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ABSTRACT
This thesis provides some new evidence on the determinants of firm level trade policy
preferences. Using a firm and country level data set covering middle and low-income countries
between the years of 2006 and 2010, this study finds results consistent with a Ricardo-Viner
(RV) model of trade policy preferences in which a firm forms preferences based on the exportorientation of its business, conditional on the trade openness of its country. As trade openness
increases, export-oriented firms are more likely to approve of their host country’s trade policy,
while import-competing firms are more likely to oppose it. For governments, the policy
implications of this study are broad. Most importantly, the results of this study lead to a potential
for governments to efficiently shape trade policy in order to more accurately reflect the interests
of their industries and firms.
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I. INTRODUCTION
The theory of free trade plays a substantial role in the development of the global
economy.1 Not all governments perceive free trade or its effects in the same manner, leading to a
dissonance in the implementation of trade policy among nations. Several countries, most notably,
the United States, trumpet the benefits of open trade, while others, like Russia, take substantial
convincing in order to engage on this. Firms and industry associations, increasingly, influence
these varying national positions through lobbying or direct consultation with government
officials. In the U.S. alone, for example, the Executive Office of the U.S. Trade Representative
(USTR) is mandated, in its mission, to consider the opinions of the private sector advisory
committee with regard to the bargaining or operations of any new trade agreement.2
Yet, the empirical literature on trade policy preferences focuses largely on the individual
level, i.e., whether or not individual citizens support trade openness. To date, there have been no
firm level studies. While the individual level empirical literature provides insight into how
individuals feel about trade openness, its relevance in the trade policymaking arena is nominal at
best. Firms and industry associations wield more power to transform national trade policies than
individuals. Thus, this study seeks to fill this important gap in the literature, asking specifically
whether a country’s level of trade openness and a firm’s export orientation influences how a firm
perceives its nation’s trade policy.
My focus on both trade openness and export-orientation is not without basis, as many
nations set their level of trade openness with the export-orientation of their industries in mind.
Typically, openness to trade refers to the degree with which countries permit trade with other
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nations. Barriers to openness can include tariffs, quotas, import subsidies, limited access to
markets, limited market information, and trade-distorting regulations. Generally, richer countries
are more open than closed countries, but this can vary depending on the industries of importance
located within them. As a result, industry trade protection is greater when that industry produces
consumer goods; has high import penetration; its customers are globally dispersed; its production
process is regional; and it does not engage in intra-industry trade.3 While these trends are wellestablished, understanding how firms feel about their country’s trade policy will take this process
one-step further; it allows policymakers the potential to be efficient in their decisions about trade
policy.
My argument is in two parts. First, I conjecture that the firm is compatible as a unit of
analysis with the Ricardo-Viner (RV) model of trade policy preferences, which assumes fixed
short-term costs. It also assumes that individuals form preferences over export-oriented versus
import-competing industries because factors of production cannot move costlessly among
industries. Using firms, instead of individuals, as this study does, yields a similar analysis. In the
short-run, a firm is unable to switch its industry of operation, because it cannot avoid its fixed
costs or free its capital for alternative uses. Firm entry and exit costs are fixed in the short term,
making analysis of their trade policy preferences compatible with the RV framework.
Second, I further conjecture that a firm’s trade policy preferences will depend on the
level of trade openness in the country as well as whether it is an import-competing or an exportoriented firm. Import-competing firms produce goods or services that compete with potentially
cheaper or higher quality imported products, while export-oriented firms produce goods or
services that are exported to other nations. Thus, I predict that as trade openness increases,
export-oriented firms will be less likely to oppose the trade policy of their host nations, as
3
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compared to import-competing firms. When preferences form along export-oriented versus
import-competing industries, the RV framework demonstrates that those firms within exporting
industries will favor open policies, while those firms within import-competing industries will
favor closed policies. Therefore, by controlling for the level of trade openness in any country, I
can model firm level trade policy preferences. Given that the literature is currently empty in this
area of research, I submit that analyzing this relationship between trade openness and industry
export orientation will help indicate new directions for future trade policymaking through the
ability to more adeptly produce trade regulations likely to receive industry support.
This paper proceeds as follows. Section II elaborates the theory of trade policy
preferences and discusses some of the relevant literature. Section III explains my argument.
Section IV describes my research design. Section V presents my results. Section VI discusses
some of the salient policy implications of my work and concludes.

II. THEORY AND LITERATURE REVIEW
Traditionally, the study of trade policy preferences is based on the Heckscher-Olin (HO)
and Ricardo-Viner (RV) models.4 Both theories hypothesize that factor specificity predicts
trade’s impact on individual income. Factor specificity refers to the effort needed for factors, i.e.,
capital and labor, to shift among sectors of the economy. In other words, the cost with which
factors transfer from their current occupation to an alternative one, i.e., the cost with which labor
can move from an automotive plant to a textile factory.
In a HO framework, or factor-endowments model, factors shift easily among sectors
because factor specificity is assumed to be low. Thus, factor returns vary by factor type, as in the
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Stolper-Samuelson theorem,5 because factor owners have incomes that rise and fall together,
regardless of their industry of employment. Consequently, country exports are goods whose
production intensively utilizes abundant factors, and imports are goods whose production
intensively utilizes scarce factors. As a result, owners of abundant factors prefer trade freedom
while owners of scare factors prefer trade protection. For example, if the U.S. is well-endowed
with high-skilled labor, but lacking low-skilled labor, and transfers between various industries
are costless and fast, then high-skill labor will prefer trade freedom and low-skill labor will
prefer protection, regardless of the sectors in which they are employed.
The RV framework, or sector-specific factors model, predicts that high factor specificity
prevents most or all factors from shifting among industries. As a result, factor returns vary by
industry of employment, because incomes of specific factors in an industry increase and decrease
together, even if they are different types of factors. Thus, trade policy opinions develop along
lines of export-oriented versus import-competing industries. For example, if the U.S. is abundant
in auto-producing capital, but scarce in textile-producing capital, and if transfers between these
industries are difficult, then automakers will prefer trade freedom, while textile manufacturers
will prefer protectionism. More generally, workers in exporting firms should prefer openness,
while those in import-competing firms should prefer protection.

