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Abstract 

This paper investigates the variation of trade openness among authoritarian countries. 

On the basis of Heckscher-Ohlin model of international trade and models of 

democratic transition, I argue that increases in economic inequality enforce dictators 

to use trade openness as a way to neutralize the democratization threats and to 

maintain their authoritarian incumbency. The causal mechanism is that the abundant 

laborers in authoritarian regimes can benefit from engaging in the international trade 

and become more compliant to the authoritarian rules as the inequality gap is 

inhibited from enlarging.   This argument is supported by the data of 83 authoritarian 

regimes from 1963 to 2003.   
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I. Introduction  

While economists and political scientists have developed numerous theories to 

analyze trade politics in democracies, they pay limited attention to trade politics in 

autocracies. This inadequacy is understandable for two reasons. First, autocracies are 

generally more isolated from the world economy and have lower trade volume than 

democracies, so it is straightforward to investigate why democracies trade more than 

autocracies instead of focusing on trade politics under dictatorships (Aidt and 

Gassebner 2010; Mansfield, Milner, and Rosendorff 2000; Milner and Kubota 2005) 

Second, the process of policy-making in autocracies is usually exclusive for elites, so 

it is very difficult to verify theories aiming to explain trade politics under 

dictatorships. However, in the age of globalization more and more autocracies are 

involved in the world economy, and many of them have higher trade openness than 

many democracies do. The most striking example is China. In 2009 China has 

become the largest exporter of merchandise, and in 2010 it accounts for 10% and 9% 

of merchandise exports and imports in the world, respectively (WTO 2010, 2011). As 

a result, we need new theories to explain why some dictatorships choose to expand 

their trade regime while others, such as North Korea and Myanmar, still keep their 

economy isolated from the world market.  

 

This paper proposes a theory to analyze how rising economic inequality affects the 

degree of trade openness under dictatorships. I argue that rising inequality makes 

dictators increase the level of trade openness as a way to meet the popular demand of 

redistribution. In other words, authoritarian leaders facing threats of losing 

incumbency will open their trade regime as a sort of redistribution that enriches the 

poor people without taxing the rich. This argument is supported by the data of 83 

dictatorships from 1963 to 2003 and different model specifications.  
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The argument of this paper is based on two lines of existing researches: One includes 

the theories of democratic transition developed by Boix (2003) and Acemoglu and 

Robinson (Acemoglu and Robinson 2001, 2005), and the other emanates from the 

Heckscher-Ohlin model of international trade. Recent scholarship has noticed about 

the effect of inequality on democratization. Based on the insightful model of 

redistribution developed by Meltzer and Richard (1981), Boix (2003) conceptualizes 

democratization as a game of redistribution in which the non-rich citizens attempt to 

imposes higher tax rates on the rich via democratization. Although the poor citizens’ 

demand for redistribution increases with the level of inequality, at the same time rich 

citizens are more resistant to redistribution in that they have to pay more taxes. Thus, 

when a society is more equal, the rich class is more willing to accept democratization. 

Accordingly, Boix (2003) posits that democratic transition is more likely to occur 

when inequality is lower. However, Acemoglu and Robinson (2005) disagree with 

Boix’s conclusion and argue that the likelihood of democratization is highest when 

inequality is in the middle level. On the one hand, Acemoglu and Robinson (2005) 

concur that the rich citizens have a strong incentive to oppress the revolutionary 

threats of the poor citizens when inequality is high. On the other hand, however, the 

poor citizens do not have enough incentives to initiate democratization when 

inequality is low. As a result, democratic transition is most likely to occur when 

inequality is in the middle range. Although there is a disagreement on the 

consequence of low inequality, both researches agree that high inequality poses 

pressures of democratization on political elites. Thus, to prolong their authoritarian 

rules dictators need to implement policies that meet or suppress the demand of 

redistribution. 
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The Heckscher-Ohlin model of international trade gives the other theoretical 

foundation to my theory that trade openness can neutralize the democratization threats. 

This model predicts that countries will export goods that intensively use their 

abundant production factor, and import products using production factors scarce to 

them (Eicher et al. 2009). One implication of this model is that owners of the 

abundant factor will benefit from trade (Stolper and Samuelson 1941). For example, 

China is abundant with labor but scarce with capital, so it will export labor-intensive 

textiles to and import capital-intensive aircrafts from capital-abundant countries, such 

the United States. Thus, the wages of labor in China and the returns to capital owners 

in the United States will both increase after they trade with each other. Some studies 

demonstrate that China not only attains high achievement of poverty reduction, but 

also enhances its labor wages after its involvement in the world economy in 1979 

(Bhattasali, Li, and Martin 2004; Yang, Chen, and Monarch 2010). Since engaging in 

international trade will create wage differentials among owners of different 

production owners, Rogowski (1989) argues that different political coalitions will 

emerge along with the cleave of various production factors to support or oppose 

protectionism. That is, owners of abundant production factors will support free trade 

while owners of scarce factors will oppose it.  

 

Given that labor is relatively abundant to capital in most authoritarian countries, it can 

be argued that laborers would like to take advantage of free trade to increase their 

welfare. Thus, expanding the trade regime will not only enrich laborers but also ease 

dictators’ budget constraint of redistribution. Basing on those theories, I expect that 

dictators, when facing rising inequality, are tempted to use trade openness in response 

to the poor’s demand of redistribution in that the rich will not be taxed directly.   
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This research contributes to the current literature in two ways. On the one hand, it 

enriches our understanding about trade politics in authoritarian countries. Although 

there are numerous studies investigating the political economy of trade policies, most 

of them focus on cases of democracies (e.g., Grossman and Helpman 1994, 1996; 

Park and Jensen 2007; Verdier 1994). In particular, they analyze how electoral 

competition and/or special interests determine the pattern of trade policies in 

democracies. However, by definition authoritarian politics is mainly determined by 

non-democratic factors, such as the preferences of top leaders and their inner circles, 

so the explanatory power of previous studies may not prevail over dictatorships. This 

paper suggests an alternative perspective by examining how the logic of authoritarian 

survival affects dictators’ decision to expand the trade regime.  

