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Abstract

The proposition of free trade has been one of thst important tenets of economists for the pastderturies.
They have been of the view that free trade willildenefit of nations in most of the cases. Butwrteade
theory” and “infant industry argument” does not o this principle of trade. Therefore now econsiiare
trying to seek out not only economic rather paditideterminants of protection in nations. So thigdg has
basically tried to see how government maximizedarelof the society in designing trade policiescépally in
developing countries. Moreover the whole developiegion has been divided regime wise, domestic
institutional wise and income wise. Both quaniti&tand gaualitative analysis has been performedsgean
Helpman model has been employed for estimatingethedfare estimates. Time span of the study is ftG®5-
2010. And GTAP7 has been used for extracting datartermediate inputs. Welfare mindedness has been
calculated with lobby and without lobby formatiam an economy. Results are very much close to tesept
world scenario that more rich and democratic natiare more welfare concerned than poor and auiocrat
nations. More over parliamentary democracies prowete welfare oriented than presidential democgacie

1: Introduction

Most of the time it has been observed that tradieips are quite different from being optimal pglicMany a
times trade policies have been considered as drunment of redistribution of incomes to favored wyps.
Majority voting model and different lobbying modetave tried to explain these notions. But stillfetiént
aspects need to be focused like why such policft ghibias towards import-competing lobbies? Onethaf
reasons explained by Grossman and Helpman(19%Hisisthe decision taken for efficient redistrilwatipolicy
intensify the process of lobby making by speci&tiest groups for getting maximum benefit from spolicies
which leads to considerable waste of resources.fatdelmindedness is actually the rate at which the
governments trade off between welfare of massesddfetent pressure groups for distortioanry trgadicies.
Mzgly times such lobbies tie themselves with thetgfmr diverting the resource allocation towardsffitient
use.

The proposition of free trade has been one of thst important tenets of economists for the pastderturies.
They have been of the view that free trade willilbdoenefit of nations in most of the cases. Butwrteade
theory” and “infant industry argument” does not suppais tprinciple of trade. Therefore now economises ar
trying to seek out not only economic rather paditideterminants of protection in nations. Factds level of
employment in the industry, import penetration satmncentration of industries (Rodrick 1994) hbhgen used
by many authors to know the determinants regarsimpsition of tariff in reality but no clear ressilhave been
found? Moreover few economists suggest that politicalnernic models related to trade policy should focos o
these important elements like; structure of lewélgrotection, instruments of protection, changethe structure
of levels of protection overtime and changes inaherall level of protection overtime (Krueger 199Recently
more emphasis by political economists has beenngiyn the first element regarding the protectioticy
(Hillman 1989, Rodrick 1994). Second issue is atgportant that why few nations choose one instminfier
protecting their own industry while it demands othation not to use the same one just to get menefits by
using its influencé.Not much work has been done in this regard bilititiman (1990) and Feenstra and Lewis
(1991) can be viewed in this regard. Many of thme8 it has been assumed that the structure of tEvel

1 See Mitra(2005), “The Political Economy of Tradsi€y: Theory and Applications toLatin America”

2 New Trade Theory proposed that intervention iderkke import duties, export taxes, import subsidg export subsidy,
can be used to enhance the economic welfare ofatiens on the basis of scales of production. A& antrants in
industries can have more economic profits or raatsompared to the late comers.

3 See Krueger 1993 for the failure of the US pravecstructure with any of the political economic aieh

4 For example in past we have seen US negotiatihmtary export restraints with Japan on many presltather than itself
imposing import quotas which creates a price diffiee between two nations.
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protection is time invariant. But in reality it hadso been observed that if an industry gets ss@demn
achieving a level of protection then it can easdlige or increase it overtime and it becomes ditipal matter.
Finally regarding the determinants of level of pation, many research has been conducted on the dfas
many propositions but still gaps are here whichrereded to be filled.

Different approaches for political economy of tramidicy:

1. Tariff Formation Approach Findlay and Wellsi282)

2. Political Support Function Approach: An extensidriammer approach Rodrick(1995)

3. The Median Voter Approach Mayer (1994)

4. The Compaign Contribution Approach: An extension O model Magee, Brock and
Young(1989)

5. The Political Contribution Approach Groasni Helpman (1994).

Tariff Formation Approach: Findlay and Wellsiz(1982): This approach helps us to determine tariff
endogenously using general equilibrium model. ledsh light on how interest groups effect in tariff
determination process. This model assumes politicditutions as given. Despite all such theredmsthing
important was missing that is it failed to expldie policy maker’s objective function explicitly.

Political Support Function Approach: Rodrick(1995): This approach is basically an extension of the &rm
one. In this model a policy maker explicitly maxa@s his welfare function. And he incorporates mfhainction
the gains from protection and losses to the pojpulafThis model recommends that positive tariferé an
optimal policy. Another advantage of this modethais that it can easily be applied in an open eoon This
theory rejects that interests groups can have alyim policy making.

The Median Voter Approach: Mayer (1994): This model incorporates the political and econofaices into
the determination of protection policy. This modetepts the influence of interest groups in tramliey making
decisions through majority voting. According to Mayevery political decision is the result of théeraction of
few players in an economy; self-interest voterbblong groups, politicians, and preferences of@otnakers
related to trade. The model also proposes thamaptiariff rate is associated with the factor endwemt level
with an individual. Moreover this approach decidkat in the situation of diversification in the @owonic
interests of voters for endowments of factor (labaod capital), tariff policy will be decided thiglu majority
voting system. And equilibrium tariff rate will ibat one which will remain unchanged with any puesgrom
majority of voters. And this model concludes thatimal tariff rate depends upon the relationshipneen
individual's capital-labor and society’ endowmeNb doubt this is an advancement in the theorigsotifical
economy models of trade policy determination bilit afitics® have raised objections behind its rationale. They
have regarded this theory as a theory of majoaitgpiolitics not of interest groups politics.

The Campaign Contribution Approach: Magee, Brock ard Young(1989):This is an extension of H-O model
by including two lobbies and two political partiabbng with two factors, and two goods in the deteation
process of trade policy. And this model expliciéyplain the role political parties in decision makiprocess.
Magee et all and Grossman-Helpman have contribuiethis regard. The difference between these two
approaches is quite obvious. In first approach ileblihrough political campaign influence the chanoé
election of a particular party while in the secompbroach lobbies through political campaign of aaie
candidate tries to influence the trade policy olingu party in government. Moreover all players (ds,
political parties and voters) maximize their wedfa®ne political party is assumed to be pro-pratacand the
other pro-trade. Moreover it is also being assurbgdauthors that capital-intensive sector is prorand
demands for export subsidies because this willem®e the return to capital as proposed by Stoplare8ison
Theorem. While labor-intensive sector lobbies foport tariffs and is said to be pro-protection.

The Political Contribution Approach: Grossman & Helpman (1994): This model considers a small open
economy and does not allow for competition amongipgal parties. It assumes only the role of a &ngplitical
party which is in rule and faces many lobbies es$és. Each lobby represents a single industry&rést. The
main purpose of government is to maximize weigtsech of aggregate social welfare and contributioasien
by lobbies for their particular interests.