LITERATURE REVIEW
Because it is the individual that generates the theory of trade policy preferences, in order
to understand firm level preferences, as I attempt to in this study, it is necessary to first
understand the evidence found for individual level preferences. Several economists have studied
the manner in which trade policy preferences can be predicted, and all studies use individual
5
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level data, with the exception of Magee (1980). I summarize the most relevant research below,
beginning with studies that support the HO model, followed by those that find results consistent
with the RV model, and concluding with those that found evidence for both frameworks.
Studies that support the HO framework include Scheve and Slaughter (2001, 2006), who
find that individual skill endowments are stronger than occupation in determining support for
trade protection. Specifically, using the 1992 National Election Studies (NES) survey, their 2001
results indicate that lower skill is strongly linked with support for trade restrictions in the U.S. In
2006, Scheve and Slaughter perform a comparative study using data from the 1995-1997 World
Value Survey (WVS) and find that, worldwide, as per-capita GDP increases, individuals with
higher skill levels were less favorable to protectionist trade policies than individuals with
lower skill levels, who tended to favor protection.
Baker (2005), also utilizing the WVS, finds that as a country’s skill endowment
increases, there is a growing negative relationship between income and free trade beliefs. In
addition, he finds that in skill-abundant countries, skilled workers are more likely to support
free trade than unskilled workers, but that the opposite is true in skill-scarce countries. Balisteri
(1997), using a survey of Canadian voters and data on Canada’s comparative abundance of
occupations (considered different factors of production), shows that those individuals employed
in occupations abundant to Canada, relative to the U.S., were more likely to favor the CanadianU.S. Free-Trade Agreement (CAFTA).
Beaulieu (2002) uses the same 1988 Canadian National Election Survey and finds that
human capital, proxied by education and skill level, determines individual trade policy
preferences for CAFTA over sector of employment. In a subsequent comparative paper, Beaulieu
et. al. (2011) analyze skill endowment and industry trade in 31 countries using the 2003
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International Social Survey Program (ISSP). They find that nearly everywhere, skilled workers
support free trade.
O’Rourke and Sinnott (2001) use ISSP, take cultural and ideological factors into account,
and use five categories of skill level to find that in countries below a per-capita income threshold
of $12,000, the lowest skilled individuals tend to favor free trade. The paper still finds strong
support for the HO model, however, because in countries above that threshold – the majority of
their study – the lowest skilled individuals tend to be more protectionist.
Overall, with the exception of Baker (2005), these five studies support that individual
skill level determines individual trade policy preferences, but in homogenous samples of middleincome to developed countries. This creates an opportunity to study the developing world more
closely, especially given the inconclusive results at low per-capita incomes found by Scheve and
Slaughter (2006) and O’Rourke and Sinnott (2001). See Appendix A for a list of the countries
this study examines, organized by year and level of trade openness.
Studies that are consistent with the RV framework include Irwin (1994, 1996), who finds
evidence that individual trade policy preferences are determined primarily by industry. By
relating voting patterns in British counties to the occupational structure of each county in the
1906 British general election, which is characterized as a contest between the free trade Liberal
party and the protectionist Conservative party, Irwin finds that free trade opposition developed
from occupations negatively affected by import competition. He also finds that in the 1923
British election, which again centered on trade freedom versus trade protection, occupational
trade positions best explain the voting patterns.
Magee (1980) analyzes industries testifying on the Trade Reform Act of 1973 before the
House Ways and Means Committee and finds that in 19 of 21 cases, trade unions representing
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capital interests took the same position as trade unions representing labor interests within the
same industries. In other words, across different industries, capital and labor do not take a
common position on the Trade Reform Act of 1973. Taken together, these three papers indicate
there is a precedent for using the RV framework as a model of analysis in trade policy preference
empirical studies, and beyond that, there is also a precedent for looking at trade policy
preferences above the individual level.
In addition, several studies find support for both models by using industry export
positions as well as categorizations of capital and labor lobbying groups as proxies for skilled
and unskilled labor. Beaulieu and Magee (2004) utilize political action committee (PAC)
descriptions from the Federal Elections Commission (FEC) and campaign contribution data from
the Center for Responsive Politics, to identify which standard industrial classification (SIC)
industries gave money to House members for votes on the General Agreement on Trades and
Tariffs (GATT) Uruguay Round or North American Free Trade Agreement (NAFTA). They find
that capital groups, representing skilled workers, back House members supporting trade freedom,
while labor groups, representing unskilled workers, back trade protection. However, they also
find that within labor PACs there are noteworthy differences among trade policy preferences,
determined by the export-orientation of the industries.
Similarly, Baldwin and Magee (2000) analyze voting patterns of U.S. House
Representatives on NAFTA, the GATT Uruguay Round and the most favored nation (MFN)
status of China. They find that organized contributions by labor and business groups,
representing unskilled and skilled factors, respectively, influence the voting outcome on NAFTA
and GATT. However, they also find that Representatives’ districts’ employment in exportoriented versus import-competing industries also plays a role. Mayda and Rodrik (2005) use both
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the ISSP and the WVS and find that in countries well endowed with human capital, individuals
with a higher degree of educational attainment, i.e., skill level, oppose trade restrictions.
However, they also find that individuals in export-oriented sectors are more likely to support free
trade than individuals in import-competing sectors.
Overall, the literature on individual level preferences finds more support for the HO
model than the RV model, that is, individual level trade policy preferences are more likely
determined by individual skill level than sector of employment. Although to date there have been
no firm level studies on trade policy preferences, the results of Magee (1980) and Magee and
Beaulieu (2004) indicate that perhaps there is a precedent for looking at preferences above the
individual level, and specifically, at the firm level. In using industry financial contributions and
testimony, i.e., trade unions and PACs, they find results either fully, or partially consistent with
the RV framework. This is important for my analysis, as in looking at preferences above the
individual, i.e., the firm level, I also expect to find results that support the RV framework.

III. ARGUMENT
From the standpoint of policy relevance, firms and industry associations influence trade
policymaking with ever increasing power. In the U.S. alone, both USTR and the U.S.
Department of Commerce (DOC) routinely conduct industry stakeholder meetings during the
formation of new trade policies. For example, through a cursory review of the Federal Register
Notices on the USTR website, it is clear that requests for public comments on various policies –
Generalized System of Preferences, the Special 301 Report, etc. – are numerous.6 Cadot, de
Melo and Olarreaga (2004) empirically find a precedent for analyzing the power of lobbying in
trade protection using a RV framework, by showing that lobbying from the direct recipients of
6
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protection, as well as counter-lobbying from unprotected industries, determine the level of
equilibrium trade protection in a country. This political economy argument of protection7 also
finds support with Freund and Djankov (2000): political power is positively related to increasing
levels of trade protection in a country. Therefore, since there is a precedent that firms matter in
the determination of a country’s level of openness, understanding what establishes firm level
trade policy preferences is crucial for future trade negotiations.

THE MOBILITY OF CAPITAL AND LABOR
The theory of the RV and HO models relies on assumptions about the mobility of factors.
Thus, before hypothesizing whether the HO or RV frameworks are more adept at predicting firm
level trade policy preferences, it is important to first understand the theory behind the mobility of
capital and labor. In the short-run of a two-factor economy, labor is perfectly mobile between
industries. Capital, however, once invested in an industry, cannot be rapidly transferred for use in
another industry. Firms within an industry in the short-run are able to choose their optimal
capital-labor ratios, but a firm’s individual capital is still fixed within its industry.8 Thus, in the
short-run, firms within an industry cannot exit, because they cannot avoid their fixed costs or
free their capital for alternative uses. In the long-run, these exit barriers do not apply, because
capital is mobile from low-returning to high-returning industries.
In the literature, the theory of capital and labor mobility is consistent with Tybout (2001),
who finds that import-competing firms decrease production levels, but do not exit, when foreign
competition intensifies. This indicates that most industries find sunk entry and exit costs to be
critical. In addition, Davis and Haltiwanger (1992) broke down employment shifts, as a measure
of firm turnover, between those occurring and within Standard Industrial Classification (SIC)
7
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four-digit manufacturing industries. They find that labor is fluid among industries, but most
shifts occur within (intra) industry, as opposed to between (inter) industries.
Economists have traditionally viewed the HO model as the long-run version of the RV
model because of the increasing mobility of factors over time. As stated above, in the long-run,
no assets are fixed, while in the short-run, most assets are fixed. Because the HO framework
assumes factor specificity is low, and the RV framework assumes high factor specificity,
analyses using the HO assumptions are accurate when concentrating on long-run, while
preferences in the short-run, i.e., preferences at the Doha Negotiating Round of the World Trade
Organization, are better predicted by the RV model.
Along with the literature from Magee (1980) and Beaulieu and Magee (2004), this study
thus assumes high factor specificity because of the unavoidable nature of firm sunk entry and
exit costs in the short-run, the fixed nature of capital in the short-run, and labor’s predilection for
remaining within its original industry of employment as demonstrated by Davis and Haltiwanger
(1992). In other words, capital and labor remain fixed within industries, and consequently, the
RV model is best choice for analyzing firm level trade policy preferences. In the next section, I
detail the manner in which this study expects those preferences to be determined.

HYPOTHESIS
I use the RV framework to explain differences in trade policy preferences at the firm
level. More precisely, by controlling for the both the level of trade openness in a country, as well
as the export orientation of the firm, I conjecture that the RV framework will model a firm’s
trade policy preferences. I detail the expected results for each level of trade openness and export
orientation below.

