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firms to political economy models of trade, generating a theory that improves upon existing homogenous-
firm models and provides a theoretical framework for research on the political economy of 
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The New Political Economy of Trade 
Advances in firm-level datasets since the late 1990s have allowed economists to build new 

theoretical models of firm behaviors in the global economy. Classical theories of trade, as well as 

the new trade theory of the 1980s, assumed homogenous firms; the birth of the ‘new new trade 

theory’ has led to further refinement of predictions by incorporating elements of firm 

heterogeneity. However, these advances in trade theory have not been realized by researchers in 

international political economy. Stolper-Samuelson and Ricardo-Viner-derived models continue to 

hold a prominent position in international political economy theory, despite increasingly 

problematic empirical support. 

By suppressing important sources of distributional variation, classical trade model-based studies 

are often remarkably ill-equipped to properly explain empirical observations. Traditional models 

predict specialization according to comparative advantage; while this is an important source of 

trade, intra-industry trade and its implications are left unexamined. First, trade engagement is an 

uncommon behavior; direct importing or exporting is rare among firms. Secondly, the returns to 

the scarce factor of production, or to factors employed in comparative disadvantage industries, do 

not necessarily decrease following trade liberalization. While nominal wages may decrease, real 

wages often increase as a result of productivity and efficiency gains. Finally, with the increasing 

prevalence of the internationalization of production, imported goods are often intermediate inputs 

for final products, and not simply competition for domestically produced output. 

The differences between existing theory and observation raise several questions. First, why do 

firms within a sector differ in their behavior, especially in regards to trade? How do these divergent 

firm behaviors to affect the distributional implications of trade? And consequently, how do these 

implications impact the politics underlying the formation of trade policy? 

I argue that existing studies fail to accurately capture patterns in trade policy’s distributive effects 

and patterns of support for or against trade liberalization because of fundamental shortcomings in 

the underlying economic models. Primarily, firms within each industry are assumed to be 

homogenous; reliance on a representative firm severely limits these models’ ability to clearly 

describe the ways in which market changes affect producers and consumers at the micro level, and 
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is inconsistent with the substantial intra-industry variation in productivity, size, and factor 

intensity among firms that has been observed in numerous empirical studies. The problem for 

representative firm models arises when the heterogeneous characteristics of firms interact with 

their trade orientation, leading to divergent trade-policy preferences and responses. I propose that 

a more parsimonious theory that focuses on firm-level heterogeneity will improve analyses of both 

the distributional effects of trade policy and the patterns of support for liberalization or protection. 

Trade in International Political Economy 
Much of the existing international political economy research on trade policy emphasizes the 

importance of the mobility of factors of production, and is primarily based on two ideal-type 

models of factor mobility. In the Stolper-Samuelson model, the factors of production (in most cases, 

labor and capital) are assumed to be perfectly mobile across economic sectors.1 When applied to 

political cleavages over trade policy, this leads to divisions between the factors: the relatively 

abundant factor will seek trade liberalization, while the relatively scarce factor will pursue a 

protectionist agenda. Alternatively, in the Ricardo-Viner model, where factors are held to be 

completely immobile, political conflict occurs across sectoral lines: exporting sectors (those whose 

production process intensively uses the abundant factor) pursue trade liberalization, while import-

competing sectors (whose production intensively requires the scarce factor) seek protection from 

freer trade. Table 3 presents a standard set of predictions for trade-policy preferences under these 

two frameworks in a general two-factor, two-sector economy. 

Table 2 – Patterns of Support for Trade Liberalization 
 Stolper-Samuelson  Ricardo-Viner  
 Abundant Factor Scarce Factor Abundant Factor Scarce Factor 
Exporting Industry Pro-liberalization Pro-protection Pro-liberalization Pro-liberalization 
Import-Competing 
Industry 

Pro-liberalization Pro-protection Pro-protection Pro-protection 

 
Generally, the Ricardo-Viner model has been used to describe short-term consequences of trade 

policy, while the Stolper-Samuelson framework has been applied to the long run, based on the 
                                                             

1 While other variants exist, holding one factor immobile and the other mobile, or introducing many factors 
(such as Leamer 1984), predictions largely hinge on factor mobility, as in Stolper-Samuelson and Ricardo-
Viner formulations of trade.  
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assumption that factors become increasingly mobile as time passes (or as their time horizons 

lengthen).2 However, convincing evidence for this is lacking: even the application of individual-level 

survey data has failed to provide a compelling story to believe this is the case.3 Additionally, no one 

has yet identified a cutoff where Stolper-Samuelson preferences override Ricardo-Viner 

preferences, making it difficult to actually apply Stolper-Samuelson/Ricardo-Viner predictions 

accurately. Admittedly, these are extremely difficult questions to answer empirically. 

The current generation of IPE research on trade politics can largely be traced back to Rogowski 

(1987a), who combines Stolper-Samuelson predictions with a political model: exogenous shocks to 

trade generate political conflict between the owners of locally scarce and locally abundant factors of 

production.4 The key to this is that beneficiaries from change (expansion or reduction of trade) will 

try to accelerate it. Thus, owners of locally abundant factors benefit from increased exposure to 

trade, and will seek freer trade through political means; contrastingly, the owners of locally scarce 

factors are hurt by increased competition from trade, and will seek greater or extended protection. 

Alt and Gilligan (1994) make some important additions to Rogowski, bringing political institutions 

and collective action costs to bear on the pre-existing framework, refining its range of predictions. 

In addition to these theoretical improvements, they extend Rogowski’s logic to differing levels of 

factor mobility, generating the first theoretical comparison of the political effects of Stolper-

Samuelson levels of mobility to Ricardo-Viner levels of mobility on political behavior. 

A relatively recent development, survey-based research has attempted to explain voting on trade 

policy from a micro-foundational standpoint. Work in this vein has found some support for patterns 

along the lines of Stolper-Samuelson (Scheve & Slaughter 2001) and weaker, less consistent 

patterns of support à la Ricardo-Viner (Mayda & Rodrik 2004). Several other unexpected insights 

have emerged as well. First, Scheve and Slaughter (2001) find that homeowners in Detroit – where 

                                                             

2 See Hiscox (2001, 2002). 
3 Scheve and Slaughter 2001 and Mayda and Rodrik 2004 are notable examples. 
4 Other strands of research have provided useful findings but have not gained similar traction. Notable 
examples include Gilligan (1997), who finds a relationship between industry structure and demands for 
protection; and Milner (1988) and Woll (2008), who study the impact of multinationals on the liberalization 
process. 
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the declining US automobile industry is centered – support trade protection, even if they are not 

employed within the declining industry itself; this is not predicted by traditional models, but 

emphasizes that the distributional consequences of trade policy for a particular industry may be felt 

outside that particular industry. Additionally, voters’ preferences may be influenced by factors 

other than their direct material interests when considering trade policy, leading to unpredicted 

preference rankings (Kume and Naoi 2010, Kuo 2011). Blonigen (2008) finds that a significant 

portion of survey respondents either do not hold clearly articulated trade-policy preferences or do 

not feel qualified to do so; this ‘uninformed’ segment of survey samples correlates with low 

education and unskilled labor, potentially biasing individual-level analyses. Finally, factor-based 

models rely heavily upon the efficient aggregation of trade-policy preferences from the individual 

level to legislative voting. This is a strong assumption that may be a fatal flaw in a multi-issue world. 