Theoretical Framework:

In principle, there must be four elements in thétisal economy model of trade policy which arefaiow®:

® See Reizman and Wilson(1995)
® Rodrick, “Political Economy Of Trade Policy”
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So from this framework it is cleared that an ecommooutcome is the result of consensus between égbivhich
are also known as special interest groups andigadlihstitutions working in an economy. In otheonds it can
be interpreted as follows
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After reviewing all this now we develop a theoratiramework for our research work. As it has bdEtussed
above that the purpose of this study is to see hbat trade policy decisions are formulated in depiig
countries. Which players forces the politiciandgke decisions, whether small but strong domestibies or
majority of voters. Moreover how institutions diffEom democratic political regime to non-demoaratigimes
and through which mechanism these help in decisiaking processes. Whenever we talk of a policy ngaki
process, there are mainly three actors who play tbke in modifying policies according to theirtémests.i.e.
Interest groups, Political parties and Bureaucpalsfy makers). The system works in this way: iastrgroups
provide electoral support to political parties ahdse parties provide political support to bureacgr Here
bureaucracy refers to specialized organization as@g of highly trained professionflsAfter this political
parties extract benefits from these bureaucrathénform of low regulations and special favors dmmestic
lobbies which help these parties to get reelecBal.in this way special interests are protected laking
legislation and institutions for personal motives taking into account the common majority intesest
Polk (2002) summarized all different approachesiuseincorporate the effects of interest groups.tilked
about common agency approach and then about signaldbdel. He tried to show how such lobbying afdbe
political decision making process. he analyzed twhmon agency models takes politics as a market an
folding the individual preferences, politicians dge from the objective of maximization of sociaéifare. In
this model politicians use compaign contributiassa payment for buying policies. While the othaarmel of
interest groups take politicians self-interestedd An this model, effect of lobbying has also b&sen positive
in a way that politicians have asymmetric informaatbut lobbyist being fully informed about the pefnces of
individuals help these politicians to make rightipp decisions. So in this way lobbying can be relgal ad
welfare-enhancing here but welfare-reducing in fbemer case where contributions are used to deviate
politicians from the right decision making.
Van Winden(2002) tried to analyze interest groupivdies and their influence on politicians and ithpolicy
outcomes. He observed that interest groups affegisies in two ways. Directly and indirectly. Datty in a
way to influence the behavior of policymakers andirectly through affecting voters. Moreover hesdrito
separate the influence of interest groups throuhrdnt means like lobbying, pressures, structa@drcion,
and representations of interest groups among puobgegrs through social ties. And also threw lightseweral
channels of this influence. For example, they mapraach to bureaucrats lagislators® and political

" Acemoglu (2011)

8 Jhonson . M. P, “A Glossary Of Political Econongrifis”

® see e.g. Spiller (1990), Laffont and Tirole (19%)d Banks and Weingast (1992).
10 See Austen-Smith (1993), Dharmapala (1999a, b)
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candidates! Many studies also tried to see the impact of atgon between legislator and bureaucrats when
both can be influenced by interst groups througftrifoutions. Some authdfsconsider that the interst groups
make it their “targets” to influence the interactioetween state and local governments.

Merlo and Felli(2000) found that lobbying always ttea Which means that lobbying always affects the
decision making process in democracies. Moreowy #tso concluded that policy outcome is robushdwehe
changes in the electoral rule. They also endogdrdaby activities in their model. Similarly Reul§2002) also
discussed the importance of such pressure groupscancluded that interest groups are now an impbrta
characteristic of any political system. becausd ggroups make payment to policymakers for shapoiigigs in
their interests.

2.Literature Review

“Perhaps no other area of economics displays sugapabetween what policy makers practice and what
economists preach as does international trade.”ani Rodrik (1995).

Lots of literature is available for, how trade jpylpreferences are made in an economy. Rodricbiased out
that there must be four elements in the framewétkadle policy formulation and individual preferesdead the
policy maker to make some decision. But to know twhetually individual preferences are, is diffictitt
estimate. Some are of the view that factor spatifitetermines the individual policy preference. WWtsome
are relating it directly to the institution buildjnHere is a brief review of past literature whigii be helpful in
reaching some conclusion that what is actually eded deciding a good policy for an economy. Thare
different determinants of trade policy. Differeetonomic models incorporate either factor endownwent
product characteristics for trade policy preferend&/henever people want to take any decision atrade
policy they keep in mind the distributional aspentterms of incomes from certain decisions. Herhis study
not only typical thinking has been adopted for héag at optimal trade policy rather institutionapact has
been tried to take into consideration using Grosshtielpman model. That's why this literature revibalps in
knowing so far done works regarding this specifiitizal economy model.

Bhagwati(1982) proposed the idea of Efficient Tariff which thevgonment has to impose for providing
protection to labour in import-competing industri€ovt. has to take this step to reduce the amoiuiabbying.
The other way to satisfy labourerss are to protheen subsidies or to bribe them but due to budgestcaints it
becomes difficult for governments to adopt this wag the compensation through the generation afrmess
from protection becomes more feasible.

Helpman(1995) presented for the first time the relationship be&mvénternational politics and internal politics
role in the formation of trade policies. He exptadnall the different approaches of trade policyrfation from
tariff formation function to the influence driveomtributions. But along with he discussed a newceph of the
formation of free trade areas in trade policy amgdtto find its effect on the overall welfare af aconomy.
Helpman showed his concern about this new versientd the reason that trade policy in one naticeffescted
by the political environment of the other. Inteioasl political arena play a vital role with thelfnef diplomacy
to effect tariff rates and restrict the entry ofnpather nations to enter into their markets. H® @amphasized
the that such a framework is needed that incorpsrable of institutions in the formation processtm@ide
matters.

Golberg and Maggi (1999)are the pioneers in employing Grossman Helpmar(l98odel for testing
empirically the decision making process of tradkcgoThey found that govt. put high weights on isbevelfare
of the society than to the compaign contributiorslevsetting the trade policies. They proved ibtigh their
results that this weightage is 50-70% higher fociaowelfare maximization as compared to the praiti
contributions of worth $1 spending by the govt.

Mitra(1999) also added his contribution in the literature dfdg formation within the framework of political
economy of trade policy. He highlighted a notibattmore unequal distribution of assets leadsrgelaumbers
of lobbies in an economy. This study also incorpEsdhe role of endogenous lobbies in to the mpdedented
by Grossman Helpman. Moreover author also expl#iesnature of industry whether organized or not by
looking at its capital stock and elasticity of dexdor its product. Industries that are having higipital stock
and inelastic demand are said to be organized iaedsersa.

Bandyopadhyay (2000)also proved the same notion using the applicatio@rossman Helpman model that
govt. puts thousand times high weights for the mmézation of social welfare as compared to campaign
contributions. He used non tariff barriers datal& fo the year 1983.