10

As stated in Section II, the RV framework predicts that some or both of capital and labor
cannot move among industries because factor specificity is assumed to be high. As shown above
by Davis and Haltwinger (1992), in the short-run, firms have high entry and exit costs, making
few factors costlessly transferable between industries. As a result, capital and labor incomes vary
by industry of employment, because the incomes of specific factors within an industry increase
and decrease together, even if they are different types of factors. The RV framework
consequently hypothesizes that trade policy opinions form along lines of exporting versus
import-competing industries. Because of the RV framework’s compatibility with the firm as the
unit of analysis, as shown by Magee (1980) and Beaulieu and Magee (2004) in using data above
the individual level, the previous hypothesis can be restated for the purposes of my study: exportoriented firms will favor open trade policy, while traditionally import-competing firms will favor
closed trade policy.
As a result, in open countries, I expect that firms within export-oriented industries will
approve of their country’s trade policy, while firms within import-competing industries will
oppose their country’s trade policy. For closed countries, firms in exporting sectors will not
prefer the trade policy of the country in which they operate, while import-competing firms will
prefer it.

IV. RESEARCH DESIGN
I estimate a model of the determinants of firm level trade policy preferences, focusing on
the level of trade openness in a country and the export orientation of the firm. A credible
empirical analysis of the determinants of firm level trade policy preferences requires measures of
trade policy preferences as well as measures of export orientation, consistent with the hypotheses
outlined above, at the level of the firm. In addition, it requires measures of trade openness and
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economic indicators at the country level. I develop such an analysis by combining firm level data
from the 2006-2010 Enterprise Surveys (ES), administered by the World Bank, with country
level data on trade openness, good governance measures and macroeconomic indicators obtained
from the various sources listed below. Using these data I examine how trade openness and export
orientation affect firm level trade policy preferences.
The Enterprise Surveys (ES), administered by the World Bank, focus on an economy’s
private sector. The surveys are in-person interviews with managers and business owners that
cover corruption, infrastructure, crime, competition, access to finance, and performance
measures. The data is publicly available at the ES website.9 Since 2002, private contractors, on
behalf of the World Bank, have collected these representative samples of economies’ private
sectors from over 130,000 companies in 135 economies. In general, the World Bank conducts
between 1200-1800 interviews in larger economies, 360 interviews in medium-sized economies,
and 150 interviews in smaller economies. Because the ES only surveys in middle and lowincome countries, i.e., new and upcoming markets, the data for my analysis also only comes
from these countries.10

VARIABLES
I measure firm level trade policy preferences using this question:

“Do you think that customs and trade regulations are No Obstacle, a Minor Obstacle, a Major
Obstacle, or a Very Severe Obstacle to the current operations of this establishment?”

9

World Bank, Enterprise Surveys, World Bank, http://www.enterprisesurveys.org/.
Removed from my dataset were those surveys that took place with a non-global sampling methodology due to
their inability to be compared across years and countries. This only affected data from Burkina Faso in 2006. For
more information on the sampling methodology, see the ES website.
10
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By coding responses as 1 for those firms choosing “Minor Obstacle”, “Moderate Obstacle”,
“Major Obstacle” or “Very Severe Obstacle”, and 0 for those firms choosing “No Obstacle”, I
constructed the binary dependent variable, Trade Preference. I chose to code Trade Preference
in this manner because the ES does not describe what constitutes a difference between a “minor
obstacle” and a “moderate obstacle”, etc., but there is a clear and understandable distinction
between having an “obstacle”, and having “no obstacle”.
I hypothesize that export-oriented firms within in open countries will favor the current
trade policy in practice, i.e. will find it to be “no obstacle”, while import-competing firms will
oppose the current trade policy in practice, i.e., will find it to be an “obstacle” and vice versa
for closed countries. Consequently, to capture the export status of the firm, I measure the
independent variable of interest Exporter. I parallel the ES’ categorization of Exporter as those
firms that directly export more than 10% of their sales. Because, however, this is a somewhat
arbitrary classification, in robustness checks I also categorize Exporter as those firms that
directly export more than 25% of their sales as well as more than 35% of their sales, and find no
discernible impact on the results.
To measure the level of trade openness in a country, I use Trade Openness, defined in
the literature as volume of trade, or the quantity of exports, added to the quantity of imports,
divided by GDP.11 This is the most commonly used measure of trade openness because it
evaluates integration into international markets and because it is comparable across countries.
Furthermore, because my hypothesis states that exporting firms in open countries will have
different trade policy preferences than exporting firms in closed countries, etc., I also include an
interaction between Exporter and Trade Openness to assess whether the effect of the export
orientation on trade policy preferences varies by the level of trade openness in a country.
11

Alesina, Spolaore and Wacziarg (2005).
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Finally, to measure sector, I again parallel the ES, and categorize firms as either
Manufacturing, Services or Other.12 Approximately 98% of the firms are in Manufacturing.
While this category does cover the largest number of sub-sectors, this could also ultimately bias
the regression results. Consequently, in robustness checks, I test the model without the
indicators, as well as split them into dummies for their sub-sectors. Neither method affected the
model. Table 1 lists the summary statistics for the trade opinion variable, the independent
variables of interest and the interaction between Exporter and Trade Openness. Notice that about
48% of firms state that trade policy is an obstacle to conducting business, while 52% of
respondents state the opposite.
To assess the relationship between trade openness, export orientation and firm trade
policy preferences, I must also control for other factors that are likely to affect trade policy
preferences. Furthermore, since the survey also asks about ability to conduct business, I must
control for factors that affect that as well. Since the firms are nested within countries, I control
for factors that are both firm and country specific. A number of authors have shown that
international trade exposure increases growth opportunities for more productive firms.13 I
account for this by using Sales, the natural log of annual firm sales, to control for the
productivity of the firm, the idea being that the more productive the firm, the more it will
approve of its country’s trade policy because of the prospective associated growth gains.
Much of the business management literature indicates that firm performance is a key
predictor of ability to conduct business.14 Since my dependent variable includes an element of
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Those firms that are considered manufacturing are the following: Food; Textiles; Garments; Chemicals; Plastics
and rubber; Non metallic mineral products; Basic metals; Fabricate metal products; Machinery and equipment;
Electronics; and Other manufacturing. Services includes: Wholesale; Retail; Hotels and restaurants; IT; and Other
services. Other includes: Construction and Transport.
13
Melitz (2003).
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Commander and Svejnar (2011) and Tian and Zeitun (2007).
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Variable
Trade Preference
Exporter
Trade Openness
Ex*Trade
Manufacturing
Services
Other

TABLE 1
SUMMARY STATISTICS
Observations
Mean
Standard
Deviation
14184
0.4785674
0.4995580
14184
0.2311055
0.4215546
14184
67.903200
29.934950
14184
16.757140
33.944240
14184
0.9788494
0.1438913
14184
0.0132544
0.1143661
14184
0.0078962
0.0885123

Min

Max

0
0
22.1183
0
0
0
0

1
1
150.3233
150.3233
1
1
1

this in its question, controlling for factors that affect firm performance is necessary to
understanding the determinants of firm level trade policy preferences. Increasing foreign
ownership has been shown to improve firm performance,15 thus I expect firms with a higher
percentage of foreign ownership to function better and be more likely to approve of the trade
policy in their host countries. I control for this by mirroring the ES’ categorization of firms with
Ownership, which classifies a firm as foreign if at least 10% is foreign owned.
Smaller firms typically face tougher obstacles in obtaining financing, and
correspondingly lower growth as well as a more difficult time conducting business.16 Thus, I
expect smaller firms to perform worse internationally, and correspondingly, to be more likely to
oppose the trade policy of their host countries. I control for this by using Size, or firm size based
on overall number of employees.
Older firms are expected to have higher market shares,17 and thus perform better, so
correspondingly are more likely to approve of the trade policy in their host countries. Thus I
include Age, or the natural log of firm age in years to control for this. Finally, the HO framework
hypothesizes that the skill level of the individual determines trade policy preferences, and much
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Ibid.
Beck, Demirguc and Maksimovic (2005).
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Hallward-Driemeier, Wallstein and Xu (2006).
16
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testing of the RV framework, like in Magee (1980), also takes this into account. I mirror this
convention in the international trade preference literature by including Unskilled Workers, or the
natural log of the number of unskilled workers a firm employs.
Cross-country studies on individual level trade policy preferences include GDP per capita
because richer countries tend to be associated with higher preferences for free trade.18 I continue
this standard at the firm level and include GDP per capita to control for this, measured as the
natural log of GDP per capita in current U.S. dollars from the World Development Indicators
(WDI).19 Scheve and Slaughter (2006) note that public concern about trade liberalization is
closely tied to labor-market concerns, and specifically, high levels of unemployment. As a result,
I use Unemployment, or the unemployment rate of the country as a percent of the total labor
force, also from the WDI, to control for this.
Milner and Kubota (2005) demonstrate that political leaders in labor rich countries will
mirror the preferences of the their voting publics and thus prefer more open trade policies as
democracy increases. Correspondingly, I expect that firms in more democratic countries will
prefer more open trade policy and I use Democracy, a country’s democracy score from the Polity
IV Project20 in the years 2006 – 2010, measured on an additive eleven-point scale, to control for
this.21
Paul Krugman (1991) and Jeffrey Frankel et al. (1995) demonstrate that increasing
distance between countries leads to increased costs for the movement of goods, and
consequently, can lower the possibility for trade flows between them. As a result, for those
18

