Ernst)détisgaw. This merely suggests that
the income elasticity of food is less than one.
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The CTE is expressed as a percentage—such that a CTE of .45 tells us thiaeteafi that
particular country are paying 45% more for their food than they would be in the abkence o
national trade policies—regardless of inflation, pegged currencies, or pnesittten prices.
This measurement is unique to each country of measurement and clearly indieates w
consumers would be paying less for their fbatfor the actions of their national government.

Only domestic trade decisions can cause fluctuations in these measurements.

Methodologically, the CTE represents an improvement over the NRA because tle CTE
inclusive of the NRA, while the NRA is not inclusive of the CTE. The Nominal Rate of
Assistance (NRA) and the Consumer Tax Equivalent (CTE) were creatée 2008 World
Bank database by the same people who created the PSE, NPC, and CSE for the OECD many
years ago. The creators are quick to point out, that “the CTE and NRA will be alentic
(consumer tax=producer benefit) if the only government interventions are at dee per
tariff). Since there are likely domestic production or consumption tadesdses as well, the

CTE and NRA nearly always differ”. (LIoyd et al; 2009)

These measurements are clearly different, but the question remains:riseeasurement
better than another measurement? The answer is yes, both theoretically archgmpirst,
since the CTE represents the losses from producer protantimide payments that the
government might add in, the CTE is a more complete measurement conceptualljyuatiiss
is analogous to the measurements of net pay vs. gross pay. One could investigdtenaktit
effects on people’s salaries, but if those measurements are only of grass,si@y miss the
taxation process that provides the most obvious effect of the government. $irinfldud

Rogowski and Kayser) the goal is to measure institutional effects of “con$ueneliness”, the
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goal cannot be achieved through models that rely only on producers without considering

additional government intervention on behalf of those consumers.

Hypotheses

Based on the results above and on the logic | have presented, | attempt to explai
variation in the Consumer Tax Equivalents using consumer and institutional chatiasteri

Based on the discussion above | formulate two hypotheses.

Hypothesis 1: Countries with richer/poorer average consumerswill have higher/lower levels of

Consumer Support for agriculture. (CTE)

Where consumers are wealthier, increases in food costs are lesolileglg to political
action against lawmakersbase this assertion on an economic concept known as Engel’s Law.
(Ernst) Engel's Law posits that with a given set of tastes and preferasdesome rises, the
proportion of income spent on food falls, even if actual expenditure on food rises. This simply
means that the personal budgets for food remain relatively fixed—even as hdusebiwie
increases. As discussed previously, wealthier consumers will be affesseoli higher food
prices than poor consumers. In a relatively poor country, government oftiaralseeep food
costs low to prevent consumer backlash by either taxing the farm sector ty mogégrotecting
it at above market levels. In relatively wealthy countries, goverrswant rely on high
consumer incomes to prevent the same backlash. In the case of food, low prices and high
incomes seem to serve the same purpose and hence, consumers are likely to foathe it of
for agriculture protection where average incomes are higher. Ironicalpotbrer consumer is
actually the more powerful consumer because he or she is more motivated tharittherwea

consumer to pursue political remediation.
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Hypothesis 2: Higher/Lower agglomerations of consumersin large urban areaswill be

associated with Lower/Higher levels of Consumer Support for agriculture. (CTE)

The puzzle of the developed world is how the dispersed consumers of these countries
could ever wield power over the concentrated farm lobby. Most assume that fagstte
overcome consumer interests simply because of the classic colletitvepaoblem. However,
in developing countries, the rural farmer is the one with the collective action mrefséther
than the food consumer. The more dispersed the food consumer is, the harder it is to oellectivi
their interests for lower food prices/less agriculture protection (Bates).\8&ére the
population is more urbanized and centrally located, riots, demonstrations, and otheciadts of
disobedience are more likely because they are easier to plan and carry owisd,ikensumer
groups, political organization, and even price information are more easily obtainedm ur
settings. Therefore, it is expected that the organized (if only geographamailyumer is a more
politically powerful consumer, and hence will observe more consumer “friendligigmthan

the consumer who is geographically dispersed.

H3: Majoritarian systems of government will be more consumer friendly (lower levels of CTE)

than proportional systems.

In line with the logic of Rogowski, Chang and Kayser (2008), | predict that rt@jan
systems will be constrained by their votes to a greater extent thandheagues in proportional
systems and therefore tend toward more consumer friendly policies. Rogdwakkised a
modified measure of Purchasing Power Parity as their dependent variable ito aeiermine if
a country had a consumer “friendly” or “unfriendly” policy predilection. The GI&mply

another way to operationalize what constitutes a consumer “friendly” palioying that high
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CTE’s are consumer “unfriendly” and low CTE's are “friendly”, | expectftrener in

proportional systems and the latter in majoritarian systems.

Research Design

| test these hypotheses with a time series cross sectional analysiscoh&&atkic
countries in the time period of 1980-2007 to predict levels of consumer food tax among
democratic countries. Because this type of analysis tends toward pametyinduced
heteroskedasticity | have clustered standard errors on country. | éxigeuabdel to yield more
explanatory power than one that measures protection only as producer gailNRRSE/
because, as | previously argued, consumer measurements represent@mptete view of
protection that includes both producer gains and the moderated losses to the consumer, Howeve
| maintain before | begin that while this ibetter approach than modeling only the producer, it

is still not yet a complete approach.

| model consumer tax using the World Bank’s Consumer Tax Equivalent (CTE). The
CTE in this sample ranges from -.84 to positive 3.71. (Anderson, et al 2008) Countries are coded
either majoritarian or proportional from Matt Golder’s “Democratic t#led Systems around
the World” (2005). Consistent with Rogowski and Kayser, | expect that majanitaviantries
will exhibit consistently lower CTE’s than their proportional counterparts.rQrldependent
variables represent common determinants of agriculture protection asdélecteecent
agriculture protection literature, most notably Park and Jensen (2007). Three primary

determinants of Consumer Support are generally accepted to be:

1) Development level of countryfGDPPC2000) Poor countries tend to tax their agriculture

sector to the benefit of their consumers while rich countries tend to taxdnsinmers at the
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expense of their consumers (Anderson and Hayami, 1986). | use GDP Per Capita p$aa prox
development level using a measure of gross domestic product per capita measuged i
Dollars from the UN Common Database. Though others might select PurchasieigHzwity,
GDRP is the preferable measurement for agriculture as the variable sapitithe ease of buying
products within each country, but rather each country’s “level” of developnsavis other

nations. | expect that as GDP increases, CTE will also increase.

2) Comparative Advantage of the Agriculture sed(bANDPERLABOR) The Heckscher-Olin

theory of international trade predicts countries with an abundance of land reddtbert will

have a comparative advantage in agricultural production. Cou(gties as the United States or
Australia) that have a comparative advantage in agriculture will divedsfaway from
producers to the benefit of consumers. Smaller or less advantaged sectors Jspempas/ould
do the opposite. (Park and Jensen, 2007). For this variable, there are many proxies. | have
followed Park and Jensen with a measurement of land per unit of labor—this is derived by

dividing the total hectares of arable land by the total labor force in each econoonlgd B&nk)

3) Level of urbanizatioURBAGGL1) Similar to the developmental predictor, countries with

large urban populations and urban centers tend to skew agriculture policy toward the food
consumer for necessity and because of the collective action made possiblelbgeh@oximity

of consumers. (Bates, 1984; Bates and Block, 2009) For this variable, | use the World Bank
measure of percentage of the population living in urban agglomerations larger than 1,000,000

people.
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MAJORITARIAN: Countries are coded either majoritarian or “not majoritarian” based on the

Golder data set used in the previous chapter. Countries that are coded eithdt miraulti”
democracies are coded as PR or “Not Majoritarian”. Because legislatoggoritarian systems
have more electoral motivation to pursue broader interests and additional votexpewsethat

consumers will be marginally favored in these countries; yielding lowelsl®f CTE.

EU

A country is coded as a European Union member if it is a current EU member in agavien y

observation or if the observation occurs within two years of its accession.

Given the unique institutional design of the European Union, including the EU in such a
study presents a few difficulties. First, because of the similarity afudynie protection under
the Common Agriculture Policy (CAP), data for EU countries over represer@Sthelata
within the analysis. This same pattern can also affect the analysisfop&@{xapita and urban
populations, due to the high levels within the EU for both. The CAP not only over represents
similar data points, but consumer taxes are systematically higher under @f&nps due to the
historical development of the program. No other agriculture policy has been so gxpdaittd
towardcreating and then maintaining an industry by supporting prices above both domestic
market clearing and international prices. Though these policies have bedy sigttrated by
World Trade Organization intervention, they still remain preternaturally high dhe twature of
the CAP and its role in the formation of the European Union. Fortunately, the WorldsBank’
CTE dataset provides ample countries and samples so | can simply run the modet &mel om
EU and still have a testable sample size. | do just this in the second mgrassiel so that

there can be only one conclusion to be drawn from the results. | interact the EU darrabie
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with my model because the CTE’s are not merely higher/lower in the EU butyadetarmined

by a different process than in other countries that do not share the policies of the CAP

A brief descriptive summary of these statistics is in Table 3 below

Table 3: Consumer Tax Equivalent (CTE) Summary Statistics

N Mean Std. Dev. Min Max

Land Per Labor | 1045 .0018377 .0121904 .0000224  .345

GDP Per Capita| 1047 11292.55 10997.89  173.8092

40597.04
Urban 879 | 23.212418 | 12.24547 3.701 60.7688
Agglomeration
Majoritarian 1167| .3007712 4579 0 1
CTE 1147 | .4268 5891 -.538 3.9133

Based on these expectations | formulate the hypottiesisajoritarian style
democracies will have systematically lower Consumer Tax Equivalents (CTE) than proportional
style democracies. | initially performed a t-test in order to determine if there was aagan to
suspect that, indeed, consumer tax levels even differ between proportional and maajorita
democracies. The answer was clear—that the Consumer food tax in proportionaésasintri

118% higher than majoritarian countries.

The results of the T-test are presented in Table 4 below.

Table 4: Consumer Tax Equivalent: T-Test of Majoritarian and ProportionainSy/ste
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System Type N Mean Std. Err. 95% C.I. 95% C.I
CTE

Proportional 798 511 .023 465 .556

Majoritarian 349 234 .018 .198 2

Difference 276 .037 204 .349

70

In order to assess the other potential causal factors that may affedt g&rfeymed a

time series cross sectional regression with commonly utilized controblesrifor agriculture

protection determinants. Because of panel (country) induced heteroskedhbaegyclustered

standard errors on country.

The results of the regression analyses are in table 5 below

Table 5. OLS estimates for Consumer Tax Equivalents (CTE)

All Countries

Land Per Labor -.011
(.023)
GDPPC .000061
(.000093)
Urban -.002
Population
(0.005)

EU Omitted
-0.603*
(0.339)

0.0004**
(0.00001)

-O15**
(0.004)
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Majoritarian -0.171* -0.251**

(0.09) (0.08)

R 0.24 0.57

N 825 588
sigma_u .23838 22452
sigma_e .28345 28779

*** p<0.01 ** p < 0.05, * p < 0.10. (OLS coefficients with clustered standard errors). The
models were estimated with random effects for intercepts.