As Guisinger (2009) notes, trade policy appears to be a low salience issue, even among those groups 

it greatly impacts: even if voters actually hold clearly articulated trade-policy preferences, they may 

not vote according to these attitudes. Similarly, Mansfield and Mutz (2009) find that individuals 

base their perceptions of trade on perceptions of the overall economic climate rather than material 

interests. 

While factor- and sector-based studies have focused on the use of voting as a mechanism through 

which trade-policy preferences are made known to policy makers, a separate strand of research has 

focused on lobbying. Politicians face a tradeoff between seeking support from particularistic 

interests and their general constituency (Grossman and Helpman 1994). This leads to two distinct 

mechanisms through which trade-policy preferences can be translated into policy: voting and non-

voting political action (such as lobbying or contributing to campaigns).  

Exploration of the lobbying mechanism appears to be largely dominated by economists. Grossman 

and Helpman (1994) assume that trade-policy interests within an industry are homogenous: 

industries lobby for trade protection, which politicians must balance against welfare-enhancing 

liberalization. Gawande and Hoekman (2006) find evidence that a largely similar model can be used 

to explain PAC contributions (which they characterize as lobbying) and US agricultural protection. 

Bombardini (2008) embeds heterogeneous firms into a modified Grossman-Helpman lobbying 

framework. Because lobbying entails a fixed cost of entry, only the largest, most productive firms in 
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a sector will undertake the task of creating a lobby; thus, the distribution of firm size within a sector 

will determine the amount of protection it receives (firms are assumed to be lobbying for 

protection, as in Grossman-Helpman).5 However, while her model predicts lobbying behavior, her 

data likewise consist of PAC contributions, instead of actual lobbying expenditures. In her 

comparisons, the model with heterogeneous firms outperforms Grossman-Helpman. Extending the 

basic lobbying-for-protection model, Bombardini and Trebbi (2009) discuss the conditions under 

which producers in an industry will lobby singly or collectively: highly concentrated industries with 

greatly differentiated products will see firms lobby individually, while highly competitive sectors 

will see collective lobbying. In industries with high levels of competition and product 

substitutability, policies that increase prices are likely to reduce profits, while in oligopolistic 

markets, firms benefit from the higher prices that stem from increased product-level protection. 

However, all of these models assume that lobbying activities are directed towards the goal of 

increasing levels of import protection. Finally, once firms begin to lobby, they are likely to continue 

to lobby, expanding activities across issue areas (Kerr, Lincoln and Mishra 2011).  

Economic Models of Trade 
For much of the twentieth century, the study of international trade was dominated by the classical 

models still used in international political economy, which, through the Hecksher-Ohlin model, 

focused on an economy’s endowments in factors of production. These were largely replaced in the 

economics profession in the 1980s by new trade theory (Krugman 1980, Helpman and Krugman 

1985), which took advantage of the relatively late formalization of monopolistic competition by 

Dixit and Stiglitz in 1977 to create more parsimonious set of models, eventually incorporating 

increasing returns to scale and product differentiation into the existing Hecksher-Ohlin framework. 

The new trade theory allowed for improved understanding of trade flows, especially at the industry 

level; however, its shortcomings became apparent with the advent of new firm-level datasets in the 

1990s. While new trade theory was able to describe macro-level patterns of trade, it could not 

explain patterns in the internationalization of production (such as intra-firm trade), nor could it 

                                                             

5 Drope and Hansen (2006) explore this from a firm-size perspective, with analogous findings. Likewise, Kerr, 
Lincoln and Mishra (2011) discuss both productivity- and firm-size-based motivations. Political market entry 
largely mirrors production-market entry. 
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link firm-level characteristics to patterns of international economic engagement (for example, even 

exporting industries, exporting as a firm behavior is extremely rare). These two sources of trade are 

significant, accounting for approximately half of all trade flows, so this was no small omission. To 

amend these shortcomings and take advantage of new data, a growing literature has focused on 

firm heterogeneity, in what has been inelegantly referred to as ‘new new trade theory’. This 

literature on firm heterogeneity initially emerged with two distinct focuses: productivity 

differences and varying organizational forms, the former drawing from industrial organization, and 

the latter with a more noticeable corporate governance influence; recent work has begun to 

incorporate both of these aspects of heterogeneity into fuller models. 

The Melitz Model (Melitz 2003) introduced ‘new new trade theory’, which dealt explicitly with 

these intra-industry adjustments by incorporating heterogeneous firms into a trade model based on 

monopolistic competition.6 According to Melitz’s model, and others like it, firm heterogeneity 

occurs because, prior to entering a market, firms face uncertainty over both their immediate and 

future levels of productivity. Immediate productivity is only revealed if the firm chooses to pay the 

cost of entry; at this point, if productivity is revealed to be at the low end of the distribution, a firm 

may never realize any profits and choose to exit to avoid incurring greater costs. In the face of 

increased exposure to trade, an industry becomes more productive on average; inter-firm 

reallocations lead to the most productive firms gaining in market share, while the least productive 

firms exit (Melitz 2003). 

Firm heterogeneity provides an explanation for exporting behaviors. Entering a foreign market 

requires a high fixed cost of entry, much like the initial domestic market entry decision, and the 

variable costs associated with producing goods sold abroad are higher (and in iceberg form – more 

than one unit must be exported for one unit to be sold abroad) than for those sold domestically. 