Scheve and Slaughter(2001proved that low skilled labour demands more ptaachan highly skilled labour
in case of United States and but people engagékose industries which are related to trade seet@r,not

1 See Hillman and Ursprung (1988), Hillman (1989)
2 Hoyt and Toma (1989)
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showing strong support for trade barriers. Moerothe author also found that factor incomes arsbtas
ownership also help to shape the policy prefereri8esthe main result of their findings showed timatividual
preferences are more related to the factor typewennt rather than the industry of their employment

Eicher and Osang (2002)using a dataset of 106 industries of US tried @kenthe comparison of two
endogenous models of trade policy determinatione @npolitical support function model(Hillman) aride
other is influence driven function(Grossman-Helpjndrhey found that the latter model outperforms fingt
one in explaining the role of lobbies in shaping thp policies in economies. they employed instrualen
variable approach using Tobit model. For politisapport function model, they tried to find the &katy of
substitutions for profits of lobbies and the sociadlfare and none of both showed any significadties of
estimates. But even then it can be generalizedithiatt the results that this model places high wisidbr social
welfare.while on the other hand dataset confirmsgdy and significantly prove the predictions faofluence
driven approach give by Grossman-Helpman. And gidiaat import penetration has a strong positiveafon
the tariff barriers and negative effect on nonftdrvarriers for organized industries. Here theydusethreshold
approach regarding the contributions level for rdgay an industry as an organized one. Overalk thedlings
confirmed the superiority of influence driven magleh political support models in explaining theerof lobbies
in determining the policy outcome and confirmedéhdier findings that govt. aims to be welfare imaxing in
policy making.

Kaempfer, Tower and Willet(2002) using non-technical approach and reviewing soreerttical and past
empirical analysis concluded his analysis thatquidnism is the outcome of self-serving specitdriests in the
society. It can be regarded as a costly produet négative sum political game rather than the prbdtithe
govt. which aims at the maximizing welfare of tleeisty bringing into focus on the tradeoff in bebmeaquity
or efficiency.

Dutt and Mitra(2002) found that political ideology of the govt. in pomaso affect the trade policy decision.
They used Heckscher-Ohlin framework for measurimg telationship and observed that left wing paripport
more protectionist policies in capital nations aogigest more pro trade policy in labor abundatibns. And
they also described that such behavior is strobgigg observed in case of democracies than intdistaips.
Milner and Kabuta(2004) tried to relate the nature of political systenttie choice of trade policy. i.e. either
more free trade or protected one. Using five d#férproxies for trade policies as dependent varjahh
econometric analysis for large number of developiations had been applied. They found that moreodestic
nations tend to have less trade barriers. Usingl#itget from 1970-99, they observed that in lataundant
nations, political leaders demand low trade basréex the degree of democracy increases.

Frye and Mansfield (2003)have tried to examine the institutional variaticms trade policy with special
reference to the post-communist world. They usedrel data of 25 nations from 1990-98 and obsetiat
democracies are having more inclination towardsrtibtrade policies while on the other hand non-alaatic
nation favour protectionism. Moreover they alsorfduhat in both types of regimes when power is ¢pein
dispersed from protectionist elites, it create®kigal space for interest groups in making suabnemic policy
making process and who give much favour to lib&ade policy. Supporting the findings of other stsdfor
different regions, they suggested that domestittipall actors and institutions play an importanerm opening
up trade policies. And when political fregmentatisas observed in communist nations, then such digpeof
power lead to more open commercial policies whigremnot based on the vested interests on few elggs
was before.

Cadot, De Melo & Olarreaga(2004)also made the use of the model presented by GrosanthHelpman to
show that how tariff patterns are determined i @nd poor countries. He also pointed out a venyontant
phenomenon that equilibrium level of protectiomat just effected by the lobbies which are bereditby this
rate of protection but also from the counter lobla&ect which are negatively effected by this @terotection.
He used the extension of the basic model to shothial Moreover he found that rate of protectisrhigh in
poor countries for revenue constraints. And poamtides protect more to the agriculture sector evkiile rich
do opposite. Overall in his study he tried to fthdt a good policy may not be the result of pahiis objective
functions rather may be due to the removal of ¢otsfin different interest groups in a society.
Afontsev(2004)during his project for Russia for the policy of fication of tariff found that citizen welfare
were given higher weight in government priorityrit@ntributions of lobbies. It means that in foratirlg trade
policy the lobbies do not have leding role in Rassihe author also made the use of extended Grossma
Helpman model to find the effects of a trade polmy different players in the economy: producers and
importers. From the results of standard and eldémmodel, it was observed that the coefficierteched to the
political economy priorities are almost same. Hogreto increase the budget revenue and welfaretiakos
were having relatively higher weights as compaedbbbies welfare. For identifying between orgadiznd
unorganized industries, threshold criterion wasdugse. number of firms in industry does not exceeckrtain
level.

80



Developing Country Studies www.iiste.org
ISSN 2224-607X (Paper) ISSN 2225-0565 (Online) /l'H.i.l
Vol.3, No.13, 2013 IIS'E

Belfrage(2004) also tested extended Grossman Helpman model uge@oldberg and Maggi(1999) for a
number of OECD countries and regions and obserbatl $pecial interests in the context of trade polic
decisions vary positively with the change in prétecrates of the industries. Their findings ardime with the
predictions of the model. Moreover this study dfsmrporated the effect of terms of trade into thedel and
found that such concerns are having more importdocéarger nation in the sample while the dowrestne
interest effect has not been observed for any matio

McCalman(2004)using the model of protection for sale given by$aman Helpman for Austaralian economy
tried to prove the structural parameters causiiagletrliberalization in that nation. And he obsenthdt
alongwith the weights assigned by govt. to diffénerlfare aspects, size of the voting lobbies atedters for
such transitional change in trade policies. Whigans that the protection of any industry is reldteitis voting
strength. Moreover this study also showed that ald6utimes weights are higher for social welfarantton
political contributions. Two stage least square eidthd been used because of the endogenity prahl&oth
variables i.e. inverse penetration ratio and tamiffintermediate inputs in determining the tradicgaand trade
volumes.

Mobarak & Purbasari (2005) found that personal relations with politicians danhelpful in influencing the
policy outcomes from governments, which in otherrdgomeans that if lobbies and pressure groups are
connected with some political parties then themrdes to win policy are brighter as compared terosectors
in the economy. They also employed Grossman-Helpmaatel of protection for sale on the data of Inciae
economy. Moreover this study used not only taréfriers data rather non-tariff measures have atsm lused.
And it is being observed using dat for 20,000 maotufring firms that politicians are more willing tiee import
licenses to facilitate than other trade measuresl goliticians try to focus on individual level peation not on
the whole industry wise.

Michalek and Hagemejer (2006)used Grossman-Helpman (G-H) framework of Protectior sale for
analyzing the role of lobbies in designing tradéigyoof Poland. They found that such lobbies tryafect the
decision making ability of Polish government thrbuthe provision of contributions in political prase
Advanced econometric technique.i.e. Instrumentalabée (V) approach, has been applied for contrgll
endogenity of trade policy. The data employed cordid the predictions of this model and showed that
organized sectors have the advantage of influentiiegdecisions of governments in their favours. iMes
proxies have been used for observing whether seaterorganized or not. Moreover the variable dsettade
policy MFN tariff rate proved a much better prokah preferential tariff levels.