Results:

These results conform very closely to my expectations. The inclusion afityeean
Union countries yields fewer significant effects than the analysis withramyEU countries.
This effect differs somewhat from the same strategy applied to the NRArpy because of the
closer similarity of the EU countries in farm producer subsidies. Howekeraty study using

only producers to infer consumer costs, any results are susceptible to suspicion.

The development (GDPPC), comparative advantage (LANDPERLABOR), and
urbanization (URBAGG) variables are signed in the expected direction, thougticsthyi
insignificant in the first model. This result was in line with my expectatdmscluding those

countries with a common agriculture policy.

In the second model, each of the independent variables is statisticallycaijraind

signed in the expected direction. A one dollar increase in GDPPC2000 results in .00&&increa
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in consumer tax. This makes sense based on the declining importance of food within the
household budget of the wealthier consumers as well as the changing role oictleuegr
sector within post industrial societies. It becomes more interesting wheonsider the impact
of a 10,000 or 20,000 dollar increase. LANDPERLABOR’s negative effect on CTE is
consistent with the view that more advantaged agriculture sectors need/lesgipmtection,
resulting in lower consumer food prices. URBAGG1 has a similar effect, whadnsistent
with simple collective action logic—where consumers are more concehtiiaecosts of
collective action are reduced and consumer “friendly” policies are moralené. More
importantly, my institutional variable of interest is negative and significalnoth samples. This
supports the Taagepera-Shugart model of vote elasticity and the claims ofdRiogioevKayser,
who argued that majoritarian systems will trend toward more consurnedfiy” policies (food
prices) while proportional systems trend toward more consumer unfriendlyepdigher food
prices). The complexity of institutional variation makes it difficult tckena definitive
statement about the effects of proportional representation on consumer prices.Hthgeve
results of this experiment tend to support a vote-elasticity argument. The relusittige results

after the omission of the EU countries (largely PR) only strengthens thess.c

Conclusion

Although this is a relatively simple analysis, this model is quite suct@ss few areas.
First, | have clearly delineated the rationale for using the consungtdiata as a preferred
alternative to the producer level data for agriculture policy. Insofar as tBe€pfesents the

totality of producer and consumer concerns by the government, it is clearlyrimisupe
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measurement. Second, by taking this approach, | have explained more of theevarthac
totality of national agriculture protection than those using producer measusamség many of
the same independent variables and methods. Third, it is my hope that this exgitis=asti
doubt on any future analysis of trade policy—regardless of the sector or commatiigh

would consider only producer entitlements in measuring the costs of protectionismmeons

of agriculture products clearly have the potential to be quite active and influemtéermining
policy, though this power fluctuates depending on the particular commodity in questisa. The

are considerations that must be made in any future analysis.

While the CTE is detter measurement of agriculture protectionism than the NRA, it is
not yet afull picture of agriculture protection until we consider the interactions of inetisyti
producers and consumers. The next and final chapter is an attempt to consolidate a

comprehensive analysis of agriculture protectionism.
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Chapter 4: Determinants of Agriculture Protecticaridnce—Consumer and

Producer Support as Protection

The question of variance in agriculture protection has now been explained based on two
competing understandings of what we understand protectionism to be. | have pressodetl a
in which agriculture variance is the amount of money that governments ghertéatmers
(NRA). | have also presented a model in which protection is the amount of money that
consumers must pay for those government policies that favor the producers (CTVE)shdan
the landscape of producer and consumer oriented models of trade protectionism andiéise theor
that inform them. | have also discussed, at length, the improvements that haveadeean the
measurements of producer power, consumer power, and institutional tendencies. Hihesger
three pieces of the theoretical framework of regulation have yet to be putesiidom the same
empirical study. The complete story of trade protection includes regyledmsumers, and

producers. Therefore, a testable model must include all of these componeelis as w

This chapter first explains the statistical and theoretical ratiooat@fmbining both the
Nominal Rate of Assistance (NRA) and the Consumer Tax Equivalent (CTE) intodeebroa
understanding of trade protection. Next, | present an alternative way toh@esariation in
protection among countries as the net effect of agriculture policies--tatongdacount the
outcomes for producers (NRA) as well as consumers (CTE). Finally,dntras empirical

model that incorporates these new ideas to explain the variance in agricudtectignism.



Requlation: Finding a Balance

As the Stigler-Peltzman framework suggests, trade protectionism can be &asea
balancing act. Institutional models predict marginally “friendli@®sumer policies from
majoritarian systems than proportional systems, tilting an otherwise bdlpower struggle
towards the consumer. Of course, this assumes a balanced struggle betweep@ge€ily
consumers and producers. In actuality, consumers and producers rarely begincasibala
entities, so purely institutional models can only explain partial variandbe fountry in
guestion has an extraordinarily powerful producer interest group, it is unlikely thgineda
changes in institutions could radically alter the politics of trade protectigar&less,
precautions should be taken to determine the existing balances before intr@auiciteyvening
variable to influence that balance. In Chapter Two | mirror Jensen and Park\2@Dd}e the
institutional framework as well as attempting to model existing producer gbkedthood of
receiving protection) as a function of each country’s comparative advantageuitagg. This

approach explains more, but not all of the variance in protectionism among countries.

In Chapter Three, | return to the balancing act idea and focus on the “weight” of the
consumers, both in economic and spatial characteristics. These measurdowiats al
determination of the existing power of consumer interests within each countag jcisapter two
explored existing producer power. However, if protection is a balancing act, theniors are
the tightrope, and producers and consumers are at either end of the balancing @tosk. tio
predict outcomes, we need to know whether we are walking uphill or downhill, but also in which

direction we might fall. This full “balancing act” should be representedthye@ dimensional
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space in which institutions, consumers and producers all exert pressures andwequalbr
only be established by balancing all three interests. This chapter pressnes eohesive model
that takes into consideration the relationships among these three playelisaasthee

relationship between the two previously analyzed dependent variables: tren@1lie NRA.