 

On the other hand, this paper sheds new light on the debate over the effects of trade 

openness on democratization. Basing on the modernization theory articulated by 

Lipset (1959), scholars contend that trade openness, or globalization in a broader 

sense, facilitates democratization after it induces economic growth (Eichengreen and 

Leblang 2008; Epstein et al. 2006; López-Córdova and Meissner 2008).  However, 

some other scholars argue that globalization may strengthen the authoritarian rules of 

dictatorships because the state apparatus is now financed by external resources 

(O’Donnell 1988). This dissent view is also supported by empirical evidence (Li and 

Reuveny 2003; Teorell 2010). This paper adds a new perspective to this dissent view 

by showing that trade openness is a strategic response of dictators to ease inequality 

and to neutralize the democratization threats.  

 

The remainder of this paper is organized as follows. The next section reviews theories 

explaining trade politics in different political regimes. I argue that the current 
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literature fails to consider the role of inequality on dictators’ decision to open the trade 

regime. I then elaborate on how inequality can affect the level of trade openness in 

Section III, and propose a research design in detail to test my theory in Section IV. 

Section V presents the results of empirical models. I use alternative measurements of 

trade openness and inequality to perform robustness checks in Section VI. The results 

are consistent across different measurements of key variables and model specification. 

The final section discusses implications of this research and concludes.      

 

II. Trade Openness under Authoritarian Regimes  

The current literature analyzes trade openness under authoritarian regimes from two 

distinct but related perspectives to the political economy of trade policies. The first 

one is the institution-based perspective that aims to explain the difference in trade 

openness between democracies and autocracies. This approach contends that regime 

differences contribute to higher trade openness in democracies than in autocracies 

(Aidt and Gassebner 2010; Mansfield, Milner, and Rosendorff 2000, 2002; Milner and 

Kubota 2005). Specifically, Mansfield, Milner, and Rosendorff (2000) argue that the 

existence of domestic democratic institutions can prevent politicians from reengaging 

international agreements, so democracies are more likely to induce their trade partners 

to sign free trade agreements in the first place. By contrast, autocracies lack the 

credibility to fully implement policies promoting free trade, not only because they 

rely more on rents generated by protectionism, but also because their political system 

is less transparent in terms of monitoring and implementing free trade policies.  Taken 

together, democracies tend to trade more than autocracies. 

 

Although the institution-based perspective can successfully explain the difference in 

trade openness between democracies and autocracies at the aggregate level, it cannot 
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explain why some autocracies have higher trade volumes than many democracies. For 

example, the trade regimes of North Korea and Myanmar are much more closed off 

than those of Vietnam and China, although they are all authoritarian counties in East 

Asia.  In other words, the institution-based perspective is inadequate when we want to 

understand  the variation of trade volume among autocracies.      

 

The inadequacy of the institution-based perspective is addressed by the preference-

based perspective to the political economy of trade policies.  This second perspective 

examines how politicians use trade policies as a way to win elections. Simply put, 

politicians’ adoption of free trade or protectionism depends on which policy can help 

them to stay in power. Politicians will expand the trade regime if it is beneficial for 

their incumbency to do so; otherwise they will rely on protectionism. This perspective 

mainly focuses on how electoral competition, in which the preference of majority 

voters dictates the policy outcome, affects the level of trade openness in democracies 

(Baccini 2011; Downs 1957; Kono 2008; Mayer 1984; Yang 1995). However, the 

emphasis on elections of these studies may not be able to be extended to autocracies 

where elections are absent or manipulated (Schedler 2006).  

 

Nevertheless, the selectorate theory developed by Bueno de Mesquita et al (2005) can 

be used to explain the trade policies in both democracies and autocracies.  Instead of 

emphasizing on the median voter’s preference toward trade policies, Bueno de 

Mesquita et al focus on how an incumbent politician’s winning coalition determines 

the level of trade openness in a country. They argue that as the size of winning 

coalition increases, it becomes more expensive to maintain the winning coalition with 

private goods. Accordingly, politicians have to provide more public goods, such as 

free trade policies, to enhance the welfare of members in the winning coalition. 
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Although it is difficult to measure the size of winning coalition in authoritarian 

countries, there seems to be a consensus among scholars that political leaders under 

single-party dictatorships have larger winning coalition than their counterparts under 

other types of dictatorships, including military and personalistic authoritarian regimes 

(Chang and Golden 2010; Milner and Kubota 2005; Teorell 2010). Therefore, scholars 

have been arguing that autocracies with larger winging coalitions, single-party or 

multiparty dictatorships in particular, tend to have higher trade openness (Hankla and 

Kuthy 2011; Milner and Kubota 2005).  

 

Some other scholars deviate from this preference-based perspective and focuses on 

dictators’ perceived time horizon of their incumbency.  Instead of looking at dictators’ 

incentive to stay in power, this time-horizon approach further investigates how their 

perceived insecurity of losing incumbency affects their trade policies. According to 

Olsen and colleagues, a dictator is more willing to invest in public goods as his 

incumbency is more secure, because he has lower discount rate for the future returns 

yielded from the current investment. By contrast, a dictator is much more likely to 

ransack all available resources under his control if he feel insecure about the future 

(Clague et al. 1996; Olson 1993, 2000).  In other words, longer authoritarian time 

horizon induces dictators to implement more liberal and benevolent policies. This 

theory has been applied to many dimensions of authoritarian politics, including the 

use of foreign aid (Wright 2008), corruption (Chang and Golden 2010), and health 

policy (Dionne 2011). In the area of trade policy, Hankla and Kuthy (2011) find that 

single-party dictatorships, due to their longer time horizons (Geddes 2004), have 

higher trade openness than other types of authoritarian regimes. Wu (2011) also find 

the same result when using different trade data and measurement of authoritarian time 

horizon (e.g. military spending).  
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Although this preference-based perspective can explain why trade openness varies 

among autocracies, it fails to consider the possible effects of free trade on 

authoritarian politics. This oversight undermines the validity of those theories. First, 

engaging in free trade implies the loss of rents generated by protectionism, but it is 

still unclear that some dictators are willing to give up those rents. Secondly, and 

maybe more importantly, the explanations of this preference-based perspective 

contradict to the modernization theory that implies trade-induced economic growth 

will facilitate democratization. As first argued by Lispet (1959), the modernization 

theory posits that economic growth fosters the emergence of middle class, and this 

newly-rich class will demand more political rights from state intervention and favor 

democratization. Since engaging in international trade brings economic growth 

(Yanikkaya 2003), it may also facilitate democratization in authoritarian regimes. 

