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What Types of Industries benefit? 



Across industries and over time 

• Industries are more likely to receive protection if they have 
seen declining output or employment or increasing import 
penetration (Marvel and Ray, 1983, Ray, 1991, Rodrik, 1995). 

• Average tariff rates generally rise in a recession (Ray, 1987, 
Hansen, 1990, O’Halloran, 1994) and are Granger-caused by 
unemployment (Bohara and Kaempfer, 1991). 

• The real exchange rate is associated with increased GATT-WTO 
dispute initiation (Copelovitch and Pevehouse, 2010) and with 
anti-dumping investigations (Oatley, 2010).  

• Thus, in cross-section, trade protection is more likely to be 
allocated to industries that are in decline and, over time, in 
periods in which more industries are threatened by decline. 

• This assumption is built into the literature on the 
“conservative social welfare function” (Hillman, 1982). 



Can we explain this pattern by PFS? 

• Perhaps losing industries simply lobby more (Baldwin and Robert-
Nicoud, 2007)? 

• Empirical testing finds strong support for the assumptions of the PFS 
model for industries that form a lobby (Gawande and 
Bandyopadhyay, 2000, Goldberg and Maggi, 1999). 

• However, and as Ethier remarks, PFS implies that industries that do 
not lobby should receive negative tariffs (ie: import subsidies) and 
this never happens (Ethier, 2011). 

• PFS cannot account for effects of electoral proximity on 
congressional voting on trade bills (Conconi et al, 2011). 

• Actual allocation of NTB’s does not seem to be fully determined by 
contributions.  In Gawande’s replication data set, NTB coverage is 
not significantly different across industries that have an organized 
lobby and those without. 

• Protection to “losers” is also noted in countries without extensive 
private sector contributions. 



A PFV model of trade policy 

• Can we explain protection to “losers” in a model of protection 
for votes? 

• A political model of protection requires that incumbents care 
more about some districts/groups than others (Lindbeck and 
Weibull, 1987, Dixit and Londregan, 1995, 1996). 

• In Grossman and Helpman’s 2005 model of a “majoritarian 
tariff”, the incumbent policy-maker maximizes the welfare of 
districts that voted for the majority party only.   

• Industries that are over-represented in government districts 
receive protection. 
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Making fixed factors endogenous to 
fixed capital 

• Grossman and Helpman (2005) assume that incumbents grant trade 
policy to benefit fixed factors and that shares of fixed factors, αj,g , 
are exogenous. 

• I treat fixed factors as endogenous to fixed capital, as specific skills 
that are built up through work and fade with non-use, as in Iversen 
and Soskice (2001).   When manufacturing plants close, the workers 
who were employed there no longer receive returns on their skills. 

• Plant entry and exit into an industry depends on prices with entry 
occurring when price exceeds PH and exit when price is below  PL, as 
in Dixit and Pindyck (1994). 

• The “range of hysteresis” within which plants neither enter nor exit 
is larger for industries with higher fixed costs and greater price 
variability because either increases the option value of waiting for 
the next period before deciding whether to exit or produce. 



Reconsidering the Optimal Tariff 

• When the allocation of new plants is random across districts, the 
optimal tariff, once price meets PH is zero.  Why? 

• Proof:  Above the trigger PH, additional production occurs in new firms.  
The expected benefits of this new production depends on the shares of 
fixed factors in the new firms in each district.   The FOC for the optimal 
tariff for firms that have not yet entered is: 

 

 
    

• But                              .  The optimal tariff on firms that are not yet located 
is zero.  Thus, PH is the upper limit for p* plus the tariff. 

• Corollary 1: PH  Higher tariffs will go to industries that have experienced 
price declines because the prevailing price, p*, will be further from PH, 
which sets the constraint on feasible tariffs.  

• Price falls transform trade protection into “pork.”  
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Corollaries 

• Corollary 2: When allocation of new plants is random, protection is 
more likely to be allocated to industries with high sunk costs or more 
variable prices, since these industries can support a lower prevailing 
price, p*, before exit occurs. 

• What if the allocation of new plants is not random?   Ellison and 
Glaeser (1997) compute the mean level of co-location probability for 
manufacturing industries as 0.051.  

• As the co-location probability rises, the value of a price shock falls 
because you can anticipate that new firms will be in a given place. 

• Two hypotheses: 

1. Protection will rise with negative price shocks but the marginal 
effect of negative price shocks will be higher with greater sunk 
costs or price variability. 

2. The effect of negative price shocks will be lower with higher co-
location probabilities. 

 

 



Initial Tests 

• The Bown data on ADD’s and CVD’s is assigned to SIC codes through 
the associated  HS code associated and using HS code to SIC 
concordances from Pierce and Schott (2009). 

• Price shocks are proxied by changes in real ER, real shipments and 
real value added (Federal Reserve and Bartelsman et al (2005)). 

• Sunk costs are treated as proportional to fixed capital as in Sutton 
(1991).  As in Ghosal (2003) fixed capital is estimated using data on 
the output of firms by size groups (Economic Census). 

• Price variability is estimated from the residual variability in a profit 
equation (Ghosal, 2003) using Economic Census data. 

• Estimates of co-location probability from Ellison and Glaeser (1997). 

• PAC contributions by SIC code by year from FEC, Snyder, and with 
assignment of PAC’s to three-digit SIC by Google/Orbis. 

• Estimated in TSCS negative binomial model with random effects. 

 

 



Results at four digit SIC level 

Dependent variable is 
Number of ADD’s or 
CVD’s imposed by period 

By four digit SIC By three digit SIC 

Price Shock -.00 .024* 

Price Shock*Sunk .001*** .001† 

Sunk Costs .44*** .39*** 

Shock*Gamma -.04 -.31 

Gamma -6.1* -9.0* 

PAC contributions .00 

Constant -.16 0.68 

†Jointly significant with Price Shock at five percent level. 



Conclusions 

• The contribution of Melitz (2003) is to show how firm entry 
and exit changes our predictions on trade liberalization.  The 
work herein considers how firm entry and exit changes the 
optimal trade policy for policy-makers in a political model in 
which location is important.   

• Ailing industries allow for trade policy rents to go to known 
places.   Industries with higher sunk costs are more likely to 
stay open, even with price declines, and offer greater 
potential for geographically targeted trade policy rents. 

• The analysis herein also explains why workers and capital 
owners can form cross-class alliances on trade.  The interests 
of fixed factors are symbiotic to capital since fixed capital in 
plants is part of creating a fixed factor. 