Producers and Consumers

The necessity of this chapter comes from both general questions of methodology, as wel
as more specific questions about the choice of agriculture-specific vari@loleceptually, it is
necessary to measure protection as both producer benefits and consumer costenméatsof
the consumer support and producer support estimates elucidate how these two outtemies dif
theory and in practice. Furthermore, the Stigler-Peltzman frameworguéat®en and the
endogenous tariff literature informs all studies on trade policy that producersrswhers are
two distinct groups. There is no reason not to include all three players in anysgraalgsio do

so would be to limit the explanatory power of one’s results.

Methodologically, the issue of agriculture protection offers a particulargarolk there
are two equally well compiled dependent variables that we could choose from—b@nmgt att
yet to test them simultaneously. Since these data are the preeminenemeasaf
protectionism for any sector, they provide a wonderful opportunity to attempt sughisinal
will address these two issues by suggesting a way to combine the imtémsiducers and
consumers into an empirical study that can simultaneously analyze both coasdrmpeoducer
outcomes and present a model that fully represents the three-party Béitgenan framework

more than any previous tests. After reviewing some of the common problematpéess of
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single-variable analysis, | make a case for the combination of MBACAE into one model—

tested against the same independent variables from chapters two and three.

Thus far, | have presented competing models of agriculture protection based only on the
dependent variable. However, | have knowingly done so under the confines of what isyarguabl
a flawed framework. Instead of looking at a one-dimensional continuum of high PN
low CTE/NRA, let me offer an alternative way of looking at and then analganl country. |
frame this approach in terms of some logical fallacies about agricultueefoaism.

The first fallacy is the common assumption that measuring only producer support OR
consumer costs is sufficient to ascertain the agriculture policy of a cofathhave tried to
make clear in my argument about the measurement of NRA as protectionism, haigihg a
NRA does not necessarily mean anything on its own. It must be reconciledtageisumer
costs in order to determine what the agriculture policy is within a country. lskeweither does
CTE mean much on its own, even though it mayglbser to modeling the political realities of a
situation in which we must consider the goals and interests of two sides. Any eomseasure

must also be reconciled with producer support in order to categorize or measureya count

The next fallacy is that Agriculture producer protection is perfectly prapaitiand
negatively correlated to consumer costs. This logic pervades the extant aggiptdtection
literature. Put simply, these rates would only be perfectly proportional if the only todableai
was a simple tariff with zero deadweight costs. In this case, all otthh@ccrued to the
producer from the tariff would be passed directly on to the consumer of that prodket in li
amounts. | have also gone to great lengths to drive this issue home with theanehider

empirical implications are clear.
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This implies that we cannot confidently place countries along a one dimensional

continuum in which high NRA'’s are at one and high CTE’s are at the other.

Farmer -/ Consumer + Farmer + / Consumer -

< »
< »

Developing World United Sates

More simply, we cannot say that there are awlytypes of countries because of the third and
most important fallacy, which is thatauntry careither support producers or it can support
consumers but ndoth (neither). In reality, the multiplicity of protectionist tools available to the
regulator allows them to strike separate deals with consumers and produtiesssénse, each
government has two separate decisions and at least four possible outcomeiscirshioose a
level at which to support or not support its farm industry through producer protectionitNext
can decide to pass the costs of that support on to its consumers through consumer subsidy,
reimbursement, or other protectifsiom that initial policy.

The true political reality of agriculture policy and its determinasmt#lithe totality of the
agriculture policy of that country. We cannot single out higher NRA countries psatieetors
of farmers and enemies of food consumers and lower NRA countries as the opb#iEna
model the determinants of those two outcomes. Instead, we must identify counhas their
policies affect both consumers and producers. In this world, there are not two typestaés,
but rather four. Table 6 below categorizes these country types by theigaWiRA and CTE

over the past 30 years.
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Table 6: Four-type country categorization by Consumer and Producer Support.

#1) Tax
Consumer/Subsidize
Producer

#2) Tax Consumer/
Tax Producer

(Govt. surplus-
deadweight)

#3) Subsidize
Consumer/Tax
Producer

#4) Subsidize Consumer/
Subsidize Producer

(Govt. Shortfall+deadweight)

Austria, Australia, Canada,
Chile, Colombia, Czech
Republic, Denmark, Ecuador,
Estonia, Finland, France,
Germany, Hungary, Iceland,

Indonesia, India, Ireland, Italy),

Japan, Korea, Latvia,
Lithuania, Mexico,
Netherlands, New Zealand,
Nigeria, Norway, Philippines,
Poland, Portugal, Romania,
South Africa, Russia,
Slovakia, Slovenia, Spain, Sri
Lanka, Sweden, Switzerland,
Taiwan, Turkey, United
Kingdom, United States

Bangladesh,
Dominican Republic,
Ghana, Nicaragua,
Pakistan, Ukraine,
Thailand

Argentina, Benin,
Brazil,
Madagascar, Mali,
Sudan, Uganda,
Zambia

None*

*(The following countries

have done so for one or more

years in the sample: Brazil,
India, Madagascar, Romani

Russia, Turkey, United
States)

In order to comprehend these categories conceptually, we need a two-dimansibela

that looks a bit more like the one in Figure Three below.
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Figure 3: Two dimensional agriculture protection scale
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Agriculture Protection in Practice

As the United States has shown, it is possible to prbtticfarmers and consumers at
levels above fair market price. Among similar countries the more liksiylt is for the
government return partial rebate to consumers in order to offset the costs of protectionism. In
this situation, consumers are still paying above market prices for theis,dndcdt a lower rate
than the producers are being supported. The ability to formulate two separats licie
illustrated in the United States through the omnibus farm legislation or “FdifrmBvhich
farm payments and food prices initially increase, but then consumers adizaddas well
through surplus food procurement and distribution, direct payments for grocerje$hes is the
political equivalent of a department store marking up prices and then havingatebighe

inefficiencies of this system are apparent in the data in addition to tbewlservable and
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welfare reducing drawbacks. Furthermore, these practices are not#mti@x, but rather the
rule. In fact, in a sample of over 70 countries, only one (Switzerland) had what could be
considered “identical” average gains and losses for both the farm proddadegarm
consumer.