However, if trade does facilitate democratization, it looks like committing political 

suicide for dictators to expand the trade regime of their countries, regardless of the 

size of winning coalitions and the perceived time horizon of politicians’ incumbency. 

This paper tries to disentangle this puzzle.  

 

Taken together, we need a more dynamic theory to explain why some authoritarian 

leaders are willing to engage in free trade that may endanger their incumbency. In this 

paper, I argue that rising economic inequality among citizens also plays a role in 

dictators’ decision to expand the trade regime. While high economic inequality 

implies more popular demand of redistribution, trade openness alleviates this pressure 

for dictators without taxing the rich and increases their time horizon of incumbency.  I 

will elaborate on this argument in the next section.  
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III. Inequality, Trade Openness,  and Authoritarian Survival  

In this paper, I argue that existing theories are inadequate to explain trade openness 

under dictatorships, partly because they do not consider the role of economic 

inequality in authoritarian politics. Recent scholarship has noticed that the level of 

economic inequality matters to authoritarian survival because dictators, as their 

democratic counterparts do, need to respond to the popular demand of redistribution 

(Acemoglu and Robinson 2001, 2005; Boix 2003; Zak and Feng 2003). More 

specifically, higher inequality instigates more domestic discontents that may result in 

authoritarian breakdown, so dictators need to either suppress or soothe those 

discontents with coercive power or material benefits, respectively (Gallagher and 

Hanson 2009). As a result, expanding the trade regime becomes a feasible alternative 

for dictators to meet the demand of redistribution.    

 

I develop my argument on the basis of two existing theories. The first one includes the 

Metlzer-Richard model of redistribution and its extensions to models of democratic 

transition (Acemoglu and Robinson 2005; Boix 2003; Meltzer and Richard 1981; Zak 

and Feng 2003).  Specifically, the existing theoretical models focus on the role of 

median voter in the relationship between inequality and democratization, arguing that 

democratization is triggered by the median voter’s demand for redistribution.  As it is 

intuitive to expect that the demand for redistribution increases with the level of 

inequality, Metzler and Richard (1981) demonstrate that the preference of the median 

voter determines the level of redistribution.  The intuition of their model is that when 

the wage of mean income earner is higher than that of the median income earner, the 

latter would like to support more taxes on those who are richer than them and 

redistribute those taxed money to themselves and other poorer people.  By contrast, if 



Wu: When Dictators Decide to Open the Trade Regime 2011/11/5 

  11 
 

the median income earner’s wage is higher than the mean income earner’s wage, the 

median income earner would oppose any redistribution that may reduce their welfare.  

 

Based on the Metzler-Richard  model, scholars have argued that economic inequality 

is one of the driving forces of democratization that introduces a more comprehensive 

scheme of redistribution to the populace (Acemoglu and Robinson 2005; Boix 2003).  

Simply put, they conceptualize democratization as a process of redistribution. 

Although poor citizens always prefer to higher levels of redistribution that imposed 

higher taxes on the rich, democratic transitions cannot occur without the support of 

the middle class. Since higher economic inequality implies that the median voter, the 

median income earner in the Metzler-Richard model, would benefit from 

redistribution, it imposes more pressure of redistribution on political elites. If the 

elites fail to respond to the median voter’s demand for redistribution, then 

democratization will be triggered by revolution and result in redistribution. However, 

the rich citizens also have the incentive to resist the pressure of redistribution, so they 

will support the suppression against the poor to keep their wealth. Based on this 

reasoning, Boix (2003) posits a positive linear relationship between equality and 

prospects of democratization. In particular, he argues that democratization becomes 

more likely in two scenarios. First, when a society is more equal, the rich is more 

willing to accept democratization, because their wealth loss would be small after 

redistribution. Second, when the rich can move their assets (e.g. capital) abroad to 

avoid taxation, they will be less likely to refuse the demand of redistribution 

introduced by democratization.   

 

Acemoglu and Robinson (2005) take a different perspective to analyze the 

relationship between inequality and democratization, and they propose an inverted U-
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shaped relationship between two variables. On the one hand, the rich citizens have 

strong incentives to resist redistribution when inequality is high, so they are more 

willing to bear the costs of repression instead of accepting redistribution. On the other 

hand, however, poor citizens have little incentive to initiate revolution when 

inequality is low, because they will not benefit too much from the post-revolution 

redistribution. As a result, democratization is most likely to happen when the level of 

inequality is in the middle range. This conclusion implies that increases in inequality 

may facilitate democratization, unless the dictators are either confident in their 

coercive capacity to repress the pressure of redistribution or willing to implement 

redistributive policies.  

 

However, the validity of those models of democratic transition discussed above is 

challenged from both theoretical and empirical perspectives. Theoretically, these 

models overemphasize the role of the median voter in authoritarian regimes, where 

elections are either unfair or even absent (Schedler 2006). Empirically, their 

conclusions are drawn from either data with poor quality or case studies (Houle 2009), 

so the external validity of their arguments is subject to further debate.  Nevertheless, 

economic inequality is still a significant issue under dictatorships in that high 

inequality implies “enough of a redistributive reward to make revolutionary activity 

extremely profitable” (Schofield and Levinson 2008, 269). Two recent studies also 

demonstrates that countries with high inequality are more likely to result in organized 

conflicts and to result in more killings, because the poor expects to significantly 

benefit from expropriating the rich through violence (Boix 2008; Nepal et al. 

Forthcoming). Accordingly, to prevent inequality from fostering anti-regime 

momentum, authoritarian leaders use either “carrots” to pacify or “sticks” to suppress 

the poor people (Gallagher and Hanson 2009), and obviously trade openness belongs 
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to the former category. 