However, export sales are more profitable than domestic sales. Consequently, only an industry’s 

most productive firms will expect to profit from exporting production (Melitz 2003). A small subset 

                                                             

6 While Melitz’s paper is considered the seminal work here, other models emerged around the same time, 
such as Bernard et al. (2003). 
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of the most productive of these may additionally choose to invest directly in a foreign market: FDI 

entails higher sunk costs, but potentially higher profits over time (Helpman et al. 2004).7 

High productivity (both total-factor and labor) is not the only characteristic of exporters, although 

it is the most important. Exporters are larger than non-exporters in terms of both shipments and 

employment. They also are more skill and capital intensive, and pay higher wages than non-

exporters. Given that exporters are both large and highly productive, one might expect the 

productivity between them and non-exporters to be merely evidence of exploitation of economies 

of scale. Controlling for firm size, BJRS (2007)8 find that exporters remain significantly more 

productive than non-exporters, so exporters possess some intrinsic characteristics that enhance 

their productivity, in addition to their economies of scale. Additionally, high productivity firms 

select into exporting; less productive firms cannot afford to pay the high fixed (and sunk) costs of 

export entry (Roberts and Tybout 1997). There is also little evidence that firms seek to export to 

improve their productivity (Bernard and Jensen 1999; Clerides, Lach & Tybout 1998). Reconciling 

micro- and macro-level observations, Costantini and Melitz (2008) model this as firms innovating 

prior to expected trade liberalization and before entering the export market; this then mimics the 

appearance of an export-productivity feedback loop (for related empirical work see Van 

Biesebroeck 2005 and De Loecker 2010). However, this does not significantly alter the underlying 

logic: firms that cannot expect to surmount the high fixed costs of foreign-market entry will not 

undertake internationalization-oriented investments. 

Finally, the relative skill- and capital-intensive nature of exporters appears to hold across 

economies at all levels of development, in contrast with expectations based on a classical trade 

model. In a developed (capital or skilled-labor abundant) economy, this is to be expected, but in a 

developing economy (land or unskilled-labor abundant), comparative advantage would seem to 
                                                             

7 Another extension incorporates a richer menu of trading arrangements. (Seker 2011) Related research 
additionally considers intermediated traders (Bernard, Grazzi, Tomasi 2010), while Plouffe (2011) extends 
the investigation to other forms of internationalization. 
8 BJRS 2007. 5. Seker (2011) provides as similar finding among firms in developing economies. Gibson and 
Graciano (2011) do the same for importers. Plouffe (2011) does the same for a broader range of activities, but 
a focus on small to medium enterprises makes the capital/skill-intensity finding disappear among Japanese 
manufacturers. 
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dictate that exporters would utilize production processes that intensively use the abundant factors 

of production (land or unskilled labor). However, this is not the case; exporters remain relatively 

skilled-labor or capital intensive, even within comparative advantage industries (Alvarez & Lopez 

2005, Bernard Redding & Schott 2007). Importers have been found to share these same 

characteristics as exporters; however, theoretical and empirical work here is underdeveloped.9 

Despite these theoretical and empirical innovations, this new approach to trade does not better 

inform all of our research questions. For example, in a recent working paper, several economists 

argue that recent innovations in trade theory and empirical research do not help us more 

accurately identify the actual size of gains from trade (Arkolakis, Costinot, Rodriguez-Clare 2010). 

Rather than focusing on the size of gains from trade, we can more accurately examine other 

consequences of trade, such as the distribution of these gains. This final point has the greatest 

potential for changing how we think about trade in international political economy: our models 

specifically attempt to predict political battles over these distributional changes that are incurred 

by an adjustment to existing trade policies. 

The New Political Economy of Trade 
Differences in firm productivity drive variations in firm behavior, even among firms within the 

same industry. This, in turn, contributes to trade-policy preferences that diverge from the 

predictions of classical models: firms within an exporting industry may favor protection, while 

firms within an import-competing industry may seek trade liberalization. These predictions are in 

stark contrast to existing theories of trade policy support patterns, which fail to account for the 

heterogeneous nature of firms. 

My model of firm behavior – described informally in this paper – extends that of Bernard, Redding 

and Schott (2007), which itself embeds the Melitz Model into the integrated equilibrium framework 

of the classical comparative advantage-based models, by adding a political market to the domestic 

and foreign production markets. This allows for the incorporation of multiple sectors within an 
                                                             

9 For theory-oriented studies, see Gibson and Graciano (2011) and Kasahara and Lapham (2010). For 
empirical projects, see Bernard, Jensen and Schott (2009), Sekar (2011), or Plouffe (2011). 
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economy, which differ in their input factor intensities.10 I begin by describing a single industry in 

isolation; I follow this by discussing dynamic adjustment with two industries. 

A Single-Industry Model 
I begin by extending the single-industry formulation of the Melitz Model to firms’ political economy 

concerns. Firms face a series of decisions that they make over the course of each time period; these 

periods are repeated without end, with the participants changing as firms enter and exit the 

market. Firms’ decisions are ordered within each period, as responses decisions may directly 

impact behavior throughout the rest of the period and in following periods. 

The Production Market 
Firms within an industry (as well as the aggregate economy) are differentiated by their total factor 

productivity (TFP) levels. An underlying productivity distribution is assumed, from which firms 

draw their unobserved productivity; firm decisions and trade-policy preferences are direct 

functions of this productivity draw. Prior to entry into a market, a firm’s productivity is unobserved. 

This is due to the fact that, having not produced anything, it is impossible for a firm to base its 

productivity expectations and forecasts on real data. These expectations themselves do not affect 

the actual productivity draw, nor do they factor into trade-policy preferences. 

 

 

 

 

Figure 1 – Sample Period, Production Market 

                                                             

10 While this model’s functional form is the standard for studying monopolistic competition, its 
characteristics do not allow for immediate extension to industries under pure monopoly or oligopolistic 
competition.  However, many of the political implications of the model should apply similarly. 
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Entry into the domestic market entails a fixed cost, which is then sunk, regardless of the firm’s 

production decision. At this point, entering firms realize their initial productivity draws. If a firm’s 

TFP draw is above the zero-profit productivity (ZPP) cutoff, it will begin producing for the domestic 

market at the end of the period; if its TFP draw is below the ZPP cutoff, it will not be profitable and 

will exit immediately, without incurring the variable costs of production. Additionally, firms that 

entered the market in a previous period make a decision whether to continue operating in the 

market or to exit the market at this point: firms that incurred losses in the previous period will exit, 

while those that either broke even or saw a profit choose to continue. 

During the next stage, firms decide whether to engage in international transactions, or pursue 

political action (these actions are not mutually exclusive). Firms can enter the international market 

in a number of ways: they can import goods, export goods, acquire ownership in foreign firms, and 

make overseas investments in production facilities (foreign direct investment, or FDI). However, for 

Entry – Firms pay the fixed, then sunk, cost of market entry and discover their initial 
productivity levels. Entrants with sufficiently low TFP draws exit without producing. 

Continuation/Exit Decision – Both entrants and incumbent firms decide whether or 
not to exit. Incumbent firms with TFP caught in a ZPP cutoff shift following the 
previous period’s trade shock can choose between exit and voice options. (See 
Figure 3) 

Trade & Political Action Decision – Firms decide whether to engage foreign markets and to seek 
a change in trade policy by entering the political market. (See Figure 2) 

Production Decision – Firms produce, incurring their variable 
costs. 