Likewise, it is possible that a country could protesther farmers nor food consumers.
This type of situation is usually reserved for highly interventionist developrigtges. The use
of marketing boards and other highly inefficient protection mechanisms ednimgsroducers
receiving below market prices for their goods, with the benefits of this sapassing directly to
the government, rather than to the consumers. Ironically, similar patterbe cdserved in
highly non-interventionist countries such as New Zealand, whose slight taxabiothof
consumers and producers could be chalked up simply to the costs associated with trading in a
open market for such a distant and isolated country.

In countries where we know less about specific programs we can sim@ynadae
percentage of their farm transfers that are “decoupled” from production. fijpeseof payments
are less trade distorting than “coupled” payments, but are also less costlyestid@ociety
because of lower deadweight costs. To say that a payment (subsidy) is “ddtsupply
means that it is not tied to levels of productfo©oupled payments not only increase
deadweight costs, but they distort world market prices for many goods anteanationally
considered against the general interest. Though there are countless whichia government

can provide protection, there are three primary avenues from which transfer$)fidarket

12 Decoupled payments are fixed income transfersdaiot subsidize production activities, inputspactices. They are “lump-sum”
transfers because no production decision or chemnigerket price can alter the size of the paymeettd eligible producers. This
program design effectively cuts the link betweeyrpants, production, and prices, and makes the patgneedirect transfer of income

to the farm household. In contrast, coupled subsidirectly affect production decisions by changhgprices received by the producer
for commaodities or the prices of inputs, eithemtiich change the marginal returns from productRnice signals attract resources into
subsidized sectors and lead to higher levels alymtion and lower world prices. Some types of cedglrograms also impose supply
controls, which raise commodity prices for consisner
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Price Support 2) Direct Payments and 3) Subsidized Ifipiitse measurement, “decoupled
payments” essentially measures the extent to which a country utilizes dptcard three in
their total scheme.

Among the countries that have traditionally supported their producers over the past
twenty years, Table 7 shows the correlation between that initial protenticthe cost to the
consumers. A negative percentage suggests that the consumer is being rdifobssae of
the costs associated with a protectionist policy, while a positive number suggesticularly
inefficientform of protection in which consumer loss is increased or, more likely, producer

support is decreased—despite a sizable transfer of money.

Table 7: Nominal Rates of Assistance (NRA) and Consumer Tax Equivalen} (CofiEelation
for selected countries

Country Consumer Tax Nominal Rate of Deadweight Loss
Equivalent Assistance (Government Transfer
to Consumers)

Canada 0.206237 0.186586 10%
Colombia 0.254673 0.10037 250%
Ecuador 0.156383 0.022009 700%
Japan 1.086164 1.37942 -22%
Mexico 0.145111 0.084038 72%
South Africa 0.074254 0.064802 14%
Russia 0.046286 0.10066 -45%
United States 0.102364 0.107756 -6%

13 There are also d"4and 8" general pathway that for our purposes can be gairpwith “Other”.
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It is clear that one variable is insufficient to measure agriculturegtiatevhen that one
variable can only explain one of the two concurrent choices that regulators face,yaad onl
portion of the possible outcomes of that policy. Therefore, | pursue a reseagghtasican

accommodate both the NRA and the CTE into an empirical analysis.

Research Design

The simple heuristic above is a helpful tool in the understanding of protectionism, but it
is perhaps not the wisest way to test this theory empirically. It would lséofeot pursue
multinomial logistic regression to predict the likelihood of a country being a 1, 2, 3 or 4—but
such an exercise would be an oversimplification and an unnecessary waste of thetgafti
our extant variables. Even though there might be four “types” of countries, thegeres are
not mutually exclusive or all inclusive. There is no need to induce error bynignaitialysis to
categorical data, when more complex continuous data are available for each. dodasag, the
reason to model a two dimensional world of protection is to avoid the pitfalls of the development
paradox, by which we simply label a country based on categorical (developed/nopddye
measurements.

Another approach would be to use a litany of consumer and producer based independent
variables to predidaither the NRA or the CTE and interpret the results of both models. This
would be a small improvement, but leaves out the necessary acknowledgementGH&i el
NRA are correlated in important ways.

Instead, | will utilize both the NRA and CTE and analyze them simultaneiousiger
to capture the correlation between the two measurements and their relationtshths w

independent variables. | apply this new scheme for the traditional work on theidateésnof
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trade policy and its variation back into the models that we saw in chapters two an@hleree
best way to achieve this task methodologically is through a seemingly edredgtression
model. The seemingly unrelated regression is appropriate when two separdiepreutieting
two different dependent variables have correlated error terms. This isstheayeto model
agriculture protection as it allows for the simultaneous prediction of consumercahot@r
support levels—with the understanding that one influences the other. More spgclfama
acknowledging that their error terms are correlated. The correlatioes# error terms in this
sample is about .901. Since these residuals are not independent, the seemingly unrelated
regression is more appropriate than running two separate models.