Blonigen(2008)found recently evidence for the trade policy prefees of people. The author tried to fill the
gap in the models of political economy of tradeigolhich is related to their individual preferesctor a
particular policy action.

He found that uninformed people do not know onlthsis of facts that which policy should be favoigdcause
information acquisition is costly. And these unimied are those who have less income and educa&ion.
author highlighted in his study that in the polfieconomy models, economists should also incotp@ach
factors which shows the preferences of peopleéndéttermination of trade policy. Moreover he alsonid that
life cycle change also affects the policy decisidfsr example after retirement people don’t get iminéormed
about the situations of present issues becausemafmn getting process becomes complex for themh an
therefore decisions will not be based on accurstienates.

Gwande, Krishna and Olarreaga(2008)studied the formulation of trade policy in the ta of govt. welfare
mindedness of the govt. by using Grossman Helpmaalein They studied the govt. behavior variationfttiy
nations they used the structural approach for figdhe impact of political, economic and instituiab variables
on the decision making process of tarde policy.yTdleserved that the govts in which political ingiibns have
more check and balances prove to be more welfandedi Moreover they found that more informed votarsl
high degree of urbanization also cause to put maight on the social welfare. They also suggested this
welfare mindedness is the major cause of tardediization.

Tang (2009)also used extended version of Grossman Helpmarelnedgrotection for sale for examining the
effect of political idealogy of countries in detanimg trade policies. His study showed that leftngyi
government are pro- labour almost every where &adist why demand high rates of protection in labour
intensive industries and vice versa. He incorpardéetor intensity variable alongwith ideology \abie and
then observed how left wing and right wing govtiée@ the protection decision in labour intensivel aapital
intensive industries. Dummy variable was being gateel for ideology using dataset DPI and factoenstities
have been calculated for US industries and orm$isemption of constant returns to scale, these hese used
even for all nations in the study. The author hawleyed non- tariff barriers as dependent variahle
Grossman Helpman model.

Gwande and Magee(2010)Tried to incorporate the effect of free riding plem in Grossman Helpman
model.and found some different results as comptredrlier studies. They used largest firm’'s stednadustry
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output for capturing the effect of this new var@abrhey found that by introducing this variables theights on
social welfare reduces and increases for compaigtributions. Moreover they showed that with freéng the
protection rates will be lower even when policy miskvalue both social welfare and political conttibns.
Under free riding, there appears the problem oéabes of perfect cooperation among firms. Due te teason
industry’s contributions reduces comparing to teefgrtly organized environment. The authors coreduthat
this phenomenon cause the protection rates of dpegdlnations very low despite the quite active ofléheir
politicians.
Gawandeg Krishna, Olarreaga (2011) showed that many political, economic and institoél factors help
governments in taking decision making for the welfanaximization of people. They conclded that doe t
redistributive effects of trade policy, it can begarded as a best tool to evaluate the governmelfarey
concerns. They made use of Grossman Helpman modetdasuring the welfare maximizing behavior afyfif
nations and found that if political institutionseahaving more check and balances in the economy th
govverments will be welfare minded. Similarly ifteos in a economy are more informed then governsneut
more weights for social welfare. While on the othele if voters are showing their concerns towardpecific
idealogy of a political party and media is alsougeficing their opinions then the objective of sbevalfare
maximization will not achieved and governments wit be proved welfare minded.
Hicks, Milner & Tingley (2014) have also tried to analyze the role of politicaitigs and their special interests
in shaping up of the trade policies in developiagions. They discussed the case of costa Ricansb&arving
their bahaviour towards an international trade egrent CAFTA. They suggested that in developing rikso
related to trade policies, a special focus shoeldriade on top-down political factors which inclsigmlitical
actors elites in the society along with many otbeonomic variables. Bottom-up factors which aratesl to
redistributive effects of trade policies seem taeheaery little importance.
3. Model:
In this section, theory has been developed that overnments show their welfare concerns for thitizens
relative to private benefits. For this purpose Gnoan Helpman (1994) model has been used. This Imode
provides strong theoretical basis for understandisgbehavior of governments in assigning weigbteither
welfare of the societies or to the political comitions of special interest groups. This is bakicpblitical
economy model which helps in knowing how decisiomking process of governments is affected by palitic
actors and economic players in an economy. Thebcabactors are political parties and interesbups and
economic players are policy makers who make thecipslsupported by organized lobbies in the socigor
example an organized lobby will always demand hagh of protection and will try to get politicalgort. So
that such lobbies may convince policy makers thhohgreaucracy for making policies in their favomlitst
empirical test of this model was made by Goldberg klaggi(1999) for US economy. The data verifiddtz
assumptions of the model because US is the onipmat which the data related to expenses on paliti
contributions is easily available which helps thethars in knowing which sector is organized and -non
organised. The sectors with more political contiitmurepresents organized lobbies and vice versa.rodel is
as follows:
Consider a small open economy. There are n+1 tlad&istors. Identitical preferences are being asduor all
individuals. Their preferences are representedisyutility function:
U=2+X u (2) 1)
In equation (1)z, is a humeraire good and has been produced udiogralone and under constant returns to
scale. Wage rate is being assumesll under perfect competition. Moreover price of tgsod has been
normalized to one. And i non-numeraire good. i= 1....n, whose productiomcfion is given by:
x; = fi(Ki, L)

hereK; is sector specific input used in the productiontteé good, L shows units of labor employed in the
production of this non-numeraire good. And agaiodpiction process is assumed to be constant retirssale
subject to diminishing returns against each facfgroduction.
Consumer surplus is given by:

S(p)= u(d(p;) ) — pd(pi)
and aggregate form is

S(p)=Z(ud(p;) — pd(pi))
Hered(p;) is the demand fuction for good i.
The indirect utility function for individual k wilbe as follows:

V= y +254(P)

y" is the income of the individual.
Moreover numeraire good has been assumed to baiggddunder constant returns to scale and with kabou
factor of production. Wages are fixed at one. Témaining n goods are produced using labour andisect
specific inputs under constant returns to scaltecfinology. The supply of sector specific inpulinsited and
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that's why rents are earned for these. Returnscii specific factor i are determined by the prizegood i and
denoted byy(p)).
Supply function for good i will be written as folls:

Yi(pi) = w'(pi)
So from above discussion it can be observed tlabtmer of specific factor input has chances toease its
rents through the price of the good in which timguuit has been used. Therefore it can be concludgdsuch
owners of specific inputs may try to influence gaweent policy decisions in a way to raise the @iotgoods
in which these are being used. For this purposeemonents make the use of different qualitative and
quantitative measures of protection which help dlwenestic producers or producers of import competing
industries to save them from foreign competitiorotigh increasing their domestic prices. Tariff i @f those
measures and an important tool of trade policy. Whdd price of each good is assumed to be giveerefore
the domestic price after providing protection tondstic is given as:p pot+ t°, where pis world price and;tis
specific import tariff by the government createag ¢petween the two prices. i.e. world price and ektio price.
It is also being assumed that the revenue genetfatedgh tariff will be distributed equally in sety.
Earlier the indirect utility function of a singladividual k has been stated. If we sum up inditgitity functions
of all individuals then we arrive at aggregate amdf of the society. So it means it can be genedlihat
aggregate welfare is the function of domestic ri&milarly returns to labour, specific input fat and tariff
revenue gives us aggregate income. Keeping in @kwhis information, now we can calculate aggtega
welfare denoted by W as follows:

W= L+ Zyi(p) + X t° M(pi) + Z 5(py)
Where i=1.....n

Import function can be written as:

M= d-y;
Now the next important question arises about the ablobbies which can influence in determinatadrariff. It
is being assumed in the model that large propomtibthe population of country is represented byaoiged
lobbies. In GH(1999) model, important motive of hids is to maximize their rents from specific fadigput.
Formally the objective function can be stated as:

Wi= wi(pi)
Basically this objective function of Grossman Hefpmmodel is the summation of two factors. Either to
maximize social welfare or political contributioospecial interest groups which are also calldabies. These
lobbyists use political contributions for their féifent self motivated interests. i.e. to financeelection
campaigns and make such expenditures which caelp&hin purchasing government favors for theirgomal
interests. Thus the complete government objectinetfon can be written as:

G=aw+C

=aW +XC;

here i€ L (lobbies)
“a” is the weight assigned by governments to thdfame of its citizen. Lobbies political contributie to
government are represented hyA&hd these lobbies try to maximize this objectiection:

Wi- G
Grossman Helpman(1999) determines the equilibraniff through “manu auction” model but here in thisidy
equilibrium tariffs are set fixed through Nash k@ngng game. This also maximize the government alvie
function. i.e. joint surplus of political contribahs by lobbies and welfare function of the goveents. Joint
surplus can be written as:

®=aW+ XW,;
Now this equation is showing that all sectors additipally organized which is frequently observed i
industrial/adveanced/developed countries in casemahufacturing sector. As in case of political aati
committees (US) and industry associations (Europegcial interest groups lobby their governmentstigh
reporting their expenditures to above mentionedidsodBut in other countries of the world, as it Heeen
observed so far that no such records of politicaitcbutions exists and that's why difficult to dee about
organized and non-organised sectors. So the assumtpat all sectors are organized even in develppiation
can also be considered valid because that thiysindlas been made at the aggregation level 08RD 2-digit
industries. And this classification includes thasgustries which are organized in US and almosidugye in
across the world. Therefore on the basis of these assumptions i.e Nash eqiuilibrium game andtipally
organized sectors, now joint surplus function wélwritten as:

®=L+Zfa+l]y +Xa(t°M; +s)
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Differrentiating above equation with respect tdwhich shows tariff on good i is equivalent to diffatiating
the same equation with respect to price of googl)iiQ which that specific input factor has been ustde
derivative of profit function is as follows:

y'(p))= X; (output of good i)
and derivative of consumer surplus is :

s'(p;)= d; (demand for good i)
so by putting these values in the first order ctodiof joint surplus function is :

[a+1]X; + a [-d+ t°My(pi) + M] =0

Where i=1....... n
Solving this equation for t, we get equilibriumitathat maximixes welfare and political contriboitis by
lobbies.

ti/1+t; = L/a[ (X/M;) /e] (A)

wherei=1........ n
here
ti= (p — p°)/ p’ is advalorem tariff for good i.
p; = the domestic price of good i and is the world price.
Xi/M; = the inverse import penetration ratio.
g = the absolute import demand elasticity.
Xi which shows industry output tell us about rentsuoeed from protection. Andil; (imports) captures the
welfare losses due to protection. In Grossman Hafpmodel, major determinants of trade policy asstadity
and import penetration ratio. If goods are havimgdr demand elasticity, higher will be the tardfe or level of
protection. And higher tariff rate leads to smaitaports. In this way producers buy protectiontfugir benefits.
The above equation can be written as:

(ti/1+t). € .(MJ/X;) = 1/a (B)

Where i=1....... n
Stochastic version has been used in this studggtmating parameter “a”. So the econometric maded in
the study is:

(ti/ 1+t). &. (Mi/ Xit) = 0 + & ©

Where i=1........... n
If the role of intermediate inputs has been incoaped in the same model than the equation ( C)be&ilthanged
into the following expressidf

(ti/ 1+t). €. (Mic/ Xip —oopei @iF ¥4) = Bo + &1 (D)
Hereg;y; term has been extracted from Input-Output tableigtwihows the part of intermediate input into final
product.
Error term has been assumed to be identically ied@gnt and normally distributed for all countrieghw
homoscedastic varianeg. In the original version of GH model, there apetire problem of endogeniety to
tariff related to imports, output and elasticity @émand but after assuming that all sectors aréiqadly
organized, this problem has been overcome by takingrse import penetration ratio and elasticitythie left
side of the equation. In the final equatiom, shows welfare mindedness of governments in eattbmao we
can write it as:
[ o Bo: 1/a
Now this stochastic version of model has beemmedtid for 56 developing nations. The reason ofingssther
developing nations is the unavailability of data foany variables especially output data. In previstudies
authors have taken a mix of both developed andldeivig countries“for estimating this model in the context
of political economy of trade policy. This is fdret first time that a large and maximum number ofettgping
countries have been used for estimation purposghéfuthese developing nations have been dividestino
sub categories.i.e. Politically free nations(deraticr nations) and politically not-free nations(Acitatic
nations). More over welfare mindedness has alsan te@alyzed through the political systems in these
economies. whether presidential or parliamentasyesy promotes welfare related to trade policy. Beeasuch
decisions vary according to the change in politiegimes.
4: Objective of the study:
« To see whether developing governments are welfiagated or not.
« To examine quantitatively the role of their traddigies like non-discriminately tariffs on aggregat
welfare of the society.

B Full derivation is available on request from autho
14 See k. Gawande (2009) & Gawande. Krishna andezlga(2011)
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e To observe qualitatively the role of political rewis of these nations, their different political
institutions and income status in determining tiedfave concerns of their governments.
* To analyze the effect of vertical integration ammagious sectors effect on the welfare mindednéss o
governments.
5: Hypothesis:
H,. Developing nations are welfare maximizirg# O
H,. Democratic developing nations are concerned motiegtavelfare of society in making trade
policy decision than autocratic developingares.
Has, Vertical integration/linkages effects negativelg tiggregate welfare of the socidgiy< 0
H 4. Nations having lower tariff rate are having higtireates of welfare.