Trade shock occurs with some non-zero probability, followed by transition to next 
period. 
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the sake of simplicity, in this study I focus primarily on exporting.11 Recent empirical research has 

demonstrated that firms that engage in international trade are among the most productive within 

an industry. Those that engage in both import and export, as well as those that employ FDI, are 

generally more productive than those just importing or exporting. Export sales are more profitable 

than domestic-market sales; however, export-market entry is limited to firms with sufficiently high 

productivity to overcome the significant fixed costs of entry and higher (and iceberg) variable costs. 

Likewise, other forms of internationalization – FDI, offshore-outsourcing, and importing – can be 

lucrative activities, provided firms can overcome the significant fixed costs of entry. 

In general, the claim can be made that firms in the upper portion of the productivity distribution – 

those with TFP above the international trade or foreign market entry cutoff12 – can expect to gain 

from trade liberalization. It follows that these firms, as well as the factors of production they 

employ, both prefer and seek trade liberalization, so they will have incentives to enter the political 

market to gain access to foreign markets and goods. 

However, trade policy’s distributional consequences are not limited to high productivity firms; 

there are losers as well as the winners. Less productive firms face increased competition from 

abroad under a liberalized trade policy (leading to reduced margins), yet because of the costliness 

of trade, cannot partake in the benefit of foreign market access. These firms may enter the political 

market to seek import protection.  

The final step that includes firm behaviors in this period of the model is the production decision.  At 

this point, firms produce, incurring variable costs, and realize their profits or losses before 

transitioning to the next period in the model and repeating this process. While different models of 

firm heterogeneity may place firm exit decisions at different positions in a sample period (at entry, 

as shown here, or at the production decision), this should not affect patterns of trade-policy 

preferences. 

                                                             

11 Importing, FDI and outsourcing firms have similar characteristics to exporting firms. However, these 
behaviors are empirically much more idiosyncratic. 
12 I refer to this cutoff alternatively as the foreign market entry cutoff and the international trade cutoff. 
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The Political Market 
The political market for trade policy can be modeled simply. Political action is costly. As 

Bombardini and Trebbi (2010) note, the smallest firm that enters the lobbying process in the US is 

both more productive and larger than the average firm in its industry; while this pattern may not 

hold strictly across countries with different norms and rules for firms’ political engagement, it 

points to significant entry costs for lobbying activities. Even if a firm chooses to simply make its 

position on a trade-policy issue known to policy makers, political activities still distract from 

focusing on production, although the cost may be significantly lower than hiring lobbyists.  

Figure 2 – Political Market 

 

Firms that choose to engage in political activities will seek beneficial trade-policy reforms. Those 

high productivity firms that may engage in trade will seek some form of trade liberalization. Lower 

productivity firms that cannot expect to overcome the substantial costs associated with trade 

engagement will pursue some form of import protection. However, many low productivity firms 

may be unable to afford political action individually, and may seek to act through industry 

associations or with groups of firms that largely share their trade-policy preferences, thus sharing 

costs. The outcome of interest here remains the directionality of firms’ political activities, not the 

variety of forms that may embody these actions.  

We can reasonably expect the majority of trade-policy shocks resulting from political market 

interactions to be liberalizing for two reasons. First, trading firms tend to have more resources and 

capabilities at their disposal to affect policy than non-trading firms. Recall that not only are 

exporters more productive than domestic market producers, they also tend to be far larger than 

non-exporters. Second, the international trade system tends to incentivize and enforce liberalizing 

policies as it punishes transparently protectionist ones. Reduced barriers to trade are promoted by 

Firms decide whether to pay the cost of political market entry and attempt to 
influence trade policy. 

A change to trade policy occurs with some non-zero probability, which is 
reflected by the probabilistic trade shock in the production market model. 
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the reciprocity norm and MFN provisions, and gradual tariff reductions resulting from negotiations 

are frequently scheduled to occur over the course of several years. Reversions to protectionism are 

frequently disputed and subjected to retaliatory protectionary measures; additionally, the WTO 

places clearly observable upper bounds on allowable tariff levels. 

Firms and the Productivity Distribution 
My model presents a clear picture of the firm-level redistributive impact of trade liberalization. 

Assuming that a firm to some extent resembles a forward-looking rational actor, we can expect 

firms to attempt to impact the policy-making process to increase the likelihood of favorable trade 

policy outcomes. Firms that expect to gain from trade will seek trade liberalization, while firms that 

expect to lose from trade will seek protection. However, like a firm’s productivity draw, the impact 

of trade liberalization is unobserved prior to implementation; this may generate uncertainty as to 

how firms will be affected by the change in policy.  

A firm’s productivity draw can be depicted as a point on a sample productivity probability 

distribution function, as illustrated in Figure 3. We can divide firms into three broad categories: 

those with high productivity (above the trade engagement cutoff) that can afford to engage foreign 

markets, those with middling productivity that continue to only serve the domestic market, and 

those with low productivity (below the ZPP cutoff) and are not able to enter the market.  

Figure 3 – Sample Productivity Distribution and Trade Liberalization Cutoffs 

 

 

 

 

 

 

Low Productivity High Productivity 

ZPP Cutoff  (Z) Trade cutoff 
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Incorporating Multiple Industries 
The ZPP and foreign market entry cutoffs differ across exporting and import-competing sectors. In 

an exporting – or comparative advantage – sector, a relatively large portion of high productivity 

firms enter the international market following liberalization; additionally, a relatively high portion 

of low productivity firms are forced to exit. These low productivity producers are driven out by a 

relatively large increase in the ZPP cutoff, as new exporters bid up the prices for factor inputs. (See 

Figure 4) In the comparative disadvantage sector, the increase of the mass of exporters following 

liberalization is smaller than in the comparative advantage sector. Likewise, the mass of firms 

forced to exit does not increase as greatly, as factor prices in this sector are not bid up by a large 

number of firms seeking to grow to engage the export market. The ZPP cutoff does rise, though, as 

low productivity firms face increased competition from abroad. Overall, margins on goods 

produced for the domestic market are reduced, and factor employment shifts from the comparative 

disadvantage sector to the comparative advantage industry. In a sense, this final point is akin to the 

specialization predicted by classical trade theory, but not idealized to the same extent. 