The intent of this design is to consider the effect of key independent variables on the
levels of NRA and CTE simultaneously while conceding that the unexplainedosaimeNRA
levels shares qualities with the unexplained variance in CTE levels withicotinatry. If, for
example, there is something particularly European about European agripoliaygthere is) or
something particularly Zambian about Zambian agriculture policy, we knowhibat t
unexplained trait affects both the consumer and producer aspects of that policppfbech
presents a more complete picture of agriculture policy that will not only exptaia ofi the
variance between countries, but also more accurately portray what that vacaraiby is.

The model will not differ substantially from those in chapters seven and eight. Tad sha
data set is the Anderson World Bank Database of Distortions to Agricultude.Tirae shared
independent variables are LANDPERLABOR, GDPPC, MAJORITARIAN and AGBAD
Rural population is measured as POP_AGECACT for the NRA and urban population is
URBAGGL from chapter three. The two dependent variables are NRA and CTEypbthéses

about the independent variables are no different than they were in chapters twe, mriyréhat
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the results will be more robust and a better explanation of agriculture pyoteatiance. The

results of the regression analyses are in Table 8 below.

Table 8. OLS estimates for Consumer Tax Estimates (CTE) and NominaldR&motection

(NRA)
CTE NRA
Land Per Labor -2.20%** -2.70***
(1.02) (1.20)
GDPPC .00002*** 0.00003***
(.0000093) (0.000001)
Urban -.001*** .000000005***
Population(CTE)/Rural
Population (NRA) (0.0005) (0.000000001)
Majoritarian -0.204*** -0.228***
(0.027) (0.034)
AGVADD (NRA only) .001
(.001)
R? 0.358 0.354
N 736 736

*** n<0.01 ** p < 0.05, * p < 0.10. (OLS coefficigs with clustered standard errors).
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Results

LANDPERLABOR is negatively signed and significant for both NRA and CHIs (t
result was expected in the producer-only model, though was not significant in tlyaisdpa
GDP per capita is also significant with the expected sign. The positivésedfetiral
populations (AGECONACT) on producer support and the negative effects of urban population
(URBAGGL1) on Consumer support reinforce the hypotheses of Bates (1984, 2009) as well a
Park and Jensen (2008). The effects of majoritarian systems (MAJORITN)RI& significant
and show expected signs for both NRA and CTE. Majoritarian systems tend botth mwer
consumer taxes and lower producer support. This trend is in line with the vote-glasbidél of
Taagepera and Shugart and suggests a systematic preference of broasl imtsuek

institutions.

The only unfortunate part of this analysis is the inability to run the seeminghat@are
regression with fixed effects as | have done in the previous two analyses thWéHifaitations of
the seemingly unrelated regression preclude direct parallels to be draveehd¢iv three
models, these limitations are outweighed by the benefits of the morat&cepresentation of

the relationship between NRA and CTE.

The results of this analysis do not suggest any additional independent or contbdé varia
iIs necessary to explain the variance in agriculture protection amoaggdificountries. Instead,
we can observe that more variance is explained when we change the dependdes vahe
change is seen first in chapter three, when the consumer replaced the producere so in

this chapter when both the consumer and producer are analyzed.

Conclusion
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Protection consists of two components: producers and consumers. Each party beastshe eff
of government policies independently of the other party. If one party receivesfit, litecannot

be said that the other receives an equal and opposite cost. Even though the net bene$itoor cos
each group are correlated, a determination of which party “wins” in eachrgcanhot be made
until both measurements are taken. Furthermore, any hypotheses about whichsvaifiedtie
these outcomes must take both parties into consideration before declaring a Witiméris in
mind, empirical research must be designed to incorporate both of these measurénatnhis
simple attempt has been comparatively successful in explaining varianceuitagy

protection is unsurprising, given that it more closely models the reality of pooism. The
strengths of the analysis are apparent and an obvious improvement over single aaab/ses

in explaining the variance in agriculture policies across the internatomahunity. This

analysis was relatively simple in scope and great improvements can benntfagléuture in both

the agriculture sector and other sectors alike.

The key strength of this chapter is not in the empirical analysis, but in the ¢éxplafa
what defines agriculture protectionism in previous literature. The tendermitgcuss the
landscape of agriculture protectionism as a two dimensional world of high potant low
protection is in dire need of an update if we are to glean any meaningful conclusiohswut
analyses. The idea that a courdityer protects its consumers or its producers pervades the
agriculture protection literature—though it is a misrepresentation both of hogctootis
applied and of the options available to governments. The four alternatives pied®snte are a
valuable way to view the landscape of agriculture protection for future eai@ralysis
because they more directly mirror political realities and allow fomauhyc role for each of the

players involved in the application of protectionist policies. | was fortunate enougheto ha
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tremendous data, which allowed the testing of this new framework to agriquiiio, but the

lessons of protection can and should be applied regardless of the good in question.
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Chapter 5: Conclusions and Discussion

Over 60 years ago, the international community began to address the issue of
protectionist trade barriers through the General Agreement on Tariffs and(Gad&) and
later the WTO. Tariffs soon fell on nearly every manufactured product. Somériesiugere
lost, while others held firm and pressured government for their survival. Hditieatists
joined with economists to examine how this process of protection worked and theiivalle
theories, generally grouped together as the “Endogenous Tariff Thediigedudbr many as an
explanation of how the politics of trade protection operate. As protection in mdassssaned
and tariff barriers were replaced with a litany of non-tariff besrithese theories were
increasingly difficult to test—much less falsify—so they continued into tfle@dtury
unabated. Meanwhile, the agriculture sector never took to the reform processnikeyother
sectors and those who attempted to test agricultural data using the traditionastfoind little
success. Folk theorists have blamed the political and methodological failurgsdoem

understanding of agriculture to its “special” circumstances.