 

The second headstone of my argument is the Heckscher-Ohlin Model of international 

trade. This model predicts that countries engaging in globalization can benefit from 

trade by utilizing the comparative advantages and exporting goods produced with 

their domestically abundant factors (Eicher et al. 2009). Stopler and Samuelson (1941) 

make an important extension of this model by demonstrating that the return to the 

owner of abundant factors will increase after trade expansion. Put differently, if a 

production factor is abundant, it makes the production costs cheaper than other scarce 

factors. Thus, countries should utilize their abundant factors to produce goods, and 

export those products to other counties where those factors are scarce. Rogowski 

(1989) extends this argument and demonstrate that political coalitions will emerge 

along with the cleavage of production factors and take different positions on 

protectionism: owners of abundant factors favor free trade whereas owners of scarce 

factors embrace protectionism. The implication of Rogowski’s argument is crucial: 

international trade has effects of redistribution and may cause political conflict among 

different groups.   

 

In addition to the formation of political coalitions, another implication of the 

Heckscher-Ohlin model is that trade can alleviate inequality in developing countries, 

where the poor labor can benefit from trading with capital-abundant developed 

countries. Specifically, the abundant poor laborers in authoritarian countries can earn 

more income after trading with the developed countries, so the dictator does not need 

to worry about either the pressure of redistribution from the poor or the backlash 

against the redistribution from the rich. In other words, trade openness can be 

regarded as a sort of redistribution without taxing the rich, making it a better policy 
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choice for dictators facing ringing inequality in their countries.  

 

Furthermore, as a high level of inequality makes dictators to expand the trade regime, 

increases in inequality may have a similar effect. Previous studies mainly investigate 

the political and economic consequences of inequality level, but they ignore the 

impacts of changes in inequality. However, rising inequality is more salient than high 

inequality is for authoritarian politics. Dictators may be well-equipped to deal with 

the opposition forces when the inequality is high, but when inequality is getting 

higher, it means that they need either to strengthen their rules to prevent potential 

uprisings or to share some power with them. In other words, increases in inequality 

may change the equilibrium conditions of the status quo and enforce the dictators to 

update their policy tools that ensure their ruling status. We should also pay attention to 

changes in inequality in addition to the level of inequality when analyzing the impact 

of inequality on trade openness.  

 

Based on the implications of the Heckscher-Ohlin model, I extend the causal 

mechanism in the models of democratic transition developed by Boix (2003) and 

Acemoglu and Robinson (2005) from taxation to trade openness.  I conceptualize 

trade openness as an alternative way to increase the welfare of the poor without taxing 

the rich.  In other words, engaging in international trade enriches laborers in 

authoritarian countries and eases their demand for redistribution.   

 

One immediate objection to the theory proposed by this paper is that dictators may 

have other tools beyond trade openness to counter democratization threats triggered 

by inequality, such as the use of military forces or the establishment of political 

institutions (Albertus and Menaldo 2010; Gandhi and Przeworski 2007). After all, 
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authoritarian leaders by definition have more discretion to govern their countries than 

their democratic counterparts for the lack of constraints on their power (North and 

Weingast 1989). However, as rational actors, dictators still need to choose efficient 

strategies to maintain their ruling status with careful cost-benefit analyses for options 

available to them.  

 

The literature on political business cycles can further illustrate this argument on the 

efficient use of available policy tools. While it is rational for politicians to manipulate 

the economy before the election, politicians have different strategies to stimulate the 

economy and create economic voting, including direct transfers, macroeconomic 

policy, or even calling for early election (Hibbs 1977; Kayser 2005; Nordhaus 1975; 

Smith 2004). However, the question is why a politician chooses policy A instead of 

policy B, while policy B is preferred by other politicians? To answer this question, 

Franzese (2002, 382) refers to the “Ramsey Rule” developed in the field of public 

finance. The Ramsey Rule indicates that when the government has multiple 

instruments to generate revenues, using all instruments “in inverse proportion to their 

marginal costs is optimal.” In other words, some manipulative economic policies with 

negative marginal utility should not be taken if politicians want to make the economy 

favorable to their prospects of being re-elected. Treisman and Gimpelson’s (2001) 

study on political business cycles in Russia further exemplifies the Ramsey Rule. 

They conceptualize those policy tools that can be used to manipulate the economy as 

substitute goods, and demonstrate that incumbent presidents in Russia chose the 

policy portfolios with relative lower net costs to maximize their chance to be elected. 

Thus, the choice among available policy tools is not random but subject to politicians’ 

cost-benefit analysis.    
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In addition to political business cycles, the Ramsey Rule can be applied to answer 

why trade openness is preferred to other alternative policies when authoritarian 

leaders face democratization forces induced by increasing inequality. For example, 

one can reasonably argue that the use of military can successfully deter or destroy 

democratization forces facilitated by rising inequality. However, we should also keep 

in mind that inequality itself still cannot be addressed by military rule alone, and it is 

costly to maintain loyal and credible military troops to consolidate dictatorships’ 

ruling status facing inequality (Acemoglu, Ticchi, and Vindigni 2010). Therefore, 

trade openness appears to be a more efficient way than military to counter 

democratization forces. 

 

Another potential objection to my argument may indicate that inequality is the 

consequence, not the cause of trade openness. This objection is reasonable, since 

abundant empirical studies find a positive relationship between inequality and trade 

openness (for a review of those studies, see Goldberg and Pavcnik 2004). 

Nevertheless, we can reconcile this inconsistency through further investigation. First, 

there are also some studies finding that the impacts of trade openness on inequality 

are weak or even absent in developing countries (Anderson 2005; Babones and 

Vonada 2009), so the impacts of trade openness on inequality, if any, may be still 

contingent on other variables, including a country’s endowment and colonial legacies.  

 

Second, the current studies on the impact of trade openness on inequality pool 

democracies and autocracies together in their analysis, but it might not be appropriate 

to do so because the institutional arrangements are different between democracies and 

autocracies. In democracies, redistributive policies are mainly determined by electoral 

competition (Meltzer and Richard 1981), while in autocracies it is limited to dictators 
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and their inner cycles. This difference matters to the relationship between inequality 

and trade openness in authoritarian countries, because members of dictators’ inner-

cycle are more privileged as well as influential to resist redistributive policies. Thus, 

trade openness may be a better policy choice than taxation for dictators to address 

rising inequality.    

