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ABSTRACT

THE LINK BETWEEN DOMESTIC POLITICAL INSTITUTIONS AND
COMMITMENTS TO INTERNATIONAL TRADE AGREEMENTS

By

Jung In Jo

Since the early 1980s many states have liberalized their trade. To do this, many
countries have joined Preferential Trading Arrangements that reduce trade barriers.
Almost every country in the world is a member of a preferential trade arrangement.
However, the puzzle scholars face is why so many countries have rushed to enter a free
trade agreement by lowering trade barriers at this historical juncture. Although a recent
expansion of preferential trade agreements has stimulated many debates, we lack an
understanding as to what motivates states to make a commitment to international trade
agreements since the 1980s. Moreover, economists have not paid enough attention to the
changing political motivations of leaders to sign Preferential Trade Agreements (PTAs).
In this dissertation, I ask how and whether domestic institutions of a country make a
difference in committing to international trade agreements. The purpose of this
dissertation is to provide a more convincing theoretical framework and empirical support
incorporating an interaction of leaders’ preferences and institutional constraints in order
to explain why more countries pursue interstate commercial cooperation by entering
PTA:s.

In this dissertation, I argue that the rush to PTAs since the 1980s is linked to the
change of domestic constraints. A decision-maker’s preferences can be constrained

through political institutions in the dynamic process of trade policy. In this dissertation,



I aim to demonstrate how politicians may implement their particular trade policy
preferences in different regimes and how this is linked to a decision to sign tariff
reduction agreements. I also aim to demonstrate how the constraints of political
institutions may be linked to a decision to sign tariff reduction agreements. I claim that
the propensity of signing a trade agreement increases as the survival of political leaders
becomes more dependent on having a large size of winning coalition. Decision-makers
have greater political motivations to enter international trade agreements as the level of
democracy increases. In order to test the theories, I use a large N quantitative study. This
dissertation tests key propositions drawing on a comprehensive database of international
trade agreements from 1950 to 1992 with 150 countries. I find that leaders have greater
political incentives to conclude international trade agreements as the size of their winning
coalition grows. The results also suggest that the level of democracy is associated with a
leader’s political motivation to conclude international trade agreements. I also find that
electoral rule and the number of veto players have an impact on interstate commercial
cooperation. By highlighting this dynamic, this dissertation makes important
contributions to theories of international relations and international political economy
more generally. Domestic institutional constraints deserve more attention in international
political economy. Domestic constraints and international constraints are intertwined.
On the basis of the arguments and evidence provided in this dissertation, it is clear that
domestic institutional analysis facilitates our understanding of trade policy in

international politics.



This dissertation is dedicated to my parents, my most ardent supporters and most valuable
friends.
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Chapter One. Introduction

1.1. Puzzling Motivation

Since the early 1980s many states have liberalized their trade. To do this, many countries
have joined Preferential Trading Axrangementsl that reduce trade barriers. Almost every
country in the world is a member of a preferential trade arrangement.” Sixty percent of
world trade occurs within preferential trading blocs. However, the puzzle scholars face is
why so many countries have rushed to enter a free trade agreement by lowering trade
barriers at this historical juncture.

Although a recent expansion of preferential trade agreements has stimulated many
debates, we lack an understanding as to what motivates states to make a commitment to
international trade agreements since the 1980s.? Moreover, economists have not paid
enough attention to the changing political motivations of leaders to sign Preferential Trade
Agreements (PTAs).* Economists focus on the consequences of PTAs, not the political

sources or causes of PTAs. This dissertation seeks to improve our understanding of why

"I use the term preferential trade agreement (PTA) to refer to international trade agreements including
regional trade agreement, free trade agreement, custom unions, and common markets.

2 Even South Korea’s protectionists could not resist any longer. “After three failed attempts, the National
Assembly finally ratified the country’s first-ever free-trade agreement (FTA) with Chile recently although
serious protests had delayed passage of its FT A with Chile for over a year.” The Economist: “Why Asian
countries are racing to sign bilateral trade deals with each other”, (March 8, 2004).

? Out of the 194 RTAs notified to the General Agreement on Tariffs and Trade and the World Trade
Organization between 1948 and 1999, 54% were notified from 1989 to 1999.