There is nothing particularly “special” or “unique” about agriculture grotethat
prevents it from being effectively analyzed or reformed by internationahizagans.
Agriculture is only as unique as each individual sector might be—no more and no leagaif si
data were available for the shoe industry or the watch industry, the same problgchexist.
The underlying problem lies in the application of our research program. We inticaluce
framework in which politicians balance producer interests against consunmestisind then

failed to test it against anything but producer interests. | have presen&sialp argument for



why the consumer has been omitted, but regardless of the cause, the effectase Ahyi
attempt to model a two party equilibrium model with only one party yields subdpé&sudts
and dubious conclusions. The bounty of agriculture data allows one of the most comprehensive
applications of the Endogenous Tariff Theory, and the results are clearidairtpsts which

more closely model the intent of our theoretical models outperform those that do not.

Why Agriculture?

Throughout this dissertation, | have focused on some possible faults of some formal
models and the reluctance or inability of recent authors to test these modeisadimprhe
reasons for this lack of empirical evidence are quite simple—there is asggmiearth of
appropriate data. Many national governments are reluctant to report prostetieasures that
would undermine their participation in international organizations. Additionally, it is
tremendously difficult for outside researchers to observe or quantify the aoouppes of non-
tariff barriers to trade. These methodological difficulties are compoundttklgeneral success
of international organizations in minimizing protectionism to the point that theses exgeneral
lack of immediacy to gather data on sectors that have already come under éneeoidthe

WTO. So the first and most hackneyed answer to “Why agriculture?” is becéteeite.

The second answer is that the work of the OECD and World Bank on these agriculture
data sets (and the relative ease of measuring domestic vs. world commodgy miake
agriculture data a superior test of the theoretical frameworks upon whichottkissvbased.
Rogowski Chang and Kayser (2008) presented a rare consumer-oriented entpdycadrsd
one of the most well known empirical applications of the Stigler Peltzmanvrarke In their

work, they model producer vs. consumer interests in an institutional framework usmgshe
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widely available data —“price levels”. This modified measure of Punshdzower Parity is used
in an effort to show where regulators are more “friendly” to consumers—eggriesterms of
prices. While this seems perfectly reasonable, the stronger argumedtimadudie a specific
policy and a specific choice that regulators are making to either be “frieardlynfriendly” to

consumers.

Agriculture policy provides a more direct test of these formal theoriesibethe effects
on consumers from agriculture policy are precisely measured and cigarpretable. The
precision of the measurements leaves no question as to the source or effect afyhe poli
guestion—Ileaving out any of the doubt that may have accompanied the use of generabkpaice
proxy for consumer preference. The leverage of a policy specific datatsat iisreduces the
external factors that intervene between regulator choice (Stigleniel) and observed
outcome, and hence allows for more direct tests of hypotheses. For examplesdhahe
Consumer Price Index or Purchasing Power Parity (PPP) could be attributechtorargr of
macroeconomic factors and other intervening causes. Particular issues steeh t@asiffs or
agriculture subsidies are issues that representatives can and do make decaiensThe CTE
and NRA measurements are almost entirely the direct result of reqadéitors. They represent
a political choice with few outlying or intervening factors. This more acelyratflects the
decision making process of the regulator that we purport to be testing in fieg@kmpirical

studies.
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Contributions:

There are four primary contributions of this dissertation to the Endogeno@id heoify
research program : The importance of empirical testing to improve thebnetidals, the
careful selection of dependent variables to test these models, a better nddeysibthe
economic traits of consumer goods and finally, a deeper understanding of the consumer

themselves.

The first issue is the importance of testing of formal models empyiddiis is hardly a
novel idea, though the examples provided in this paper succinctly illustrate the cahaerns
others have had and written about this issue. The endogenous trade literature suffelyedue
to the inability or unwillingness to test our formal theories. Among theré&esttions to the
Stigler-Peltzman framework were additional formal applications suchllasadi(1982) Becker
(1983) and Grossman and Helpman (1994). In none of these works was there an attempt to tes
these models. By the time that data became available, the theory had laéreadiymly—and
shortsightedly—grounded in the world of the producer. Had the data been availablmaaross
and Helpman, for example, may have observed that in some sectors the politics tbprotec
differ from those in other sectors. The theoretical sector never varies, ndhedlesoretical

consumer. Real consumers and real institutions, of course, vary greatly.

To some extent, the lack of empirical testing was due to the unavailabiiggtable
data. However, much of the focus of our trade protection literature focused on tibe Shates
and suffered from what Green and Shapiro (1994) woulgastHhoc theory devel opment.
When focusing only on one individual country, some variables may seem to be static when, in

fact, they are static only for that one observation. Perhaps producers are thapodsinit
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political influence in American trade protection, but the reasons behind that (ineeshs type
of goods in question) are all obscured by the observation itself. When these assumgptions a

applied more broadly, they can fall apart just as quickly as they were observed.

The second issue is related to the first and specifically pertains to thoseowldo w
attempt empirical application of these formal models. Drawing on the erpes of Rogowski
and Kayser’s price levels, the first step for any future researchers sleculdelect an
appropriate dependent variable to test, rather than relying on the collecéidditoidnal control
variables. When modeling behavior, one must carefully select a measuremapptbatiately
indicates the behavior in question. In the case of Rogowski and Kayser, awasiceade to
measure general price levels as a determination of regulator behaviorubatelst, since price
levels can be affected by so many exogenous sources, the authors had to includeshumer
control variables to correct for this broad measurement. Admittedly, data dr® ltame by;
but in trade studies—as in any other science or discipline—a stronger conretiveen our
theory and dependent variable yields a stronger model with more meaningfulstomglto be
drawn. The CTE and the agricultural data have shown how a better dependent vapailesm

resultsand improves the connection between theory and test.