6: Variables and Data Sources:
Variables used in this study are:

1. Tariff
2. Industry output
3. Elasticity

4. Input-Output data
For each nation data has been collected acrossSRD 2digit industries. For the first time this 2giti
classification has been employed in literature. fdason of less number of industries is the norilahikity of
dataset either for industrial output or tariff. Brepan used in this study is 1995-2010.

e Tariff Data: Non-discriminatory(MFN) tariff rate have been dsfor each nation. Data has been
extracted from United nation’s database TRAINS.

e Industry Output: Output data has been taken from the UNIDO’s INB$Tusing two-digit
classification and revision 3. International Stamdiadustrial Classification (ISIC) level of aggegimpn
of output has been used. The purpose of using dhissification is this, it is quite extensive in
explaining the nature of association between in@lsbrganizations and political setups in differen
industries and countries. Basically the record alitigal contributions in a nation tells about &ith
industry is organized. Except U.S, no other natias such records so to avoid this problem those
industries have been chosen which are being rougfir government support. So in this case all such
industries will be considered as politically orgaed because these are following government rulds an
regulations.

e Elasticity: Import demand elasticities have been estimadegéch nation at the six-digit H&vel
using a revenue function approach by Kee et aDgR0Those nation for which sufficient data is not
available for estimating elasticities, for suchimasg the industry averages of the elasticity ediémaf
all other nations have been uSed

e Input-Output (I-O) data: GTAP 7 has been used in this empirical work. itagering 57 sectors and
113 regions overall. But the number of sectoralecage is not same for all nations. Many nationghav
been included for this first time in this datagéiat is also one of the reasons that the numbseabrs
chosen in this study are confined to 20. Refergeee of this database is 2004.

7: Sample Development:

All developing countries according to the definitiof World Bank have been selected. These weretdta6in
number. But only those nations have been includéal the analysis for which trade related data avidigal
data was available. All these nations have beewnasted into two panels.

i) Free Nations.

i) Not-Free Nations.

This categorization has been made on the basisaiable source “The Freedom in the World Survepiis
survey has been conducted since 1972. It is coeg$ two important categories. A) Political Rightd Civil
Liberties. Here Political right means how much geape free to join political parties, compete foblic office,
having the right to vote freely for potential casaies who have in real sense influential in makinglic
policies. While on the other hand civil liberty nmsahere freedom of expression, prevelance of riilawe,
personal autonomy and economic freedom without iamsrference from state. The standards used by this
survey are based on the United Nation’s Universadl@ration of Human Rights. This survey takes atoount
every aspect of an economy whether governmentabof governmental which can affect economic freedom
So it tries to measure freedom in its real sensmutih practices not only practiced by laws. Rafingcess of
this survey includes both analytical reports andhercal ratings. The survey is containing 25 questi 10
question measuring political rights and 15 ciJildities. The topics of these questions includepgaddence of

15 Same practice has been done in recent study hyaGe. Krishna and olarreaga(2011)
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media, religious freedom, corruption, the rightsthe political parties to function, independencetaf judicial
system and women'’s right. All countries are asgigmemerical values from scale 1-7. 1 shows higlesstl of
freedom and 7 shows the lowest level. Moreover Itiidise indicators of freedom are being averagesg¢othe
status of a nation whether Free, Partially FreeNot-Free. Countries rating between 1- 2.5 are ,Fnadons
with rating 3-5 are patially free and those havsuwpres between 5.5-7 are not-Free. But in thisysthd
catogary of Partially Free nation has been mergdetée and Not-Free nations in such a way thatsowoir both
freedoms have been averaged and a nation having less than equal to 7 will come under Free ndtegading
and the nations having score greater than 7 amgh®inked as Not- Free. More over this status e b
observed individually in each year since 1995. armbuntry which has observed in a large numbenwg any
of these two status since 1995-2010 then natiohbeilawarded that status for overall ranking. Itation we
can write the rule followed in this study to makanpl of world developing nations as follows:

Y(PR+CL)/2< 3.5 Democratic Nation

Y(PR+CL)/2 > 3.5 Autocratic Nation
So in this way category of partially free natiorsstbeen merged in two broad categories.i.e. Frééobifree
nations. Moreover Free nations have been considasedemocratic nations where everyone has maximum
political and civil liberty and vice versa.
Similarly the distinction among nations on the bakieir institutions whether parliamentary or pdesitial has
been made using Database of Political Institut@®s2(DPI). As the time span of the study is from83-2010,
so taking this time limit as a threshold for dews@iwhether a nation has been parliamentary orgeasal. For
the maximum number of years a nation has been yncategory, it has been its status. For examplé&rif
maximum number of years a nation has been havpaylamentary system during a specified time lifign it
will be considered as a nation having parliamensystem and vice versa.
Moreover the status of being poor and rich natias &lso been decided taking into consideration 8VBank
data source. Per capita income has been used itbedéés status. But the nations with high income apper
middle income has been awarded the status of ridhnations with low income and lower middle incohas
been considered as poor nations.
8: Methodology:
Empirical results given above are based on thesestional ordinary least estimation of equat@nand (D).
The data has been pooled for each nation acrosstiies and over time period. Following Gawanddslira
and Olarreaga(2011), data has been stacked adaisvBloping nations and paramedehas been determined
as a co-efficient on the dummi@$or nations used in study. This equation give®dlly country-specific
parametera which measures the welfaremindedness of natioogémgpment in the sample. These estimates of
parameter can also be obtained as the simple averages axjm@ssion on left hand side. The estimation of
both equations gives very reliable and unbiasedltse®..r.t endogenity as compared to earlier existiterature
because in this equation on the right hand sidky, @onstant term is there. Problem of endogenityues when
Xi/Mi ratio remains on the right hand side becattseome extent tarrif rates or trade policies aidogenous to
imports and output.
Moreover Grossman Helpman (1996) model has asstinagarametea is constant across industries but not
across countries. Due to this reason, industrynae fixed effects is not in line with already buttteory. This in
turn try to highlight this fact that in applying m&l models, within and between(it implies taking Hverage of
each industry across time) estimates should giwestime magnitudes of point estimates as derived fraoled
OLS estimation in balanced panel. Moreover the pfixed effect model actually measures the oveaa#irages
of industry effects across time which correspordthe left hand side calculation of equation (CJl éD). As
the panel used in this study is unbalanced thatig w little discrepancy remains between these taimtp
estimates obtained either fixed effect model orl@d@LS. Table given below gives the results of Glod then
the resulting estimates of state’s welfare concern.