O’Rourke and Sinnott (2001).
World Bank, World Development Indicators, World Bank, http://data.worldbank.org/data-catalog/worlddevelopment-indicators.
20
Center for Systemic Peace, Polity IV Project, Center for Systemic Peace,
http://www.systemicpeace.org/polity/polity4.htm
21
The Polity IV Project creates the operational indicator of democracy from measures on the competitiveness of
political participation, the openness and competitiveness of executive recruitment, and constraints on the chief
executive. For more information, see the Polity IV Project website.
19
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countries that are especially isolated, I expect that as the distance to a major financial center, i.e.,
New York, London or Tokyo, increases, firms will find it difficult to conduct international
business and consequently, be less likely to prefer open trade policy. To control for this, I use the
variable Distance, which quantifies the shortest geographic distance between the host country
capital and either New York City, London or Tokyo, using the great circle formula described by
Mayer and Zignago (2012). See the Appendix B for summary statistics for each of the control
variables.

METHOD
A multilevel logistic model enables me to investigate the nature of between-country
variability, and the effects of country-level characteristics on the binary firm outcome of trade
policy preference. Typically, a study like this one, using a model with a binary dependent
variable, is investigated using a single-level logistic model. However, the data in this study are
firms nested within countries, and as such, are likely to have trade preferences influenced by
features of their country, such as macroeconomic characteristics and the performance of other
firms in that country. Because of these country effects, I expect measurements taken on firms
from the same country to be more highly correlated than two measurements from different
countries.
I could try to allow for these country effects by including explanatory variables that
measure country characteristics believed to influence firm outcomes. In practice, however, if
trade policy preferences are clustered by country, and this is not taken into account in the
analysis, using a single-level logistic model with both firm and country level variables will
underestimate standard errors of the regression coefficients.22 Consequently, confidence intervals
22

In robustness checks, I estimate a single-level logistic model that does not account for clustering by country. The
standard errors, as expected, are under estimated.
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will be too narrow and p-values will be too small, which may in turn lead me to infer that an
explanatory variable has a “real” effect on trade policy preferences, when in fact the effect could
be ascribed to chance. This underestimation of standard errors would be particularly severe for
coefficients of explanatory variables that are measured at the country level, e.g., trade openness.
An alternative strategy, to allow for the country effects, is to use a fixed effects model
that includes a set of dummy variables, one for each country, as explanatory variables. A fixed
effects model, however, suffers problems when the number of groups is large. Primarily, it is a
large number of coefficients to estimate, and adding interactions between countries and other
explanatory variables will lead to even more parameters. Most importantly, since I am interested
in effects both within and across countries, using a fixed effects model will not allow for the
estimation of effects across countries because each intercept is specific to a given country.23
Therefore, this study uses a multilevel logistic model in order investigate effects within and
across countries, to control for measurement correlation among firms in the same country and to
control standard errors for country clustering.24

MODEL
While there is no generalizable model of firm level trade policy preferences, my
specification follows from my argument and includes controls identified in the international trade
literature as being especially influential. My model takes the following form: firm level trade
policy preferences depend on fixed firm specific characteristics (f); fixed host country specific
characteristics (z); fixed time effects (!); random country effects ("); and country level residuals
(µ). My theory leads me to believe that firm level trade policy preferences also depend on: (1)

23

In robustness checks, I estimate a single-level logistic fixed effects model. There is no discernible impact on the
results.
24
University of Bristol: Centre for Multilevel Modeling, LEMMA, University of Bristol: Centre for Multilevel
Modeling, http://www.cmm.bris.ac.uk/lemma/login/index.php
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the export-orientation of the firm (Exporter); (2) the trade openness in the host country (Trade
Openness); (3) the interaction between Exporter and Trade Openness to assess whether the effect
of the export orientation of the firm on their trade policy preferences is conditional on the level
of trade freedom in a country more generally (Ex*Trade); and (4) dummies for the sector in
which the firm operates (Manufacturing, Services or Other):

logit{Pr (Trade Preferenceij=1|xij, !, "j)}= #0 + #1 Expoterij + #2TradeOpennessj + #3(Exij*Tradej)

(1)

+ #4 Manufacturingij + #5 Otherij+ #5fij + #5zj + ! + "j+ µ j

Each of the variables is indexed by firm (i) and/or country (j). Trade Preference is coded
as ‘1’ for those firms that oppose their host country’s trade policy, and ‘0’ for those firms that
favor it. The vector f contains the series of firm-specific characteristics: Skill (natural log of the
number of unskilled workers); Size (firm size); Age (natural log of firm age in years); Sales
(natural log of firm earnings in the last fiscal year); and Ownership (domestic or foreign
ownership of the firm).
The vector z contains the series of country-specific characteristics: GDP per capita (a
proxy for the strength of the economy); Unemployment (a proxy for the strength of the labor
market) Democracy (the country’s level of democracy, as a proxy for political risk); and
Distance (distance between the host country capital and either New York, Tokyo or London).

V. EMPIRICAL RESULTS
The results lend considerable support to my hypothesis. Specifically, I find that if a firm
is export-oriented, as trade openness increases, the probability that a firm considers its host
country’s trade policy to be an obstacle decreases. This relationship is significant at the 1% level.
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Table 2 reports the results of equation (1). Model I is equation (1) with the interaction
term removed, while Model II is the full expression of equation (1). Because the coefficients are
derived from a multilevel logistic model, they are interpreted as the change in the log-odds of a
firm opposing its host country’s trade policy. While changes in log- odds do not reveal much
with regard to understanding the coefficients, I first analyze them in this manner in order to be
complete.
First, I examine the positive and significant relationship between Exporter and Trade
Preference, without an interaction, in Model I. If a firm is export-oriented, the log-odds of
opposing trade policy increases by 0.620, compared to firms that are import-oriented, holding
Trade Openness constant. Without also accounting for the conditional impact of trade openness,
however, these results merely indicate the export-oriented firms are more likely to oppose trade
policy than import-oriented firms in my sample of countries. The results of Trade Openness,
which is negative and insignificant, indicate that for each one-percentage point increase in a
country’s volume of trade, a firm’s log-odds of finding trade policy to be an obstacle decreases
by 0.00291, holding export status constant. Again, the difficulty in quantifying the magnitude of
openness is exacerbated by the lack of interaction term to account for the conditional effect of
export orientation. This leads me to Model II.
Model II demonstrates that in a completely closed country – i.e., volume of trade is zero
– the log-odds of opposing the trade policy in practice is 1.005 higher for an export-oriented firm
than an import-oriented firm. However, if a country increases its volume of trade by one
percentage point, then the log-odds of opposing trade policy increases by less – i.e., 0.99969 –
for an export-oriented firm compared to an import-oriented firm. This is what is expected by the
hypothesis; namely, that as trade openness increases, the log-odds of opposing the trade policy
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TABLE 2
DETERMINANTS OF FIRM LEVEL TRADE POLICY PREFERENCES
Variables
Exporter