Figure 4 – Changes in Cutoffs following Liberalization with Costly Trade13 
Comparative Advantage Industry 
 
 
 
             
                 ZT     ET 
       ZA               EA 
    ZT      ET 
 
 
 
 
 
Comparative Disadvantage Industry 
 A = Autarky    T = Trade    Z = Zero-Profit Cutoff    ET = Trade Cutoff 
 

By focusing on the ways in which firms can expect to be impacted by changes in trade policy, I can 

generate predictions for the patterns of trade-policy support that differ from those of both the 
                                                             

13 This figure is adapted from Bernard, Redding and Schott 2007. 
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ubiquitous Stolper-Samuelson and Ricardo-Viner theorems. As depicted in Table 3, my theory 

predicts patterns of support that match neither those based on Stolper-Samuelson nor those based 

on Ricardo-Viner. Regardless of industry, high productivity firms prefer trade liberalization for its 

benefits: increased market size, efficiency gains, reduced domestic competition and opportunities 

to improve output (through inter-firm reallocations of market share and factors of production as 

less productive firms exit). One key assumption underlying this prediction is that of reciprocity: 

domestic market access is coupled with foreign market access, either through bilateral 

mechanisms, such as PTAs, or through multilateral institutions, such as the WTO. 

Unlike the predictions of the Stolper-Samuelson approach, factors of production – capital and labor 

– are not necessarily pitted against each other when forming coalitions of support for trade policy 

decisions. Rather, firm-level productivity interacts with factor abundance, and at this micro-level of 

analysis, factors of productivity may share the policy goals of their employers. 

Table 3 – Trade-policy preferences with Heterogeneous Firms 
 Comparative 

Advantage 
Comparative 
Disadvantage 

Productivity 
Cutoffs 

High Productivity 
Firms 

Pro Liberalization Pro Liberalization 휑 ≥ 푒퐸  

Middle 
Productivity Firms 

Pro Liberalization Pro Protection 푒퐸 ≥ 휑 ≥ 푒푍  

Low Productivity 
Firms 

Pro Protection Pro Protection 푒푍 > 휑 

 
However, none of this is to say that comparative advantage no longer matters. While country- and 

industry-level characteristics interact with firm-level characteristics to create predictable patterns 

across countries, we can generate distributional effects based on relative factor specificity. 

Comparative advantage industries are those that engage most vigorously in trade, while 

comparative disadvantage industries do so to a lesser extent. Under liberalization with costly trade, 

comparative disadvantage industries face gross job destruction, while comparative advantage 

industries generate gross job creation. Because of this shift in the allocation of employment, 

individuals face uncertainty over their employment prospects in the face of liberalization. 

Additionally, there is some evidence that jobs eliminated by liberalization may not be absorbed by 

winning firms until years after the change in trade policy; labor productivity in trading firms may 

overtake production, limiting employment prospects for displaced workers (Menezes-Filho and 
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Muendler 2007). Furthermore, there are significant costs associated with reallocation, which 

significantly burden older workers; these facts tend to be overlooked in theoretical trade models 

(Cosar 2010). These factors likely account for some of the vast heterogeneity in individual-level 

attitudes over trade policy. 

Firms and Trade Politics: Propositions 
This model yields two categories of testable hypotheses regarding the political behaviors of firms. 

The first category, for which I provide some provisional support in this paper, focuses on trade-

policy preferences. The second set of hypotheses concerns firms’ engagement of the political 

market and their behaviors within it. In this paper, I focus on the preference-related hypotheses 

that follow:14 

H1: High productivity firms that stand to benefit economically from free trade prefer trade 

liberalization, across all industries. 

H2: Low productivity firms that cannot afford the costs associated with trade prefer import protection, 

across all industries. 

In trade models that incorporate heterogeneous firms, a small portion of high productivity firms 

can afford the high costs associated with trade engagement; this occurs across both comparative 

advantage and comparative disadvantage industries (but it does not mean that all of these firms 

choose to trade). It follows that these firms prefer the reduction of trade barriers to further 

increase the potential profitability of these activities. Similarly, the majority of firms cannot afford 

to surmount trade costs. Rather than provide opportunities, trade liberalization for these firms 

results in increased competition and reduced margins. These firms seek import protection as a way 

of protecting both their profits and ability to produce.  

These predictions differ from those of standard trade-policy models in that firms are not assumed 

to be homogenous within sectors; their heterogeneity leads to variation in preferences over policy 

outcomes. Because of this, my predictions represent a significant departure from those of standard 
                                                             

14 Hypotheses concerning firms’ engagement of the political market are explored in a companion paper. 
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models. Endowments of factors of production still matter, but in my model they do not directly 

influence trade-policy preferences; the same is true of the mobility of the factors of production. 

Rather than seeing sector- or factor-based battles over trade policy, I expect these disputes to occur 

between firms that can reasonably expect to benefit from increased trade and those that cannot. A 

brief discussion of the case of trade-policy adjustment in the textile and apparel industries in the 

United States can be found in the Appendix. This case illustrates the links between firm 

characteristics, preferences and behaviors; the primary focus in this paper is on the relationship 

between firm characteristics and preferences. 

Trade Engagement and Policy Preferences among Japanese Firms 
In February 2011, Megumi Naoi, Arata Kuno, Ikuo Kume and I conducted a survey of Japanese firms, 

seeking information on their preferences over globalization. Fifty-three percent of all the firms 

surveyed responded, giving us 2,217 firms, 1,390 of which are in the manufacturing sector.15 In 

addition to our questions regarding aspects of doing business in Japan, Teikoku Databank, the firm 

that administered the survey online on our behalf, provided us with additional information 

regarding characteristics of each responding firm. We also have information regarding the position 

of each individual responding to the survey at each firm. All of these respondents were in 

management positions, and were specifically directed to respond to the questions from their firm’s 

standpoint, not any personal viewpoint. 

Firms included in the survey were not gated by any characteristics (such as size or employment), so 

the sample should roughly approximate a census of the Japanese economy. To focus my analysis on 

the standard tradable industries, I limit my analysis to the manufacturing sector. Table 4 presents 

some industry-level characteristics of our sample of manufacturing firms. 

 

 

                                                             

15 17 observations are dropped due to inconclusive responses to questions regarding trade engagement. 
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Table 4 – Survey Coverage, Descriptive Figures 

Industry 
Total 
Firms SME1 

Tangible Fixed 
Assets2 Mean Sales3 Mean Employment 

Processed Food 156 117 1832 6352 99 
Textile & Apparel 48 37 466 1934 64 

Funiture & Construction 
Materials 102 74 1594 3199 91 

Paper & Paper Products 47 35 914 2387 73 
Printing & Publishing 89 61 1399 3435 106 

Chemical 182 133 6566 12475 179 
Steel, Nonferrous & Mining 232 170 2087 4532 108 

Machinery 238 159 2421 6486 182 
Electric Machinery 184 131 2453 8939 199 

Transportation Machinery 39 18 3156 9607 286 
Precision Equipment 33 23 3828 6590 193 

Other MFG 40 31 981 2064 73 
 

1 – Small and medium enterprises: the number of firms with employment of less than 100 workers. 
2 – Industry average, in millions of yen. 
3 – In millions of yen. 
 