16 See “Interpreting the Intercept in the Fixed Bffedodel”, Stata Journal.
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9: Results:
Table: Welfare estimates without lobby formatiow avith lobby formation
Country Constant Welfare mindedness| Constant Welfare mindednesdf,) | Regime Type of system Status
(00)
Argentina 0.3562 2.8071 -0.0071 -140.845 Dem Presid Rich
(0.0371) 0.0006
[9.5867] -10.3899
Armenia 0.7193 1.3901 0.0173 57.8034" Auto Presid Poor
(0.2477) 0.1855
[2.9031] 1.0601
Azerbaijan 0.6386 1.5658 -0.4006 -2.4963 Auto Presid Rich
(0.1419) 0.2486
[4.4979] -1.6112
Bangladesh 2.6220 0.3813 -4.9987 -0.2000 Dem Parliament Poor
(0.5461) 3.0838
[4.8007] -1.6209
Bolivia 5.9416 0.1683 -1.1852 -0.8437 Dem Presid Poor
(1.7716) 0.2188
[3.3537] -5.4156
Brazil 0.1480 6.7536 -12.7918 | -0.0781 Dem Presid Rich
(0.0344) 2.7857
[4.3007] -4.5919
Bulgaria 0.5938 1.6840 0.3481 2.8727 Dem Parliament Rich
(0.1831) 0.1829
[3.2427] [1.9027]
Cameroon 0.2680 3.7302 -0.4355 -2.2962 Auto Presid Poor
(0.0655) 0.1495
[4.0909] -2.9119
Chile 0.9790 1.0213 -4.8438 -0.2064 Dem Presid Rich
(0.4004) 1.1269
[2.4448] -4.2981
China 0.1225 8.1616 -51.2467 -0.0195 Auto Assembly- rich
(0.0464) 15.2825 Elected Presiden
[2.6366] -3.3532
Colombia 0.2231 4.4810 -5.5408 -0.1804 Auto Presid Rich
(0.0288) 1.0058
[7.7408] -5.5085
Costa rica 1.2018 0.8320 13.5458" | 0.0738 Dem Presid Rich
(0.1921) 14.1837
[6.2558] 0.9550
Ecuador 9.2565 0.1080 5.0066 0.1809 Dem Presid Rich
(3.2478) 2.6636
[2.8500] [1.8796]
Egypt 0.1971 5.0719 0.1388" 7.2046 Auto Presid Rich
(0.0575) 0.1186
[3.4287] 1.1702
Ethopia 27.9513 0.0357~ -0.9332 -1.0715 Auto Parliament Poor
(21.7173) 0.2842
[1.2870] -3.2834
Guatemala 0.2317 4.3151 -5.0374 -0.1985 Auto Presid Poor
(0.0727) 0.8575
[3.1850] -5.8744
India 0.1205 8.2981 -80.4642 | -0.0124 Dem Parliament Poor
(0.0403) 49.7818
[2.9832] -1.6163
Indonesia 1.6957 0.5897 5555.568 | 0.0017 Dem Presid Poor
(0.8715) 1014.141
[1.9457] 5.4781
Iran 0.1119 8.9328 0.1152 8.5005 Auto Presid Rich
(0.0510) 0.0448
[2.1934] 2.5684
Jordan 0.6444 1.5515 -0.2145" -4.6620" Auto Presid Rich
(0.0900) 0.4146
[7.1543] -0.5173
Kazakistan 0.1320 7.5736 -1.1250 -0.8888 Auto Presid Rich
(0.0517) 0.4545
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[2.5505] -2.4749
Kenya 0.2523 3.9625 -0.8894 -1.1243 Auto Presid Poor
(0.0418) 0.3110
[6.0251] -2.8596
Korea 0.1599 6.2538 -23.8928 -0.0418 Auto Presid Rich
(0.0678) 5.0882
[2.3570] -4.6957
Kyrgistan 0.7032 1.4220 -0.5341 -1.8723 Auto Presid Poor
(0.1522) 0.2267
[4.6191] -2.3552
Lativia 0.2205 4.5350 -0.1130" -8.8495" Demo Paliament rich
(0.0614) 0.1903
[3.5857] -0.5938
Madgascar 0.3974 2.5162 -0.6924 -1.4442 Dem Presid Poor
(0.2135) 0.1268
[1.8607] -5.4597
Malawi 0.4115 2.4297 -14.7962 -0.0675 Dem Presid Poor
(0.1721) 3.0530
[2.3902] -4.8464
Malaysia 0.1284 7.7857 -3.1650 -0.3159 Dem Parliament Rich
(0.0622) 1.6330
[2.0633] -1.9380
Mongolia 115.5596 | 0.0086" 0.0137~ 72.99277 Dem Presid Poor
(105.343) 0.1052
[1.0969] 0.1303"
Mauritius 0.3538 2.8262 -13.0890 -0.0764 Dem Parliament Rich
(0.0418) 3.4629
[8.4477] -3.7797
Mexico 1.0721 0.9327 -1141.763 | -0.0008 Dem Presid Rich
(0.1406) 203.9139
[7.6247] -5.5992
Morocco 0.3894 2.5674 -0.9678 -1.0332 Auto Presid Poor
(0.0549) (0.5740)
[7.0846] [-1.6858]
Nepal 0.9767 1.0237 -121.8753 | -0.0082 Auto Parliament Poor
(0.3417) 77.3559
[2.8581] -1.5755
Oman 6.3322 0.1579" -3.3280 -0.3004 Auto Presid Rich
(4.1884) 1.3924
[1.5118] -2.3900
Pakistan 0.1251 7.9893 -3.0030 -0.333 Auto Presid Poor
(0.0204) (0.8166)
[6.1201] [-3.6772]
Panama 0.9990 1.001 -2.0541 -0.4868 Dem Presid Rich
(0.3898) (0.4251)
[2.5625] [-4.8310]
Peru 1.4557 0.6869" -3.7790 -0.2646 Dem Presid Rich
(1.2726) (0.6134)
[1.1438] [-6.1607]
Philipine 0.1466 6.8195 -16.8216 -0.0594 Dem Presid Poor
(0.0305) (2.5720)
[4.8012] [-6.5402]
Poland 0.2404 4.1589 0.1854 5.3937 Dem Presid Rich
(0.0255) (0.0171)
[9.4219] [10.8116]
Qatar 15.8635 0.0630 -8.6422 -0.1157 Auto Presid Rich
(9.2671) 4.9906
[1.7118] [-1.7316]
Romania 0.2917 3.4276 0.2096 4.7709 Dem Parliament Rich
(0.0437) 0.0325
[6.6671] 6.4442
Russia 0.1116 8.9564 -48.6191 -0.0205 Auto Presid Rich
(0.0518) 11.7806
[2.1517] -4,1270
Saudi Arabia 1.3220 0.7564 -40.8415 -0.0244 Auto Presid Rich
(0.7115) 7.1193
[1.8580] -5.7366
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Senegal 9.9671 0.1003" -1.4754 -0.6777 Dem Presid Poor
(9.7190) 0.3016
[1.0255] -4.8908
Singapore 0.0000 Infinity 0.0000 Infinity Dem Partient Rich
South Africa 0.1196 8.3545 -3.2452 -0.3081 Dem Assembly- Rich
(0.0530) 0.7357 Elected Presiden
[2.2566] -4.4105
Srilanka 1.2549 0.7968" -3.5901 -0.2785 Dem Presid Poor
(1.0575) 1.3903
[1.1866] -2.5821
Thialand 0.1721 5.8078 -24.7011 -0.0404 Dem Parliament Rich
(0.0722) (3.8450)
[2.3828] [-6.4241]
Trinidad and | 0.7968 1.2549 -0.8490" -1.1778" Dem Parliament Rich
Tobago (0.7968) (0.9761)
[3.5616] [-0.8698]
Tunesia 0.1138 8.7847 -1.0674 -0.9368 Auto Presid Rich
(0.0476) 0.3754
[2.3899] -2.8431
Turkey 0.1677 5.9596 -25.2551 -0.0395 Dem Parliament Rich
(0.0397) (4.9436)
[4.2234] [-5.1086]
Ukrain 0.1230 8.1238 -2.5048 -0.3992 Dem Presid Poor
(0.0392) 0.7261
[3.1352] -3.4496
Uruguay 0.4724 2.1164 -0.5638" -1.7736" Dem Presid Rich
(0.0776) 0.4462
[6.0871] -1.2636
Veitnam 0.6745 1.4824 -9.4709 -0.1055 Dem Assembly- Poor
(0.2080) 2.4695 Elected Presiden
[3.2423] -3.8351
Venezuala 0.2432 41114 -10.9332 -0.0914 Dem Presid Rich
(0.0849) (1.3669)
[2.8638] [-7.9985]
Yemen 7.1541 0.13977 -1.5700" -0.6369" Auto Assembly- Poor
(4.5089) 1.1879 Elected Presiden
[1.5866] -1.3216