Model I
0.620**^
(0.0489)

Model II
1.005**^
(0.123)

-0.00291^
(0.00392)

-0.00149^
(0.00390)

---

-0.00531**^
(0.00153)

0.107
(0.164)

0.109
(0.165)

0.765**
(0.272)
0.0758*
(0.0380)

0.769**
(0.270)
0.789*
(0.0380)

0.0491**
(0.0139)

0.0487**
(0.0139)

Sales

0.172**
(0.0134)

0.170**
(0.0135)

Age

-0.00152
(0.250)

-0.00191
(0.0250)

0.00251**
(0.000628)
-0.0360
(0.0560)

0.00257**
(0.000629)
-0.0357
(0.0554)

-0.140
(0.251)

-0.155
(0.248)

Unemployment

-0.0283
(0.0221)

-0.0272
(0.0218)

GDP per capita

-0.298
(0.157)
0.0613
(0.382)

-0.283
(0.156)
0.0647
(0.377)

2008

0.0931
(0.497)

0.0645
(0.491)

2009

-0.351
(0.319)

-0.343
(0.315)

2010

0.0146
(0.0814)
1.083
(2.704)

0.00396
(0.0812)
0.985
(2.672)

Trade Openness
Ex*Trade
Manufacturing
Other
Size
Unskilled Workers

Ownership
Democracy
Distance

Year

2007

Constant

*significant at 5%; ** significant at 1%; ^ jointly significant; robust standard errors in parenthesis;
dependent variable Trade Preference
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decrease more rapidly for an export-oriented firm than for an import-oriented firm.
While having a country with a volume of trade equal to zero or one is not completely out
of the question, it is somewhat unlikely to find in today’s globalized world. In addition, there is
not much information to be gleaned specifically from log-odds, other than the direction of the
relationship. To better understand the magnitude of my effects, I derive the predicted probability
for firms of opposing trade policy at varying levels of trade openness, holding all other variables
in the model constant at their means. Figure 1 uses the results of Table 2, column 2, and holds all
firms at the average values of the sample to graphically show the predicted probability of
opposing trade policy. In it, the predicted probability of export-oriented firms opposing trade
policy decreases at a much sharper rate than that of import-oriented firms, as trade openness
increases. The results of my initial hypothesis are thus confirmed; as openness increases, exportoriented firms are less likely to oppose the trade policy of their host country, compared to
importers. In other words, at low levels of trade openness, import-oriented firms are more likely
to prefer the trade policy, as compared to exporters, while at high levels of trade openness,25
export-oriented firms are more likely to prefer the trade policy, as compared to importers.
The results become even clearer if I graph the difference in the probabilities of opposing
trade policy between export-oriented and import-oriented firms. Figure 2 uses results of Table 2,
column 2 and holds all firms at the mean values of the control variables to graphically show the
difference in the predicted probability results between exporters and importers. In it, as trade
openness increases, the marginal effect of opposing trade policy, or the difference in the
predicted probability results between exporters and importers, becomes negative. In other words,

25

The highest value of trade openness in this study is Hungary in 2009, with a volume of trade measuring at 150%
of GDP. According to World Bank, in the years of this study (2006-2010), the most open country was Singapore in
2008 with volume of trade measuring at 460% of GDP. Since the use of random effects allows extension beyond the
sample used to determine the model, I expand the analysis to include these higher values of trade openness.
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FIGURE 1

Predicted Probability

PREDICTED PROBABILITY OF OPPOSING
TRADE POLICY

at high levels of trade openness, exporters have a lower predicted probability of opposing their
host country’s trade policy, compared to importers. Also interestingly, when trade of GDP is
200%, i.e., two standard deviations above the world average,26 exporters and importers have no
predicted difference in the probability of opposing their country’s trade policy. This indicates,
presumably, that in the lower 97.6% (based on trade openness) of countries, export-oriented
firms are more likely to oppose the current trade policy than import-competing firms.
I am also interested in how these probabilities change from a benchmark case in which an
import-competing firm is located in a completely closed country. Table 3 takes this up,
comparing this benchmark case to an export-oriented firm in a completely closed country, and to

26

The world average for 2006-2010 was computed to be 94.892, the standard deviation was computed to be 53.068.
Source: World Development Indicators
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Predicted Probability

FIGURE 2
CONDITIONAL MARGINAL EFFECTS WITH 95% CIS OF
OPPOSING TRADE POLICY

a

TABLE 3
INFLUENCE OF TRADE OPENNESS ON PREDICTED PROBABILITY OF OPPOSING TRADE POLICY a
Trade Openness (%)
Predicted Probability
Predicted Probability
for an Exporter
for an Importer
0
0.730
0.497
38
0.676
0.483
68
0.630
0.472
98
0.581
0.461
Estimates based on Table 2, with all other variables held at their means.

import-competing and export-oriented firms in countries with trade openness measuring at one
standard deviation below and above 68%, which is roughly the average in my sample. When
trade openness increases by 38 percentage points, the predicted probability of a firm opposing
trade policy decreases from 0.730 to 0.676 for an exporter. For an importer, when trade openness
increases by 38 percentage points, the predicted probability of a firm opposing trade policy
24

decreases from 0.497 to 0.483. In other words, the effects of increasing trade openness on a
firm’s trade policy preferences are stronger for export-oriented firms than for import-oriented
firms.
To further examine these substantive effects, I randomly selected a country from each
quartile of trade openness in the sample and used their current characteristics to predict the
probability of a firm located within each one to oppose trade policy. Table 4 lists these four
countries, Indonesia, Turkey, Botswana and Panama, as well as the odds of exporting and
import-competing firms within each of them opposing trade policy. As expected by my
hypothesis, as trade openness increases, i.e., from the lowest quartile in Indonesia to the highest
quartile in Panama, the predicted probability for an export-oriented firm of opposing the trade
policy is decreasing. Furthermore, at one of the highest levels of trade openness in my sample,
the difference in predicted probability between an export-oriented firm and an import-competing
firm is the smallest, because as trade openness increases, import-competing firms become more
likely to oppose trade policy than export-oriented firms. For comparison purposes, Table 4 also
lists the predicted probabilities for Brazil, Russia and South Africa, because of their designation
as BRICS economies.27 Interestingly, even though Brazil has the lowest level of trade openness
in my sample, both exporting and importing firms also are far less likely to oppose the trade
policy in practice there, as compared to other closed countries. While not unexpected for
importing firms, these results are out of character for exporting firms; perhaps suggesting that the
strength of the economy compensates for the losses exporting firms might suffer. Nonetheless,
export-oriented firms still have a higher predicted probability of opposing trade policy than
import-competing firms in Brazil.

27

BRICS: Brazil, Russia, India, China and South Africa. All characterized as newly industrialized and fast-growing
economies. This sample did not include data for India or China.
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Country
Indonesia
Turkey
Botswana
Panama
Brazil
Russia
South Africa
a

TABLE 4
PREDICTED PROBABILITY OF OPPOSING TRADE POLICY
FOR SELECTED COUNTRIES a
Predicted Probability
Predicted Probability
Trade Openness (%)
for an Exporter
for an Importer
0.7830745
0.6271932
45.51212109
0.5954982
0.4155694
52.24859530
0.4623848
0.3222317
77.67684417
0.3653018
0.3140475
146.3195000
0.4814417
0.2764995
22.11829707
0.6523578
0.4703975
48.43506103
0.4990191
0.3404619
65.51799562

Estimates based on Table 2. All variables held at averages within country.