For this project, I rely primarily on firms’ responses to questions regarding the prospective impact 

of trade liberalization on their business practices. The question is framed as follows: 

For each of the following phenomena and/or policies, please select the respective influence of 
each on your firm. **Please answer strictly in terms of impact on your company/business 
interests, rather than providing your personal opinion.** 

The expansion and further liberalization of imports on manufacturing goods (including 
processed foods). 

Deregulation and further liberalization of foreign markets. 

These two manufacturing trade-related questions share response formats with a number of other 

policy-related questions.16 Potential responses are as follows: 

1) Would bring positive effects. 

2) Would not have much influence. 

                                                             

16 For example, Kuno and Naoi (2011) focus on the Trans-Pacific Partnership. 



19 

 

3) Would bring negative effects. 

4) Would bring positive or negative effects, depending on the division or section. 

5) Don’t know 

Our list of questions and responses are framed in a forward-looking manner so that respondents 

would base their selection on expectations that may be rooted in previous experiences. In addition 

to this, the survey includes questions regarding each firms’ status within the global economy. This 

includes direct import or export, indirect import or export, contracting to an exporter, foreign 

direct investment, and outsourcing behaviors. Firms may choose multiple forms of engagement, 

assuming they can overcome the often high sunk costs associated with market entry; our survey 

allows for this possibility. 17 

Trade engagement varies widely across Japanese manufacturing industries. As Table 5 indicates 

(Figure A1 presents this graphically in the appendix), directly exporting to a foreign buyer is a rare 

activity across all sectors, ranging between 4.5% (printing and publishing) and 32.4% (machinery). 

Indirect exporting – selling to a foreign buyer through a third party’s distribution network – is also 

a rare activity, although more than half of respondents in the precision, mechanical and medical 

equipment industry sell a portion of their output in this manner. In many cases, a majority of firms 

do not sell any portion of their production overseas. In a similar pattern to export behaviors, direct 

importing is a rarer activity than indirect importing, although both of these are more common than 

exporting. A significant portion of firms in most industries do not import. Additionally, firms that 

engage foreign markets, often do so through multiple mechanisms. That is, a firm may directly 

import (export) goods from one country, but it may also indirectly import (export) from another.18  

 

 

 

 

                                                             

17 Plouffe (2011) explores these empirical questions in greater detail. 
18 This corresponds with the growing consensus on the role of intermediated trade in overcoming  the fixed 
costs of trade. (Bernard, Grazzi, Tomasi 2011). 
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Table 5 – Trade Engagement by Manufacturing Industry 

Industry 
Direct 
Export 

Indirect 
Export 

Export 
Supply 

No 
Export 

Direct 
Import 

Indirect 
Import 

No 
Import 

All MFG 17.5% 23.4% 30.2% 47.3% 25.1% 44.5% 40.1% 
Processed food & 
beverage 7.7% 21.8% 27.6% 53.8% 12.2% 65.4% 30.8% 
Textile & apparel 16.7% 14.6% 31.3% 54.2% 41.7% 54.2% 25.0% 
Furniture, 
construction material 10.8% 13.7% 12.7% 74.5% 21.6% 52.0% 35.3% 
Pulp & paper 8.5% 14.9% 27.7% 59.6% 14.9% 61.7% 29.8% 
Printing & publishing 4.5% 7.9% 14.6% 77.5% 10.1% 33.7% 60.7% 
Chemical 19.8% 28.6% 39.6% 32.4% 25.3% 50.0% 37.4% 
Metals & mining 11.2% 14.2% 27.2% 59.5% 18.1% 30.2% 55.2% 
Machinery 32.4% 35.7% 39.1% 30.3% 32.4% 37.4% 42.9% 
Electric machinery 23.9% 28.8% 34.2% 34.2% 35.9% 45.1% 30.4% 
Transportation 
machinery 15.4% 17.9% 53.8% 30.8% 25.6% 38.5% 48.7% 
Precision equipment 24.2% 57.6% 24.2% 18.2% 45.5% 45.5% 21.2% 
Other MFG 17.5% 17.5% 7.5% 62.5% 40.0% 37.5% 32.5% 

 

 
Just as trade engagement varies within industries, so do preferences over trade. Table 6 presents 

variation over import liberalization preferences. The largest portion of firms across all 

manufacturing industries neither prefers liberalization nor protection. In the light of standard 

political economy models, perhaps the most striking characteristic of this preference breakdown is 

the relatively large portion of firms in the textile and apparel industry that expect to benefit from 

import liberalization (roughly 27%). 

Table 7 presents variation in expectations over the effect of export liberalization. In a similar 

manner to import liberalization, significant variation exists in preferences over the prospects of 

increased access to export markets. While future export liberalization is viewed positively by a 

larger portion of manufacturers than import liberalization, only in precision equipment do these 

firms make up more than half of an industry’s respondents. This could reflect the relatively high 

portion of exporters within this industry.  
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Table 6 – Preferences over Import Liberalization, by Manufacturing Industry 

Industry Positive Neutral Negative Depends 

All MFG 13.9% 45.3% 19.5% 9.4% 
Processed food 16.7% 38.5% 24.4% 14.7% 
Textile & apparel 27.1% 37.5% 22.9% 4.2% 
Furniture, construction materials 10.8% 54.9% 17.6% 6.9% 
Pulp & paper 10.6% 40.4% 25.5% 12.8% 
Printing & publishing 5.6% 49.4% 18.0% 6.7% 
Chemical 18.1% 45.1% 19.2% 7.7% 
Metals & mining 9.9% 44.4% 20.3% 9.5% 
Machinery 16.0% 47.1% 17.6% 8.4% 
Electric machinery 14.1% 46.7% 15.2% 10.9% 
Transportation machinery 7.7% 48.7% 15.4% 10.3% 
Precision equipment 18.2% 48.5% 24.2% 0.0% 
Other MFG 10.0% 35.0% 25.0% 15.0% 

 