The third issue speaks specifically to the study of trade policy formatienedonomic
circumstances surrounding agriculture (high percentage of household budgets, low income
elasticity, low substitutability) have clearly impacted how the polaicagriculture policy
operate. However, the economic characteristi@ggitommodity will impact the politics of any
related government intervention. Issue specific data is not widely laleaithough the
conclusions drawn from the agriculture data can easily be applied to other ecoratangite

and when the data become available. General trade studies have their placeabu@msrical
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studies help inform our theories, additional studies help to improve our empirical methads. The
is no reason to believe that the outcomes of superconductor protection and the outcomes of
heating oil protection would be at all similar. Economists and political ssigstnould look

more closely at issues such as elasticity and substitutability in orddetades exactly what
characteristics are most important in the determination of how commoditsedités can be

utilized and applied to broader empirical studies.

The fourth and most important issue is the immediate re-introduction of the consumer
into any study of trade politics. Just as Peltzman unpacked the regulatar,raadysauthors
unpacked the producer, so we must continue to unpack the consumer. Each consumer or group of
consumers faces a different political situation depending on their economic ghaditid social
situation. | have presented a basic framework for how these charaxdarastiaffect their
political struggles, but much more can be done. As research moves beyond a selecbfsam
developed, western countries for data, the rich diversity of interests—consumth@re®ducers
alike—will allow this research to continue. The importance of this acknowledgementour
empirical research is evident, but so too is the impact upon our political reahies poor
consumers overthrow governments while we continue to recommend only saiofatign
finance restrictions for farm producers. We have been told that regulaterstbh consumers

and it is time for us to listen to consumers as well.

Endogenous Tariff Theory
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Endogenous Tariff Theory has not been at all invalidated or “infirmed” through thi
study. We need not be hasty about the demise of this literature, although it isepibsdititis
literature has been guilty of what Green and Shapiro called “post-hoc theelgmaent”.

Much of the theoretical literature—whether Stigler himself or Grossmaiatpman--has
seemingly built a theory around merely what could be observed by its author. Thesatmrse
we uniformly made of the US system of government, lobbying, and organized mtétest
assumptions made from these observations are not necessarily wrong, but thegpaceand
therefore make incomplete assumptions. These incomplete assumption then become the
established paradigm aormal science in which further puzzles are empirically “solved” (Kuhn,

1962)

I do not think (as some would characterize Kuhn as advocating) that a revolutionary
change or replacement of the existing theory is necessary. Instead, [@erlaapdiary theory
program that addresses consumer interests as well as those of producers ioreddete
hard core of our research. | have proposed criteria by which these consumers mighieba mor
less influential, but the only way to improve this knowledge is through further and mime var
testing. These tests then inform our initial theory and create auxiliary hgpothat can be
added to, rather than replacing, our current theory. The addition of the consumer, akearade
in Chapter Four, is not a replacement of producer interests. However, this aduiibhelp
move the endogenous tariff literature away from what Imre Lakatos ($8x89 call a

degenerative research program and into a progressive one.

The consumer is one third of our reality, one third of our theory, and therefore needs to be

one third of our research. | sincerely hope that the conclusions reached in thisgegeark a
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long and serious conversation about the path of our research and the improvementslithat clea

need to be made.

Suggestions for Further Research

First, the consumer obviously needs to be represented in anyetaigel research. There
can be no specific recommendations for which variables or measuseanerppropriate. Those
who know their topic and their data should make their own calculatiornthe lfconsumer
influence is low or non-existent, the results of the researdmatilsuffer at all. But if anything
at all can be learned about the effects of consumer interestadenpolicy formation, then the

research can only be improved.

Next, the effects of the European Union on the empirical resuttsese chapters are a
compelling reason for others to take this matter under consaterdith the similarity of
datasets for Comparative and International Relations scholardataUepresentation is an issue
that many face on a regular basis. There is currently noajezadle process by which to assess
the effects of the European Union in cross-national data analyskeetthat often leads to un-
testable hypotheses and unrecoverable data. As the EU expandsesngipta larger percentage
of our samples, the choices we make with that data become mpogtant in empirical
analyses. Greater attention needs to be given to the optiotabsyand the implications of

choosing one strategy over another.

Then, | recommend a return to this new data set for all of those interested ipdiiage
or agriculture. There are far more possibilities for the World Bank datarsatiding crop
specific analyses, regional disparities, and alternative measuserdetit additional sectors

become available, this might be the most useful dataset for studies ofl peotetionism as
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well--simply because of its depth and breadth. Additionally, | recognize tHeneg&saof a blunt
instrument such as the dichotomous institutional variable SMD and PR. There greameines
within each of these groups and any number of these alternatives could be pursuédunethe

in an effort to further “unpack” the institutions that impact these policiesls w

Finally, pursuing any number of alternatives to the current approach to agequiticy
analysis will help improve our recommendations to the policymakers who agattyiqoping
with the harsh economic realities that agriculture protection causesuatidethe globe. The
most troubling of these realities is that many of the decisions that arag#usimost damage
are simply unnecessary and often unintentional. European farmers do not benefit from food
shortages in the developing world; these are the unintended consequence of placitig domes

concerns above international goals.

Furthermore, many of these problems are a consequence not of protectipbutself
the way protection is administered. There are more efficient ways to atbmthis protection
that would reduce costs to domestic consumers and international producers and rhaintain t
political support of those producers. There is a way by which both domestic (producer and
consumer) and international interests can be assuaged—though it has nat gietdoeed. |
cannot emphasize enough that if we keep looking only to one half of this problem for our

answers the problem will never be solved.
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