Finally, the effect of sector on the predicted probability of opposing trade policy is worth
analyzing. In Figure 3, I graph the predicted probability for firms by their sector: manufacturing,
services, or other.28 The results are what is expected based on my hypothesis; no matter the
sector in which the firm operates, export-oriented firms always are more likely to oppose trade
policy at low levels of trade openness, and this probability decreases as trade openness increases.
Additionally, those firms categorized as Other seem to have a higher predicted probability of
opposing trade policy, whether or not they are of exporter status compared to those firms that are
Manufacturing or Services.
It is also interesting to examine the direction and significance of the control variables
included in my model. Again, although coefficient estimates from logistic regressions are not
highly informative, I am able to get some idea of the relationship and degree of significance of
these variables on firm trade policy preferences. Sales, Size and Ownership, all significant
positive predictors, have the opposite effect on trade policy preferences than what my hypothesis
details. As a firm becomes more successful, grows larger, or has a higher percentage of foreign

28

Those firms that are considered manufacturing are the following: Food; Textiles; Garments; Chemicals; Plastics
and rubber; Non metallic mineral products; Basic metals; Fabricate metal products; Machinery and equipment;
Electronics; and Other manufacturing. Services includes: Wholesale; Retail; Hotels and restaurants; IT; and Other
services. Other includes: Construction and Transport.
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Predicted Probability

FIGURE 3
PREDICTED PROBABILITY OF OPPOSING TRADE POLICY
BY SECTOR OF FIRM

ownership, there is an increasing likelihood it will oppose the trade policy in practice.
Potentially, as a firm grows more successful, it may incorrectly perceive trade policy to be a
constraint on its increasing success. Larger firms might also perceive trade policy to be a
constraint on possible growth and expansion opportunities. Finally, firms with a higher
percentage of foreign ownership might always prefer slightly more open policies, thus making
foreign ownership a positive predictor of opposition to trade policy.
In addition, as expected, Age is an insignificant negative predictor. At the country level,
GDP per capita, Democracy, Unemployment and Distance are also all insignificant negative
predictors of opposition to trade policy. Finally, and perhaps most interestingly, Unskilled
Workers is a significant positive predictor of opposition to trade policy. According to the HO
framework, individual skill level is the most powerful predictor of individual level trade policy
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preferences, and it is noteworthy that at the firm level it might also play a part in how a firm
perceives its host country’s policies.

ENDOGENEITY ISSUES
There also may be endogeneity concerns regarding the use of volume of trade as a proxy for
trade openness. The model demonstrates that increasing volume of trade decreases the likelihood
of opposition to trade policy, but there is also the possibility that decreasing opposition to trade
policy will increase the volume of trade. This is a simultaneous causality issue, defined as
correlation between trade openness and the error term, µj in equation (1). In this case, a negative
error in the regression of trade opposition on trade openness reduces trade opposition, but also
leads to an increase in the volume of trade. In other words, trade openness is negatively
correlated with the error term in the original model. Consider equations (2) and (3), which
demonstrates this mathematically:
Yi = #0 + #1Xj+ µj
Xj = $0 + $1Yi+ %j

(2)
(3)

Equation (2) represents the effect of trade openness on opposition to trade policy, while equation
(3) represents the reverse causal effect of opposition to trade policy on trade openness. µj is
negative, which decreases Yi, however, this lower value of Yi affects the value of Xj through the
second of these equations. Since $1 is negative, as demonstrated above in the theory of the
endogeneity issue, a low value of Yi will lead to a higher value of Xj.
There are two reasons this is not a serious concern: 1) the error term and trade openness
are negatively correlated, and if anything, this negative correlation only leads to an
underestimation of the effect of trade openness on opposition to trade policy; and 2) I ran a two
stage model instrumenting for trade openness in order to understand its true effects on opposition
to trade policy. The results are presented in Table 5, column 2. Following the method articulated
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TABLE 5
DETERMINANTS OF FIRM LEVEL TRADE POLICY PREFERENCES: ENDOGENEITY CHECKS
Multilevel Modela
2.335**^
(0.489)

Instrument
2.563**^
(0.630)

Trade Openness

-0.0409^
(0.312)

0.754^
(.430)

Ex*Trade

-0.408**^
(0.115)

-0.457**^
(0.148)

Manufacturing

0.113
(0.166)

0.116
(0.165)

Other

0.768**
(0.271)
0.0787*
(0.0380)

0.754**
(0.271)
0.0753*
(0.0380)

Unskilled Workers

0.0488**
(0.0140)

0.0499**
(0.0140)

Sales

0.170**
(0.0135)

0.173**
(0.0134)

Age

-0.00203
(0.0250)

-0.00188
(0.0250)

0.00259**
(0.000629)
-0.0363
(0.0557)

0.00253**
(0.000629)
-0.0511
(0.0590)

Distance

-0.131
(0.254)

0.141
(0.286)

Unemployment

-0.0269
(0.0221)

-0.0305
(0.0232)

GDP per capita

-0.283
(0.158)
0.0266
(0.372)

-0.167
(0.171)
-0.132
(0.393)

2008

0.0768
(0.494)

0.0846
(0.522)

2009

-0.342
(0.317)

-0.454
(0.341)

2010

0.00350
(0.0812)
0.857
(3.407)

-0.0206
(0.0833)
-5.505
(4.252)

Variable
Exporter

Size

Ownership
Democracy

Year

Constant

2007

*significant at 5%; ** significant at 1%; ^ jointly significant; robust standard errors in parenthesis; dependent variable Trade Preference
a
Uses the natural log of trade openness in order to accurately compare the instrument to the main multilevel model
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by Frankel and Romer (1999), I used measures of size of country (natural log of population and
natural log of the square kilometers of area); geographic characteristics (if a country is
landlocked, an island, or neither); distance between trading hubs (distance from capital city to
New York, London or Tokyo), and bilateral trade between countries (exports plus imports) in
order to instrument trade openness.29 The results are not substantively different from the main
model, as defined by equation (1), reprinted in column 1 of Table 5 for comparison purposes.
The instrumental model is not used as my primary model because instrumenting a
variable by hand, as a multilevel logistic regression requires, leads to residual estimation
problems in the second stage. As the theory predicts, the possible endogeneity of Trade
Openness only underestimates the values of the coefficients on Trade Preference. The only
difference is that Trade Openness becomes positive, as opposed to negative in equation (1).
Since this coefficient is still small in magnitude and statistically insignificant, the impact on the
results is not noteworthy. If anything, the positive coefficient on Trade Openness only more
strongly supports my hypothesis, since import-competing firms would weakly increase their
probability of opposing trade policy as openness increases, as opposed to weakly decreasing it.

ROBUSTNESS CHECKS
I ran several checks on the robustness of my results. First, I eliminated all variables that
were not significant in the final estimation of equation (1). Table 6, column 1 presents these
results. Here, eliminating theoretically important but statistically insignificant variables had no
obvious effect on my results. Again, the coefficient on Trade Openness becomes positive, which
leads to a stronger confirmation of my hypothesis, as discussed above. Thus, the inclusion of
these variables in equation (1) may actually underestimate the effect that trade openness has on

29

Correlation between the instrument and trade openness is 0.6315.
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TABLE 6
DETERMINANTS OF FIRM LEVEL TRADE POLICY PREFERENCES: ROBUSTNESS CHECKS
Variable
Exporter

Insignificant
1.011**^
(0.122)

Correlation
1.012**^
(0.122)

Exporter - 25%
0.764^
(0.0771)

Exporter - 35%
0.645^
(0.0761)

Logit, FE
0.984**^
(0.123)

0.000619^
(0.00360)

-0.000353^
(0.00375)

-0.00423^
(0.00402)

-0.00458^
(0.00404)

0.0646^
(0.0686)

-0.00548**^
(0.000806)

-0.00108^
(0.00394)

-0.00547**^
(0.00153)

-0.00522**^
(0.00153)

-0.00528**^
(0.000868)

-0.00518**
(0.000795)

-0.00510**^
(0.00155)

-0.00355*^
(0.00144)

-0.00524**^
(0.00153)

0.114
(0.165)

0.113
(0.165)

0.104
(0.164)

0.108
(0.164)

0.123
(0.182)

-0.162
(0.157)

---

Other

0.817**
(0.269)

0.749**
(0.270)

0.770**
(.273)

0.765**
(0.273)

0.747**
(0.286)

1.007**
(0.259)