() shows standard errors and [] shows t-statistics.

~ shows insignificant value.
‘dem’ stands for democracy, ‘auto’ stands for atdoy, ‘presid’ stands for presidential system apatliament’

stands for parliamentary system.

Table: Overall panel Results

Overall panels Constant Welfare mindedness
Whole developing nations | 3.6758 0.2724(significant)
panel (1.5423)

[2.3833]
Democratic developing 2.4836 0.4032(significant)
nations [1.1769]

(2.11)
Autocartic nations 2.4248" (insignificant)

[1.7403]

(1.39)

() shows standard errors and [] shows t-statistics.
~ shows insignificant value.

10: Conclusion

The above table shows the extent how much devejopéations are welfare concerned over policy foromati
This is for the first time that such a broad anialg®vering maximum developing natidhsVlodel has also been
extended for downstream producers who make theofis@e sector’s output as an intermediate inpuh@ir

final product. Role of such downstream producers baen incorporated because of the reason that such

17 Only those nations have been dropped for which das not sufficiently available.
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producers pressurize the government to reduce gtimterates upon these intermediate products. &bisof
theirs form a lobby to influence the policy decisiof the government. No doubt such lobby formateads to
lower tariff rates for some sectors but ignoringnathers. So without keeping this fact in mind sheuld not
conclude that such distortionary effect on poligysibich lobbies can be helpful in raising welfaradeidness of
government.

All the nations included in the panel have beeridéig into two categories based on regime differsrice
democratic and autocratic nations. This is impdrpaint to be focused in the study. Because thidysintends
to see whether political regimes matter in decisiaking process or not. Moreover, division of nagidvas also
been made on the basis of different political syster domestic institutior8 like either nations having
parliamentary system are more welfare orientedations with presidential system are more involvedhe
policy formation which is concerned with bettermehtnasses. Furthermore, for measuring welfare edndss
of governments, their income levels have also liaken into consideration under two broad categassed on
regimes. Like nations have been partitioned into tyroups as well. i.e rich democracy/autocracy @orp
democracy/autocracy. Estimation has been donevithdil country wise and broad category wise as.wAl
the null hypothesis states that nations are welfaeiented if parameter value is not equal to arehtgr than
zero. And values large in magnitude shows morearelfmindedness of governments and vice versa. HFrem
results it can be seen that for overall panel afetiping countries this value of parameter is netyvarge
showing that governments of developing countriesrant taking into consideration the welfare of thetizens
in designing their policies or welfare of sociegsmot been weighted much in designing trade slidin other
words, following Grossman Helpmen theoretical dtite, it means that these governments are givingemo
weights to the interests of political parties whights political contributions from different lobbien the
economy.

Qualitative Analysis:

The results of study are supportive to the realdvecenario both qualitatively as well. . Qualitaty in a sense
that for democratic nations, values of the paranietfeare larger and significant country wise arahel wise as
well while for autocratic nations these values smeall in magnitude and insignificant for many Middtast
nations where it can be observed that one manisuteere mostly. And powers are concentrated in liewds
and these few try to promote their own specialraggts. Similarly political systems in different negs are
showing the same trend which the theories provemémy developing countries, parliamentary demoesaci
seems to be more welfare oriented than presided¢iaiocracie’S. Moreover this value is even more higher
which are rich democracies. It means income lewgltters a lot in taking step regarding some pdiiegision.
While the trend for both types of autocracy is rbixt mostly showing no effective contribution in siag
welfare of the society. Overall for most autocratations, either the values are insignificant ay\anall. Only
for those autocratic nations the value of paramistdarger which are rich nations. So in this waygan be
concluded that more rich nations are more welfareded than poor. It also means that all theseofacire
complementary for each other for governments. Amcbeé democratic or autocratic is not only some very
important rather the systems through which thestesys are being controlled and their income leatds
matters a lot.

Quantitative Analysis:

On the other hand, results are also in line with gthesent trends of openness or protection poladfiemtions.
For example, nations having high tariff rates hboxeer value of welfare mindedness parameter. Exaropl
these nations are Qatar, Saudi Arabia, Yemen, kEthégerbaijan, Kyrgistan and Mongolia while moneeo
countries or countries with lower tariff rates lil&ngapore, Pakistan, India, Kazakistan, MalayKiatea,
Thialand, Turkey, Ukraiff are having high values of this parameter which meethat if nations are moving
towards free trade policies then it means thesemwrents are becoming more welfare concerned. Mereo
again an attempt has been made to observe thd efféabby formation in an economy. This is beingnd
through taking into consideration the role of waatilinkages in trade. These vertical linkages abtihelps in
intra firm trade and promotes vertical integrati®ut to pressurize governments by these few inghsstran
affect the interests of other industries badlycdh be seen from the results that welfare estinmeshowing
mostly negative values which means that lobby feionaaffects badly the designing process of paticie
Moreover the effect of lobby formation is same iy aase either democracy or autocracy, rich or Eoat
presidential or parliamentary system. Our resuléssaipporting for few nations in a recent sfddilot much

18 Alt and Gilgen(1994) found that domestic instiomis also matters while deciding about trade painy trade
coalitions.

19 See for detail, The perils of presidentialism’ &flde virtues of parliamentarism’ by Jaun J. Lir@9D)

20 To gain more knowledge in terms of quantitativéigyoeffects (Tariff policy), Trade Policy Reviewssued by WTO has

been used.

21 See Gawande. Krishna and olarreaga(2011)
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examples by various authors are present in litegefar this type of analysis. And the quoted stigdglso a mix
panel of different developed and developing natidgt this study has tied to use this Grossman idalp
model for purely developing nations and keepingi@w many characteristics of this region in knowinlgether
these governments gives more weights to aggregealiare of the society or patronize the welfare jpecsal
interests of politicians.
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