 

Based on my discussions so far, this paper will test the following hypothesis about the 

relationship between trade openness and inequality:  

 

Hypothesis: As income inequality increases, trade openness also increases in 

authoritarian countries.   

 

IV. Empirical Analysis 

To evaluate the hypothesis about how changes in inequality affect trade openness in 

authoritarian regimes, I compile a dataset that includes 1505 observations of 83 

authoritarian regimes between 1963 and 2003. The unit of analysis in this research is 

country-year. It should be emphasized that I only include authoritarian regimes and 

exclude democratic ones in my dataset, because trade politics in democracies are 

mainly driven by electoral competition that is significant different from the logic of 

authoritarian survival. In particular, inequality poses more threats of democratization 

on dictators, but similar pressure does not appear in democracies in that they are 

already democratized and can mitigate the issue of inequality through elections. I use 

the data of authoritarian regimes constructed by Geddes (2004). The list of 

authoritarian regimes covered by this research is reported in Table 1 in the Appendix.  

 

< Insert Table 1 about here.> 
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- The Dependent Variable: Trade Openness 

The dependent variable of this research is trade openness of an authoritarian regime in 

a given year. I operationalize trade openness as one country’s yearly total trade 

volume divided by its GDP (current price). I multiply the fractional numbers by 100 

to recode this variable into the form of percentage.  A higher value of this variable 

implies a higher level of exposure to the world market for a given country. The data of 

this variable is taken from the Penn World Table (version 6.3) constructed by Heston 

et al. (2009).  

 

- The Explanatory Variables  

The main explanatory variable of this paper is income inequality (Inequality). I will 

use the inequality measure of industrial payment constructed by James Galbraith and 

his colleagues (Galbraith and Kum 2003; Galbraith 2008). While there are other 

alternatives applying the Gini index to measure inequality, such as the one developed 

by Deininger and Squire (1996), the quality of those measurements is usually coarse. 

For example, there are too many missing values in Deininger and Squire’s dataset, 

making statistical analysis more difficult and even more problematic if imputing the 

missing values. Therefore, scholars either use the average of Deininger and Squire’s 

inequality over a certain time period or try to develop other measures of inequality 

based on pay-industrial inequality.  

 

Using statistics of industrial wages surveyed by the United Nations Industrial 

Development Organization (UN-IDO),  the indicator of industrial-pay inequality 

developed by Galbraith includes the industrial payment data in 156 countries from 

1963-2003 (n = 3554, including autocracies and democracies). Basically, this measure 
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is calculated on the basis of the Theil-index instead of the Gini index. Because the 

Gini index measures the overall inequality in a country, it is hard to decompose the 

Gini index into different sub-national groups or sectors. By contrast, the Theil-index 

of inequality is calculated on the basis of industry-level, so it can be easily 

decomposed when it is necessary to do so (Galbraith 2008). In addition, it provides a 

more complete time-series-cross-sectional dataset structure than does the Gini index, 

so we do not to impute the inequality data like others do (e.g. Feng, Kugler, and Zak 

2000). More importantly, from the theoretical perspective, the industrial pay-

inequality measure is more preferable than the Gini index in this project, since wage 

is more directly related to trade policies. 

 

I also include the following variables in my empirical models to control for their 

confounding effects on the dependent variable. First, I include GDP per capita 

(GDPPC) to account for the effects of economic development on trade openness. It 

should be expected that wealthier authoritarian regimes will have more trade openness, 

because their economy is more developed and more likely to engage in the world 

market, including imports or exports. The data of this variable are taken from 

Maddison (2003). 

 

Second, I include two variables measuring a country’s endowment of natural 

resources, metals and oil in particular. I use Harber and Menaldo’s (2011) data on 

countries’ per capita income of metals production (Metals). Specifically, they 

calculate each country’s total production of industrial and precious metals, such as 

silver and gold, and divide it by the size of population to get the per capita income of 

metals production. To control for the impacts of oil exports, I also include a dummy 

variable accounting for the membership of Organization of the Petroleum Exporting 
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Countries (OPEC). It should be expected that both variables have positive impacts on 

the level of trade openness. The data on the OPEC membership is based on Ulfelder’s 

(2011) dataset on international agreements and memberships in international 

organizations. 

 

Third, I include the membership of GATT/WTO to control for the impacts of 

international trade agreements on trade openness (GATT/WTO). As scholars have 

found, a country’s participation in the GATT/WTO boosts its total trade volume 

(Goldstein, Rivers, and Tomz 2007; Kim 2011). Thus, countries joining the GATT or 

WTO should be expected to have higher trade openness than others without such 

memberships. The data on the GATT/WTO membership in this research is also based 

on Ulfelder (2011). 

 

Forth, numerous studies argue that the higher level of democracy will contribute to 

more trade (Aidt and Gassebner 2010; Milner and Kubota 2005; Milner and 

Mukherjee 2009), so I include the Polity score of each authoritarian regime in my 

empirical models to control for the level of democracy (Polity). The original 

measurement of Polity score ranges from -10 to 10, and a higher value of a score 

implies higher level of democracy (Marshall and Jaggers 2002). To make the 

interpretation easier, I follow other scholars’ practices of standardizing Polity score 

and make it range from 0 to 100 (Albertus and Menaldo 2010; Harber and  Menaldo 

2011). We should expect that the coefficient of Polity is positive.  

 

Last, I re-investigate how the types of authoritarian regimes will affect changes in 

trade openness. Previous studies argue that single-party authoritarian regimes, due to  

their larger winning coalition sizes, will have higher trade openness than other types 
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of authoritarian regimes, including personal, militaristic, and monarchic ones (Hankla 

and Kuthy 2011; Milner and Kubota 2005). Thus, we should expect that the 

coefficient of SingleParty in the models should be positive. The data on the typology 

of authoritarian regimes are taken from Geddes (2004).  

 

The descriptive statistics of variables discussed in this section are reported in Table 2 

in the Appendix.  