---

Size

0.764*
(0.0376)

---

0.0846*
(0.0379)

0.0897*
(0.0379)

0.0540
(0.0384)

0.361**
(0.0321)

0.0733
(0.0379)

0.0477**
(0.0139)

0.0590**
(0.0130)

0.0507**
(0.0139)

0.0507**
(0.0138)

0.0459**
(0.0141)

0.0694**
(0.0132)

0.0490**
(0.0139)

0.170**
(0.0132)

0.186**
(0.0111)

0.178**
(0.0134)

0.179**
(0.0134)

0.186**
(0.0136)

-0.0154*
(0.00669)

0.172**
(0.134)

---

0.00349
(0.0249)

0.000598
(0.0250)

-0.00251
(0.0250)

-0.00498
(0.0251)

0.0374
(0.0237)

-0.00187
(0.0250)

Ownership

0.00255**
(0.000626)

0.00264**
(0.000628)

0.00270**
(0.000627)

0.00279**
(0.000628)

0.00254**
(0.000638)

0.00326**
(0.000596)

0.00257**
(0.000629)

Democracy

---

-0.0294
(0.0569)

-0.0332
(0.0574)

-0.0323
(0.0576)

---

-0.0808**
(0.0129)

-0.0366
(0.0561)

Distance

---

---

-0.154
(0.247)

-0.153
(0.151)

---

-0.0193
(0.0463)

-0.153
(0.151)

Trade Openness
Ex*Trade
Manufacturing
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Unskilled Workers
Sales
Age

Logit, No Cluster
0.954**^
(0.113)

No Sector
1.001**^
(0.122)

Variable
Unemployment

Correlation
-0.0306
(0.0223)

Exporter - 25%
-0.0284
(0.0226)

Exporter - 35%
-0.0285
(0.0227)

Logit, FE
-0.317**
(0.826)

---

-0.274
(0.159)

-0.318
(0.160)

-0.323
(0.161)

-1.074
(1.376)

0.0237
(0.0295)

-0.283
(0.157)

2007

---

0.158
(0.379)

0.0545
(0.390)

0.0554
(0.392)

-1.743
(2.209)

-0.681**
(0.041)

0.152
(0.381)

2008

---

0.207
(0.491)

0.134
(0.509)

0.145
(0.512)

0.830
(0.320)

-0.650**
(0.0846)

0.0730
(0.498)

2009

---

-0.245
(0.299)

-0.359
(0.327)

-0.359
(0.328)

-1.424
(2.013)

-0.310**
(0.0497)

-0.353
(0.319)

2010

---

0.0109
(0.823)

0.0287
(0.0820)

0.0281
(0.0821)

0.506
(0.382)

-0.233**
(0.0617)

0.00517
(0.0816)

-3.430**
(0.415)

-0.600
(1.231)

1.246
(2.769)

1.308
(2.780)

6.160
(14.751)

0.643
(0.496)

1.050
(2.702)

GDP per capita
Year

Constant

Logit, No Cluster
-0.0245**
(0.00519)

Insignificant
---
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*significant at 5%; ** significant at 1%; ^ jointly significant; robust standard errors in parenthesis; dependent variable Trade Preference

No Sector
-0.0287
(0.0221)

trade policy preferences. Second, I removed the variables Size and Distance from the equation
due to their relatively high correlation with Sales and Unskilled Workers, or Trade Openness,
respectively.30 Again, there is no discernible impact on the results. Table 6, column 2 presents
the results of this estimation.
Because the ES categorization of export-oriented firms as those that directly export more
than 10% of their sales is somewhat arbitrary, I re-test the model with Exporter as those firms
that directly export more than 25% of their sales, as well as more than 35% of their sales. Table
6, columns 3 and 4, present the results of these estimations. In each case, the coefficient on the
interaction term did not change in magnitude or sign. However, the coefficient on Exporter
became smaller and insignificant, indicating that the effect of export orientation on firm level
trade policy preferences is only significant when conditional on varying levels of trade openness.
Moreover, since Exporter remains jointly significant with Trade Openness and Ex*Trade, this
finding remains consistent with my hypothesis, and the so the change in significance on Exporter
is not worrisome.
In Table 6, columns 5 and 6, I estimate two different single-level logistic models.
Column 5 reports the coefficients of a fixed time and country effects logistic model. As is typical
in fixed effects regressions, no time invariant or entity invariant variables can be estimated
because the country and year dummies control for them. The use of fixed country effects, as
opposed to random country effects, only forces a removal of Democracy and Distance, which do
not vary over the time period of my sample.31 Exporter and Ex*Trade retain their significance,
but the magnitudes of their effects are smaller than that of the multilevel model. In addition,
30

Correlation between Size and Unskilled Workers was 0.3888. Correlation between Size and Sales was 0.4615.
Correlation between Distance and Trade Openness was -0.4102. These were the highest correlations in my sample.
Appendix C lists the full table of correlations.
31
Trade Openness, GDP per Capita and Unemployment vary both across time and country, and so fixed effects
cannot control for them.
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Trade Openness becomes positive. The implications of the positivity on Trade Openness have
already been discussed, but, to reiterate, this change lends more support to my hypothesis. In
addition, Exporter, Trade Openness and Ex*Trade remain jointly significant.
In column 6, I estimate a single-level logistic regression that does not account for the
clustering of preferences among countries. While this model does allow for the estimation of
time invariant variables, the lack of a random country effect leads to underestimated standard
errors, as compared to the primary multilevel model in Table 2, column 2. Nonetheless, each of
the independent regressors of interest retains their significance, though their magnitudes are
smaller.
Finally, I ran two different regressions regarding the inclusion of sector dummies. In the
first, I eliminated all sector dummies. Table 6, column 7 presents these results. Again, there are
no discernible impacts on the regression coefficients. In Table 7, instead of indicators for only
Manufacturing, Services and Other, I broke these categories down into their sub-sectors.
Manufacturing is broken into the dummies Textiles, Food, Metals, Electronics, Chemicals,
Wood, Plastics, Auto and Other Manufacturing. Services includes Hotels, Retail Trade and Other
Services. I use Other as the base category in this regression. Food and Retail Trade are
significant negative predictors of firm level trade policy preferences while Chemicals, Other
Services are significant positive predictors. Most importantly, however, the magnitude, sign and
significance of the independent variables of interest do not change upon the inclusion of the subsector dummies, indicating that sector has the same impact on firm level trade policy preferences
regardless of its configuration.

VI. CONCLUSION AND POLICY IMPLICATIONS
In the literature on the political economy of trade policy it is well known that firms are
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TABLE 7
DETERMINANTS OF FIRM LEVEL
TRADE POLICY PREFERENCES: SECTOR DUMMIES
Variable
Exporter

Sector Dummies
1.001**^
(0.122)

Trade Openness

-0.000989^
(0.00392)

Ex*Trade

-0.00554**^
(0.00153)

Manufacturing
Textiles

-0.0858
(0.0769)

Food

-0.303**
(0.0642)

Metals

0.0283
(.0711)

Electronics

-0.132
(0.135)

Chemicals

0.204**
(0.0712)

Wood

0.0825
(0.161)

Plastics

-0.146
(0.0803)

Auto

-0.141
(0.222)

Other Manufacturing

-0.0432
(0.0707)

Services
Hotels

13.241
(585.199)

Other Services

-0.443*
(0.194)

Retail Trade

0.768*
(.350)

Size

0.0847*
(0.0383)
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Variable
Unskilled Workers

Sector Dummies
0.0562**
(0.0140)
0.169**
(0.0137)

Sales
Age

-0.00465
(0.0251)

Ownership

0.00248**
(0.0006322)

Democracy

-0.0345
(0.0558)

Distance

(-0.156)
(0.250)

Unemployment

-0.0298
(0.0221)

GDP per capita

-0.281
(0.156)

Year

2007

0.110
(0.381)

2008

0.102
(0.495)

2009

-0.333
(0.317)

2010

0.0103
(0.0822)

Constant

1.109
(2.687)