 
Table 7 – Preferences over Export Liberalization, by Manufacturing Industry 

Industry Positive Neutral Negative Depends 

All MFG 32.7% 41.4% 8.0% 4.7% 

Processed food 26.3% 48.1% 5.8% 7.1% 

Textile & apparel 37.5% 33.3% 6.3% 6.3% 

Furniture, construction materials 20.6% 59.8% 3.9% 1.0% 

Pulp & paper 25.5% 44.7% 10.6% 8.5% 

Printing & publishing 11.2% 60.7% 3.4% 1.1% 

Chemical 34.1% 44.0% 8.8% 3.3% 

Metals & mining 33.2% 37.1% 10.8% 4.3% 

Machinery 43.7% 30.3% 11.3% 4.6% 

Electric machinery 36.4% 38.0% 6.0% 6.5% 

Transportation machinery 35.9% 25.6% 7.7% 10.3% 

Precision equipment 60.6% 30.3% 3.0% 0.0% 

Other MFG 22.5% 50.0% 10.0% 5.0% 
 

 
Table 8 provides a similar breakdown of preferences over trade liberalization by level of 

engagement. Preferences over prospective liberalization vary at each level of engagement, just as 

they do when manufacturers are divided by industry. It is interesting to note that non-exporters 

and non-importers are similarly divided in their views of trade liberalization; neither group 

completely opposes import liberalization, even though many of these firms are unable to afford the 
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high costs associated with trade. Similarly, the majority of non-trading firms respond that both 

import and export liberalization would have neither positive nor negative effects on their business. 

Table 8 – Trade Preferences by Engagement 

 
Import Liberalization 

 
Export Liberalization 

 Trade Status Positive Neutral Negative Depends Positive Neutral Negative Depends 
Direct Exporter 18.1% 50.2% 16.5% 6.2% 53.1% 30.0% 5.8% 2.9% 
Indirect Exporter 21.5% 44.9% 17.2% 9.2% 52.3% 27.4% 8.3% 4.6% 
Export Supplier 15.0% 42.4% 18.8% 11.0% 41.4% 31.9% 9.5% 6.2% 
Non-exporter 11.4% 46.0% 20.2% 8.8% 21.6% 50.5% 7.4% 3.8% 
Direct Importer 21.5% 46.4% 14.3% 7.7% 47.6% 33.2% 5.2% 4.6% 
Indirect Importer 14.9% 43.9% 19.9% 10.4% 35.6% 38.8% 8.9% 4.5% 
Non-importer 11.0% 44.5% 21.4% 9.5% 25.5% 46.0% 7.7% 4.7% 
Non-trader 9.0% 52.2% 15.2% 6.4% 14.0% 55.8% 7.9% 4.6% 

 
To test whether the firms we survey follow the trade-engagement expectations of heterogeneous 

firm models, I run a series of simple regressions, presented in Table 9. The dependent variable is a 

binary indicator of firm-level trading status. Direct twoway takes a value of one where a firm is both 

a direct importer and a direct exporter; 153 manufacturers fall into this category. All twoway takes 

a value of one if a firm is both an importer and an exporter; this trade may be direct or indirect, 

although I omit the export supplier category. There are 314 firms for which all twoway takes a 

value of one.  

My key explanatory variable is ATFP, or approximate total-factor productivity. Estimating TFP with 

time-series data is difficult, but without multiple temporal observations, it is a practically 

impossible task. In utilizing ATFP, I follow the practice of Head and Ries (2003) and Tomiura 

(2007). 

퐴푇퐹푃 = 푙푛
푄
퐿
−	

1
3
푙푛
퐾
퐿
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For output (Q), I use total sales; value added may be used as well, but the term is not readily 

available within my survey data. Labor (L) is calculated using the number of permanent employees, 

while capital (K) consists of the firm’s tangible fixed assets.19 

Tangible fixed assets and employment represent firms’ capital and labor pools. Comparative 

advantage is a binary indicator for industries usually styled as export-oriented; these industries ran 

a trade surplus in 2009. In my tests of firm attitudes over trade, I employ a measure of revealed 

comparative advantage (revealed CA) as a robustness check. My revealed comparative advantage 

term is an index term calculated by WITS20, which calculates the industry-level share of a country’s 

exports relative to the global share.  

Table 9 – Productivity and Trade Engagement 

Trading Status All Exporters All Importers 
Direct 

Twoway All Twoway 
ATFP 0.92*** 0.85** 1.03*** 0.80*** 
Tangible fixed assets 0.10*** 0.03* 0.10* 0.08** 
Employment 0.14** 0.13*** 0.10 0.16*** 
Comparative advantage 0.64*** -0.14 0.40* 0.52*** 
Constant -2.97*** -1.17*** -3.57*** -2.53*** 

     Observations 1124 1118 1124 1124 
Wald Chi2 805.80 62.29 61.05 111.02 

     

*** p<0.01 **p<0.05 *p<0.1 

All probit regressions run with heteroskedastically robust standard 
errors clustered at the industry level. All firm-level IVs are transformed 
by natural logarithm. 

 

 
As depicted in Table 9, high ATFP is linked to various forms of trade engagement. Similarly, firms in 

comparative advantage sectors are more likely to engage in exporting and two-way trading (both 

direct and indirect). Firms in these sectors are also more likely to directly import intermediate 

goods, but the import link breaks down due to the inclusion of indirect importing. 

                                                             

19 As a robustness check, I employ other common proxies for TFP, including total sales and labor productivity, 
with analogous results. 
20 World Integrated Trade Solution, developed by the World Bank. 
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The key question, though, is whether or not all of this firm-level variation within and across 

industries has a meaningful impact on trade-policy preferences. Table 10 provides some insight 

regarding the impact of firm heterogeneity on variations in these preferences. The dependent 

variable in each of the three models is an index of pro-trade sentiment at the firm level. This 

variable takes on a value of one when a firm responds that liberalization will have a neutral or 

positive impact on its business activities for both imports and exports. If either will have a negative 

impact, the index’s value is zero. I then regress this on comparative advantage and the natural 

logarithm of ATFP using a probit link with heteroskedastically-robust standard errors and industry 

clustering. The table presents the marginal effects for the independent variables, rather than the 

regression coefficients. 

Models 1-3 present the bivariate regression results. Comparative advantage and Revealed CA do not 

gain significance, and model-fit statistics unsurprisingly reflect a remarkably poor fit to the data; 

however, this is not surprising, given that comparative-advantage-based theories are sector-level 

theories. ATFP is significant and in the expected direction in the bivariate regression, and retains 

these characteristics when the two comparative advantage measures are included (Models 4-5). In 

Model 4, both ATFP and comparative advantage are significant and in the expected direction, but 

when a continuous, rather than dichotomous, measure of sectoral trade orientation is employed 

(revealed CA), only ATFP maintains significance.  