 

< Insert Table 2 about here.> 

  

- Model specification: Error Correction models 

In this research, I use error correction models to evaluate the impacts of inequality on 

trade openness. The main advantage of error correction model is to estimate how long 

the deviation from the equilibrium, caused by changes of explanatory variables, 

returns to the equilibrium path. In other words, the error correction models are used to 

estimate both short-run and long-run impacts of independent variables on the 

dependent variable when the data are cointegrated (De Boef and Keele 2008). 

Methodologically, the error correction model takes the first difference of the 

dependent variable and regresses it on the lagged dependent variable, lagged 

independent variables, and the first differences of independent variables. In the 

general form of error correction models, the lagged variables represent the long-run 

impacts and the first-differenced explanatory variables capture the short-run impacts 

on the dependent variable. Formally, in this paper I establish the following error 

correction model to estimate the impact of inequality on trade openness in 

authoritarian countries.  
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∆ + ∆ + ∆ +

 

where α is the constant term, 0 5β β−  capture the long-term effects of independent 

variable, 6 8β β−  represent the short-term effects of changes in independent variables, 

and  εi,t is the disturbance term for country i in year t. Basing on the current literature 

and my discussions so far, we should expect that all explanatory variables, except for 

the lagged dependent variable, should have positive coefficients for their positive 

impacts on trade openness. To account for country-specific heterogeneity and 

potential heteroskedasticity, I estimate the error correction models with fixed-effects 

models and robust standard errors clustered at the country level.      

  

V. Empirical Results 

The estimation results of error correction models are reported in Table 3. In brief, the 

increase in inequality (i.e. Δ Inequalityt) does increase the future level of trade 

openness for countries included in my sample. In Model 1, all coefficients have 

expected signs, and the variables measuring the level and changes of inequality, 

Inequalityt-1 and Δ Inequalityt are both positive and statistically significant. This result 

indicates that higher inequality may contribute to more trade openness. However, the 

statistical significance of the Inequalityt-1 collapses after controlling for the level of 

democracy (Polityt-1) and the type of authoritarian regimes in Model 2 and Model 3.  

Nevertheless, the short-term effects of inequality (Δ Inequalityt) are still statistically 

significant in both models, suggesting that inter-temporal surges of inequality have 

significantly increased trade openness in authoritarian regimes. In other words, the 

main hypothesis of this paper is supported by the empirical models using the data of 

authoritarian regimes.  
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The estimation results of other variables are worth discussion, too. GDP per capita has 

long-term impacts on trade openness but no significant short-term impacts on it. This 

is an intuitive result, since economic growth is usually a long-term process. However, 

the endowment of metals has only short-term effects, although its long-term effect is 

positive but statistically insignificant. At the same time, membership of OPEC 

increases the volume of trade openness as expected, but the membership of 

GATT/WTO has positive but not statistical significant impacts on trade openness. 

 

Surprisingly, the coefficients of single-party regime dummy and personal-regime 

dummy are negative and positive, respectively. This result implies that the personal 

authoritarian regime may have higher positive impacts on trade openness. The t-test 

shows that both coefficients of authoritarian dummies are different from each other at 

0.05 level. This finding contradicts to what the current literature suggests and cannot 

be fully explored by this research. One possible answer is that the single-party 

dictatorships, on average, already have higher trade openness than personal 

dictatorships (Hankla and Kuthy 2011; Milner and Kubota 2005; Milner and 

Mukherjee 2009) , so it is more flexible for the personal authoritarian regimes to 

employ trade openness as a strategy to co-opt the opposition forces. Another possible 

explanation is that dictators under the single-party authoritarian regimes face more 

constraints when they intend to change the current trade policies, so they are less able 

to use trade openness than their counterparts in personal authoritarian regimes as a 

way to mitigate inequality. However, the exact causal mechanism accounting for this 

difference waits for further researches.   

 

< Insert Table 3 about here.> 
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VI. Robustness Checks 

In addition to variables introduced above, in this section I use alternative 

measurements of key variables and model specification to check the robustness of my 

argument in this paper. In particular, I use the Gini index and tariff level as the 

measurements of inequality and trade openness, respectively. As I discussed above, 

the original data of Gini index, due to many missing values, are usually too coarse to 

make valid inference. Thus, scholars develop several ways to address this problem. 

For example, Boix (2003, 76) employed a five-year average to fill in the missing 

values of the Gini index proposed by Deininger and Squire (1996), whereas Feng, 

Kugler and Zak  (2000) imputed the missing values of the Gini index. In this paper, I 

follow the practice of Milner and Kubota (2005) to use Feng, Kugler and Zak’s 

imputed Gini coefficient as an alternative measurement of inequality in authoritarian 

countries. We should still expect that this Gini index has the same impacts as the 

measurement of industrial-pay inequality discussed above.  

 

In addition to the measurement of inequality, I also include a country’s tariff rate as an 

alternative measurement of trade openness. The data of tariff rates are taken from 

Milner and Kubota (2005). Theoretically, total trade volume and tariffs are two flips 

of the same coin when our interest is trade openness, because high levels of tariff rates 

will inhibit actually trade activities between two countries. Based on my argument 

that dictators use trade openness to address inequality, I expect that higher inequality 

will contribute to more reduction of tariff rates.  

 

To estimate the effects of inequality on trade openness, I use panel-corrected standard 

errors to address the issue of heteroskedasticity (Beck and Katz 1995). I also use AR1 
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correction to address the problem of serial correlation. Table 3 reports the empirical 

results estimated with alternative measurements and the PCSE. As we can see in 

Model 4 and Model 5, both measurements of inequality have similar statistically 

positive and significant impacts on trade openness measured by total trade volume 

divided by GDP.  Additionally, I replace the dependent variable with tariff rates and 

estimate the impacts of inequality on tariff levels in Model 6 and Model 7. Both 

models demonstrate that the lagged inequality variables have negative impacts on the 

level of tariff rates, supporting my theory that higher inequality contributes to more 

trade openness (i.e. lower tariffs) in authoritarian countries. However, the coefficients 

of changes in inequality are negative but not statistically significant at the 

conventional level. One possible reason for this result is that changes in tariff rates 

subject to a long-term process, while increases in trade volume can be a result from 

both short-term and long-term adjustments. As a consequence, the impact of 

inequality on tariff reduction also subject to a long-term process.  