*significant at 5%; ** significant at 1%; ^ jointly significant; robust standard errors in
parenthesis; dependent variable Trade Preference
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relevant players. Undoubtedly, theory demonstrates that if firms have different trade policy
preferences, this can lead to different trade policy outcomes. A significant restriction of this
literature, however, is the relatively unidentified manner in which firms form these preferences.
This article solves that, and provides some new evidence on the determinants of firm level trade
policy preferences. To accomplish this I created a data set covering middle to low-income
countries between the years of 2006 and 2010. This is a firm and country level data set
identifying firm trade policy preferences, firm export-orientation and country trade openness.
Through the inclusive nature of the dataset, this study uses the factor return predictions of the
Ricardo–Viner (RV) model around which to organize the analysis of trade policy preferences.
Inaddition, this study went beyond the factor return focus of the RV model to examine whether
random country effects also matter in the determination of firm level trade policy preferences. I
generated two main empirical results.
First, this study found results consistent with a RV model in which firms will form trade
preferences based on the export-orientation of their businesses. This implies that the immobility
of labor over a short time period conditions firms to assess their trade policy preferences along
lines of export-orientation. It follows, then, that the second main result is export-orientation,
conditional on trade openness, is dominant in describing support for the current trade policy in a
country. As trade openness increases, export-oriented firms are more likely to approve the trade
policy, compared to import-oriented firms.
Finally, this study showed that using a country level random effects model leads to more
accurate and interpretable results, as compared to using either fixed effects model, or a singlelevel logistic model that ignores the potential for clustering. Unexpectedly, firm preferences
within countries are correlated, and acknowledging this through the use of the random effects
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model leads to a better estimation of standard errors as well as the ability to analyze the effect of
trade openness on firm level trade policy preferences. In addition, controlling for clustered
preferences leads to out of character results for Brazil, compared to countries with similarly low
levels of trade openness. Brazil should have a higher probability of opposing the current trade
policy in practice for exporters, given the results of other countries in the sample with similar
levels of trade openness. This suggests that the strength of this up and coming economy might
compensate for the perceived losses of its export-oriented firms from inefficient trade policies.
The policy implications of these results are far-reaching. Firms contract and negotiate
with governments to transform trade policies. If a closed country has a larger relative number of
export-oriented firms, then the preferences of the firms are undoubtedly being ignored. In a
similar manner, the preferences of import-competing firms in open countries are also potentially
being overlooked. More efficient and effective trade-policymaking will only occur if
policymakers can understand how firms form these preferences, and this study answers that
question. Both negatively affected industries and beneficiary industries are capable of lobbying
governments on the issue of trade policy, as demonstrated by Cadot, de Melo and Olarreaga
(2004). It is not a far leap then, to conceive that governments might obtain, or retain, more
political support through a more thorough understanding of the impact their trade policies have
on firm ability to conduct international business. Regardless, however, the implication is that if
governments want to improve perceptions of their trade policies, they need to be aware of the
determinants of firm level preferences.

38

APPENDIX A

COUNTRIES BY TRADE FREEDOM
Year
2007
2010
2009
2006
2006
2009
2007
2009
2006
2010
2006
2010
2007
2009
2006
2006
2009
2008
2006
2006
2009
2009
2009
2009
2009
2009
2009
2009
2006
2010
2009

Country Name
Albania
Argentina
Azerbaijan
Bolivia
Botswana
Brazil
Bulgaria
Bulgaria
Chile
Chile
Colombia
Colombia
Croatia
Czech Republic
Ecuador
El Salvador
Estonia
Georgia
Guatemala
Honduras
Hungary
Indonesia
Kazakhstan
Kyrgyz Republic
Latvia
Lithuania
Macedonia, FYR
Mauritius
Mexico
Mexico
Moldova

Trade (% of GDP)
83.74189241
40.10666835
73.87062000
74.53784844
77.67684417
22.11829707
138.6499918
103.8483695
72.06523807
69.97075715
38.17394204
33.91834806
91.81608344
113.8718482
66.82086317
71.84904074
124.3586912
87.02354955
66.81818043
133.1318104
150.3233089
45.51212109
75.8588716
133.3791532
89.25447506
110.6820331
99.59944899
107.2761342
57.18424189
61.85606505
110.3633269
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Year
2006
2006
2010
2006
2006
2009
2009
2009
2009
2009
2007
2006
2008
2008
2006

Country Name
Nicaragua
Panama
Panama
Paraguay
Peru
Philippines
Poland
Romania
Russian Federation
Slovak Republic
South Africa
Tanzania
Turkey
Ukraine
Uruguay

Trade (% of GDP)
76.75883755
146.1924491
146.4470275
110.8109226
48.3852419
65.59038464
78.81285362
73.56796386
48.43506103
142.5879841
65.51799562
58.26002376
52.2485953
101.8343853
61.97157451

APPENDIX B

Variable
Size
Sales
Age
Unskilled Workers
Ownership
Year
2007
2008
2009
2010
Democracy
Distance
Unemployment
GDP per capita

SUMMARY STATISTICS OF CONTROL VARIABLES
Observations Mean
Standard
Min
Max
Deviation
14184
1.894247
0.7765771
1
3
14184
16.86811
3.380615
6.684612
33.84563
14184
2.775762
0.8008575
0
5.209486
14184
1.616497
1.665808
0
7.34601
14184
11.73858
32.18908
0
100
14184 0.1070925
0.3092417
0
1
14184 0.0672589
0.2504786
0
1
14184 0.2853920
0.4516169
0
1
14184 0.1577834
0.3645507
0
1
14184
7.964185
1.644062
0
10
14184
7.876413
0.5082254
6.533473
8.706803
14184
8.665447
4.644311
1.8
32.2
14184
8.518320
0.7798154
5.912658
9.841913
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APPENDIX C

CORRELATIONS OF DETERMINANTS OF TRADE POLICY PREFERENCES
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Exporter
Ex*Trade
Trade Openness
Manufacturing
Other
Services
Sales
Size
Ownership
Unskilled Workers
Age
Unemployment
Democracy
Distance
GDP per capita

Exporter
1
0.9005
0.0843
0.0108
0.0248
-0.0328
0.1835
0.3564
0.2485
0.2273
0.0732
0.0585
0.0751
-0.1353
0.0546

Ex*Trade
1
0.2904
-0.0156
0.0818
-0.0436
0.1176
0.3072
0.2383
0.1797
0.0269
0.0516
0.1119
-0.2416
0.0571

Trade Openness

1
-0.0283
0.1892
-0.1109
-0.155
-0.0282
0.0592
-0.0545
-0.0917
-0.0523
0.1619
-0.4102
-0.0995

Manufacturing

1
-0.6069
-0.7884
0.0964
0.0317
0.0262
0.0209
0.0469
0.0327
-0.0142
0.0524
-0.0242

Others

1
-0.0103
-0.073
-0.0248
-0.0078
-0.0211
-0.0535
-0.0318
0.047
-0.122
0.0126

Services

1
-0.0649
-0.0207
-0.0269
-0.0099
-0.0175
-0.0165
-0.0185
0.0285
0.0207

Sales

1
0.4615
0.1804
0.3269
0.2098
0.049
0.0006
0.2037
-0.0071

Size

1
0.2527
0.5687
0.2454
0.0489
-0.0027
-0.032
0.1074

CONTINUED CORRELATIONS OF DETERMINANTS OF TRADE POLICY PREFERENCES
Ownership
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Exporter
Ex*Trade
Trade Openness
Manufacturing
Other
Services
Sales
Size
Ownership
Unskilled Workers
Age
Unemployment
Democracy
Distance
GDP per capita

1
0.1092
-0.0193
0.0478
0.0089
-0.0204
-0.0522

Unskilled Workers

1
0.1701
0.0661
0.0009
0.0757
0.1173

Age

1
-0.0695
0.1134
0.1212
0.0782

Unemployment

1
0.2046
0.2248
0.1946

Democracy

1
0.0279
0.4366

Distance

1
-0.1088

GDP per capita

1
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