Table 10 – Explaining Trade-Policy Preferences 
 Model 1 Model 2 Model 3 Model 4 Model 5 
Comparative 
advantage 

0.02   0.02*  

 (0.03)   (0.01)  
Revealed CA  0.01   0.02 
  (0.05)   (0.02) 
ATFP   0.15*** 0.15*** 0.15*** 
   (0.03) (0.03) (0.03) 
      
Observations 1373 1373 1110 1110 1110 
Wald Chi2 0.29 0.13 26.46 28.27 26.45 
AIC 1445.19 1445.48 1139.53 1140.70 1141.20 
BIC 1455.64 1455.93 1149.55 1155.74 1156.23 
Area under ROC 0.5107 0.5127 0.5557 0.5596 0.5569 

*** p<0.01 **p<0.05 *p<0.1 

All probit regressions run with heteroskedastically robust standard 
errors clustered at the industry level, with marginal effects reported. 
ATFP is transformed by natural logarithm. 
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Interestingly, several firm-level characteristics do not appear to be significantly linked to pro-trade 

preferences. Model 6 in Table 11 depicts typical findings. Productivity (ATFP) is significantly and 

positively linked to pro-trade attitudes. Comparative advantage is similarly linked, although the 

effect is much smaller. In Models 7 through 9, I present models that include controls for firms’ 

trading status. In each of these models, as well as in a number of unreported specifications, ATFP 

retains significance in the expected direction: high productivity firms view trade more favorably 

than low productivity firms; exporters and two-way traders are also more likely to favorably view 

liberalization. Model 7 includes a binary indicator for firm-level export status, which includes both 

direct and indirect exporters. Separating firms by export engagement strategy does not change the 

results: both direct and indirect exporters are more likely to favor liberalization than non-traders. 

Firms that merely supply export distributors (without the contractual link of intermediated 

exporters) very closely resemble firms that only produce for the domestic market in this regard. 

Import engagement does not seem to follow this pattern. Direct importers, as reported in Model 8, 

are not more likely to view trade positively than non-importers; the same is true of indirect 

importers. Explaining these findings will require more specific tests: some importers also engage 

foreign markets through other internationalization strategies, which may dilute the distinction of 

between importers and non-importers. Finally, two-way traders (both indirect and direct traders) 

are more likely to view liberalization favorably than other firms, as reported in Model 9. The same 

holds for direct two-way traders (that is, firms that directly import and export). 
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Table 11 – Explaining Trade-Policy Preferences 
 Model 6 Model 7 Model 8 Model 9 
ATFP 0.12*** 0.11*** 0.12*** 0.12*** 
 (0.04) (0.04) (0.04) (0.04) 
Sales (3-year ave.) 0.01 -0.001 0.01 8.34x10-5 
 (0.01) (0.01) (0.01) (0.01) 
KL ratio -0.01 -0.01 -0.01 -0.01 
 (0.01) (0.01) (0.01) (0.01) 
Comparative advantage 0.02* 0.002 0.02* 0.01 
 (0.01) (0.01) (0.01) (0.01) 
Exporter  0.10***   
  (0.03)   
Direct Importer   0.02  
   (0.04)  
Twoway    0.08*** 
    (0.03) 
     
Observations 1110 1110 1110 1110 
Wald Chi2 31.47 41.31 39.74 62.38 
AIC 1143.93 1132.23 1145.75 1137.05 
BIC 1168.99 1162.31 1175.83 1167.12 
Area under ROC 0.5608 0.6014 0.5618 0.5901 
     

*** p<0.01 **p<0.05 *p<0.1 

All probit regressions run with heteroskedastically robust standard errors 
clustered at the industry level, with marginal effects reported. All firm-level 
IVs are transformed by natural logarithm. 

 
Regardless of the control for trade engagement, ATFP remains significant and positive; that is, high 

productivity firms are more likely to view trade liberalization favorably than low productivity 

firms. Likewise, comparative advantage’s record is mixed: when accounting for trading behaviors, it 

does not exhibit a significant impact on the likelihood that a firm will prefer liberalization. 

Analogous tests utilizing revealed comparative advantage yield similar results. 

Finally, I test for status quo levels of trade engagement and market access. For trade engagement, I 

use the 2007-2009 average of industry-level imports and exports from WITS.21 For foreign-market 

access, I calculate the average of the average weighted tariff (AWT) for all trading partners over 

2007-2009 at the industry level. For domestic-market access, I simply use the 2007-2009 industry-

level AWT for Japan. When incorporating these terms into my model, I make some changes from 

previous iterations. Comparative advantage indicators are highly correlated with exports, so I 

                                                             

21 2009 is the latest year available; exports are calculated from import-partner totals. 
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remove them from the specification. AWT levels for imports and exports are also highly correlated, 

so I only include import AWT. Table 12 displays Models 10 and 11, which present typical results. 

Productivity (ATFP) and trading status (twoway) remain positively and significantly linked to pro-

trade attitudes. Import protection (Import AWT) is significant and negatively linked to pro-trade 

attitudes, but a similar pattern is not exhibited by export AWT, despite the two variables’ high 

correlation. 

Table 12 – Incorporating Market Access 
 Model 10 Model 11 
ATFP 0.12*** 0.11*** 
 (0.04) (0.04) 
Sales 0.003 0.0003 
 (0.01) 0.007 
K-L ratio -0.01 -0.01 
 (0.01) (0.01) 
Twoway 0.08*** 0.08* 
 (0.02) (0.03) 
Imports -0.003 0.004 
 (0.01) (0.01) 
Exports -0.004 -0.001 
 (0.004) (0.01) 
Import AWT -0.01*  
 (0.005)  
Export AWT  0.003 
  (0.03) 
   
Observations 979 1110 
Wald Chi2 248.21 92.92 
AIC 991.30 1141.02 
BIC 1030.40 1181.11 
Area under ROC 0.5976 0.5890 

*** p<0.01 **p<0.05 *p<0.1 

All probit regressions run with heteroskedastically robust standard 
errors clustered at the industry level, with marginal effects reported. 
All firm-level IVs are transformed by natural logarithm. 

Heterogeneous Firms and Preferences over Trade Policy 
Trade models with heterogeneous firms (or new new trade theory) can offer valuable insights to 

international political economists as well as political scientists more generally, above and beyond 

the capabilities offered by commonly-applied models. By focusing on the variation in firm 

characteristics – namely productivity – that drive firm behaviors in economic markets, we can 

improve our understanding of their participation in political markets as well. As a large body of 
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trade research has found, high productivity firms are more likely than low productivity firms to 

engage foreign markets through trade and other means. Similarly, high productivity firms, 

regardless of their internationalization activities, are more likely to view trade liberalization in a 

positive light than are low productivity firms. The model and evidence presented in this paper are 

at odds with much of the conventional wisdom in international political economy. New theories of 

the demand side of trade policy should incorporate these variations in preferences and the 

resultant varieties of behaviors to accurately describe or predict the trade-policy formation 

process.   
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