 

Taken together, my theory that dictators open the trade regimes of their countries as a 

way to respond rising inequality and to neutralize the democratization threats is 

supported by empirical evidence and different model specifications.  

 

< Insert Table 4 about here.> 

 

VII. Discussion and Conclusion  

This paper investigates the impacts of changes in inequality on dictators’ decision to 

expand the trade regime of their countries. On the basis of Heckscher-Ohlin model of 

international trade and models of democratic transition, this paper argues that 

increases in economic inequality enforce dictators to use trade openness as a way to 



Wu: When Dictators Decide to Open the Trade Regime 2011/11/5 

  26 
 

neutralize the democratization threats. Put differently, the abundant labor in 

authoritarian regimes can benefit from engaging in the international trade and become 

more compliant to the authoritarian rules as the inequality gap is inhibited from 

enlarging.   This argument is supported by the data of 83 authoritarian regimes from 

1963 to 2003.    

 

The main finding of this paper has both theoretical and policy implications. First, 

while the current literature of democratic transitions investigates the impacts of 

inequality on the prospect of democratization, this paper pushes this research agenda a 

step further by showing that dictators can use trade policies to alleviate the pressure of 

redistribution. Accordingly, the democratization threats imposed on dictators can be 

nullified after they engage their countries in the world economy. This result sheds new 

light on the research agenda of “authoritarian consolidation” in the age of 

globalization (Li and Reuveny 2009; Pepinsky 2009).  Specifically, globalization does 

not facilitate democratization but delays or even inhibits it, and this result contradicts 

to what proponents of modernization asserts (Boix and Stokes 2003; Epstein et al. 

2006; Lipset 1959).    

 

The main policy implication of this paper is to reconsider the role of trade flows 

between developed and developing countries. Many developed countries believe in 

the modernization theory and expect that trade-induced economic growth may 

facilitate democratization in less developed countries. Thus, those developed 

countries give preferential treatment to less developed countries when they trade each 

other. However, the argument of this paper implies that engaging in more trade may 

help dictators in those less developed countries consolidate their authoritarian rules 

rather than facilitate democratization. As a result, policymakers should be aware of 
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the unintended consequences of authoritarian consolidation when they want to use 

trade policies to coax dictators to improve the level of democracy in their countries.  

 

Taking a broader view, my argument is in line with other scholars’ works on the 

relationship between government revenues and regime stability. Based on the 

selectorate theory (Bueno de Mesquita et al 2005), Smith (2008) argues that unearned 

income collected by the government, such as natural resources and foreign aids, can 

help political leaders to counter revolutionary threats. When facing the threat of 

revolution, politicians can either increase the provision of public goods if their 

winning coalition is large, or suppress the provision of public goods but compensate 

their core supporters with private goods if their winning coalition is small.  In either 

case, politicians distribute available resources as unearned income to their supporters 

and consolidate their incumbency. Morrison (2009) makes a similar argument. He 

finds that non-taxed government revenues, such as natural resources, foreign aids, and 

government borrowing, have significant effects on regime stability in both 

democracies and autocracies.  Specifically, those non-taxed revenues will help 

governments tax elites less in democracies and spend more on welfare policies in 

autocracies, respectively. In other words, the non-taxed revenues can ease the 

government’s budget constraint when implementing redistributive policies. The 

findings of these studies are consistent with my theory, since trade premium enables 

dictators to increase the overall welfare of their countries, especially that of laborers.  

 

Nevertheless, this paper subjects to some limitations. First, it suffers from the poor 

quality of inequality data. Although I have tried to use a comprehensive inequality 

dataset to perform empirical analysis, there are still too many missing values for 

authoritarian countries. One possible solution to this problem is to use other indicators 
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as the proxy of inequality. For example, Blaydes and Kayser (Forthcoming) use 

consumption of calories as an alternative to economic inequality and find that 

individuals in democracies enjoy better calories in terms of quantity and quality. Thus, 

the argument of this paper can be tested with different proxies of inequality in the 

future.  

 

Second, although the question that whether or not trade openness facilitates 

democratization is still unsettled in the field of comparative political economy, this 

paper provides a new perspective to understand why some dictators choose to expand 

trade regimes as a way to consolidate their regimes. However, the effect of this policy 

tool is not empirically evaluated in this paper, and needs to be carefully scrutinized in 

future research.    
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Appendix: 
Table 1: List of Authoritarian Regimes 
Country Year  Country Year  Country Year 
Afghanistan 1973-1992  Haiti 1963-1990  Panama 1968-1989 

Albania 1962-2003  Honduras 1963-1971; 
1972-1981  Peru 1992-2000 

Algeria 1962-1992  Hungary 1963-1990  Philippines 1972-1986 
Angola 1975-2003  Indonesia 1966-1999  Poland 1963-1989 
Armenia 1994-2003  Iran 1963-2003  Romania 1963-1989 
Azerbaijan 1993-2003  Iraq 1968-2003  Russia 1963-2003 
Bangladesh 1971-1990  Ivory Coast 1963-1999  Rwanda 1963-1994 
Benin 1972-1991  Jordan 1963-2003  Senegal 1963-2000 

Bolivia 1971-1979; 
1980-1982  Kenya 1963-2002  Singapore 1965-2003 

Botswana 1963-2003  South Korea 1963-1987  Somalia 1969-1991 

Bulgaria 1963-2003  Kuwait 1963-2003  
South 
Africa 1963-1994 

Burkina 
Faso 1966-1987  Kyrgyzstan 1991-2003  Spain 1963-1976 

Burundi 1966-1993  Lesotho 1970-1993  Sri Lanka 1978-1988 

Cameroon 1963-2003  Liberia 1980-1990  Sudan 1969-1985; 
1989-2003 

Central 
African 
Republic 

1966-1993  Libya 1969-2003  Swaziland 1968-2003 

Chile 1973-1989  Madagascar 1963-1993  Syria 1962-2003 
China 1963-2003  Malawi 1964-1994  Taiwan 1963-2000 
Congo-
Brazzaville 1968-1992  Malaysia 1963-2003  Tanzania 1964-2003 

Cuba 1963-2003  Mauritania 1978-2003  Thailand 1963-1973; 
1976-1988 

Dominican 
Republic 

1963-1965; 
1966-1978  Mexico 1963-2000  Togo 1967-2003 

Ecuador 1963-1966; 
1970-1979  Mongolia 1969-1993  Tunisia 1963-2003 

Egypt 1963-2003  Morocco 1963-2003  Turkey 1980-1983 
El Salvador 1963-1994  Mozambique 1975-2003  UAE 1971-2003 

Gabon 1963-2003  Nepal 1963-1991  Uganda 1966-1979; 
1986-2003 

Gambia 1962-1994  Nicaragua 1963-1990  Uruguay 1973-1984 

Ghana 
1963-1969; 
1972-1979; 
1981-2000  Nigeria 1983-1999  Zambia 1964-1993 

Greece 1967-1974  Oman 1963-2003; 
1963-1972;    

Guatemala 1963-1995  Pakistan 1975-1988    
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Table 2 Descriptive Statistics 
Variables   Obs   Mean   Std. Dev.   Min   Max 

TradeOpen  1407  68.830   56.098   5.085   428.440  
  Δ TradeOpen  1367  0.553   12.951   -172.694   167.574  
Tariff  Rate  267  23.279  16.327  0.300  102.200 
Pay Inequality  1505  5.966   6.063   0.098   102.571  
  Δ Pay Inequality  1332  0.140   3.072   -25.620   79.686  
Gini Index  932  42.875  10.565  17.830  63.700 
ΔGini Index  886  0.052  1.289  -8.240  14.300 

GDPPC  1460  34.510   35.488   3.971   309.299  
  Δ GDPPC  1426  0.543   4.645   -47.552   97.314  
Metals  1480  0.641   1.881   0   14.296  
  Δ Metals  1445  -0.022   0.428   -4.555   4.449  
OPEC  1505  0.134   0.341   0   1  
GATT/WTO  1505  0.589   0.492   0   1  
Polity  1459  26.635   23.117   0   100  
  Δ Polity  1422  1.248   9.907   -75   80  
Personal  1505  0.208   0.406   0   1  
SingleParty   1505   0.529    0.499    0    1  
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Table 3 Estimated Effects on Trade Openness 
    Model 1   Model 2   Model 3 
TradeOpent-1  -0.220***  -0.225***  -0.239*** 

  [0.052]  [0.048]  [0.045] 

       Inequalityt-1  0.187*  -0.234  -0.360 

  [0.103]  [0.302]  [0.302] 

       Δ Inequalityt  0.769**  0.556***  0.509*** 

  [0.342]  [0.168]  [0.164] 

       GDPPCt-1  0.079*  0.098**  0.097** 

  [0.041]  [0.047]  [0.047] 

       Δ GDPPCt  0.159  -0.109  -0.073 

  [0.224]  [0.230]  [0.203] 

       Metalst-1  0.958  1.202  1.200 

  [0.703]  [0.753]  [0.776] 

       Δ Metalst  3.310*  3.568*  3.494* 

  [1.876]  [1.893]  [1.868] 

       Polityt-1    -0.054*  -0.034 

    [0.029]  [0.027] 

       Δ Polityt    -0.046  -0.045 

    [0.038]  [0.038] 

       OPECt-1  4.119**  3.651*  4.353** 

  [2.050]  [2.088]  [2.012] 

       GATT/WTOt-1  2.501  3.614  3.789 

  [2.672]  [2.750]  [2.777] 

       Personalt-1      4.598* 

      [2.703] 

       SinglePartyt-1      -4.972* 

      [2.678] 

       Constant  9.114**  12.183**  14.819** 
    [4.198]   [5.219]   [5.804] 
N  1233  1212  1212 
# of Countries   83  83     83 
R-sq   0.153   0.187   0.202 
Note: a) Dependent variable: Trade openness (Trade/GDP). 
b) Robust clustered standard errors in brackets.  
c) * p < 0.1, ** p < 0.05, *** p < 0.01. 
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Table 4 Estimated Effects on Trade Openness and Tariff Rate 
    Model 4   Model 5   Model 6   Model 7 

  DV: Trade/GDP  DV: Tariff Rate 
Ginit-1    0.713***   -0.266*** 

    [0.090]    [0.093] 

         
Δ Ginit    0.304*    -0.405 

    [0.173]    [0.472] 

         
Industrial-Pay Inequalityt-1  0.799***   -0.699**   
  [0.148]    [0.287]   
         
Δ Industrial-Pay Inequalityt 0.483***   -0.427   
  [0.112]    [0.265]   
         
GDPPCt-1  0.228*** 0.670*** -0.168*** -0.228*** 

  [0.032]  [0.136]  [0.042]  [0.035] 

         
Metalst-1  2.878*** 2.135*** 0.083  -0.554 

  [0.967]  [0.660]  [0.515]  [0.493] 

         
OPECt-1  2.201  -3.867  -7.889*** -4.777*** 

  [4.156]  [4.260]  [2.145]  [1.604] 

         
GATT/WTOt-1  -0.132  -6.508*** -1.171  -1.684 

  [2.085]  [1.881]  [1.595]  [2.718] 

         
Polityt-1  0.044  0.111*** -0.206*** -0.085* 

  [0.030]  [0.030]  [0.041]  [0.044] 

         
SinglePartyt-1  3.055  5.836*** -1.753  -4.460*** 

  [2.195]  [2.100]  [2.661]  [1.653] 

         
Personalt-1  4.611*  -1.575  -6.846*  -6.099** 

  [2.631]  [1.949]  [3.604]  [2.851] 

         
Constant  43.689*** 8.306*  44.135*** 51.980*** 
    [2.086]   [4.789]   [3.961]   [3.875] 
N  1220  1416  245  332 
# of Countries   83  70  47  55 
R-sq   0.593  0.574  0.715  0.672 
Note: a) Panel-correct standard errors in brackets with AR1 correction.  
b) * p < 0.1, ** p < 0.05, *** p < 0.01. 
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