* RTA and PTA can be used interchangeably. It may be misleading to understand Regional Trade
Arrangements as strictly regional. Regionalism refers to a political process where countries agree to reduce
the trade barriers between each other. In other words, it induces institutionalized cooperation between nations
through the elimination of barriers on trade and investment flows. Regionalism does not necessarily mean
that Regional Trade Agreements will be made in the same region. Free trade agreements are formed with
countries from different regions. The United States and Israel signed a free trade agreement in 1985.
Similarly, under the Lomé convention exports from developing countries of Africa, the Caribbean and Pacific
are given preferential access to European markets. Yet, the majority of the formation of free trade agreements
usually occurs between geographically adjacent countries. For example, the Andean Community consists of
Bolivia, Colombia, Ecuador, Peru and Venezuela.



countries rushed to join trade-liberalizing® agreements by examining the impact of political
motivations of leaders.

A growing body of literature argues that domestic institutional constraints affect trade
policy patterns. That is, political institutions influence the propensities of “state leaders to
make credible commitments and the willingness of states to enter international agreements”
(Leeds 1999). In this dissertation, I ask how and whether domestic institutions of a country
make a difference in committing to international trade agreements. This dissertation is
organized around the following questions: are domestic preferences related to the recent
international change of economic interactions? What role do domestic political institutions
play in the decision to sign international trade arrangements? Current studies leave these
important questions ambiguous.

Scholars have argued that states choose free trade policies because of external factors
(Mansfield 1998, Gilpin 2001) and domestic factors such as preferences of political leaders
(Rogowski 1989, Frieden 1991), and preferences of pressure groups (Grossman and
Helpman 1995, Magee, Brock, and Young 1989), and political institutions (Milner 1999).
More recently, scholars have claimed that interplay between domestic institutions and

preferences should be incorporated within the literature regarding the recent change of

5 The question is whether a free trade agreement is a stepping-stone or a stumbling block towards multilateral
liberalization. This is an important matter as the external trade policy of countries becomes more liberal over
time. There is little consensus on this issue in part because free trading arrangements differ. The effects of
free trade agreements depend on the specific models and are sensitive to the characteristics of the member
countries. Many studies suggest that the answer may be positive or complementary (Lawrence 1996). For
instance, the expansions of the European Economic Community (EEC) contributed to pressures by GATT
members to initiate multilateral trade negotiations. It led to significant reductions in trade barriers. It has also
been argued that free trade agreements may facilitate liberalization in areas that are too complex to be
negotiated successfully in the WTO. This is an argument for the claim that free trade arrangements are
stepping-stones to multilateralism. However, despite some positive effects of free trade agreements, the
disagreements remain. Arriving at a satisfactory explanation of the consequences of the free trading bloc is
difficult because developments are still moving at a rapid pace. It is not my purpose to focus on consequences
of expanding free trade agreement, but I will address this question later. For a detailed analysis of the
consequences of regional trading blocs on the world economy, see Frankel 1997.



external trade policy across countries. However, with the exceptions of Milner, Mansfield
and Rosendorff (1997, 2002), the literature does not provide a well-developed model as to
why political leaders may change their trade policy as domestic political institutions
change. Therefore, establishing a more complete model of how leaders’ preferences and
domestic institutions interact to make a change of trade policy is an important focus of the
dissertation. Accordingly, the purpose of this dissertation is to provide a more convincing
theoretical framework and empirical support incorporating an interaction of leaders’
preferences and institutional constraints in order to explain why more countries pursue

interstate commercial cooperation by entering PTAs at this historical juncture.

1.2, The Importance of Free Trade Agreements
As noted above, there has been a surge of international trade agreements notified to the
GATT and subsequently to the WTO. Yet, the impact of PTAs is contested. There are
various discrepancies in terms of the size and importance of trade agreements. For this
reason, some say that except for institutionalized trading arrangements such as EU and
NAFTA, most smaller trading arrangements are not influential. In this regard, some
scholars underestimate the importance of the growth of PTAs. However, if PTAs are
illiberal and insignificant, how can we explain the rush to create them?

As many PTAs have been formed since World War I, the level of free trade has
increased. It is clear that “rising trends of PTAs have become crucial elements of the

international political economy.”® Even if we do not have a clear conclusion regarding “the

¢ Mansfield and Reinhardt 2002.



welfare effects of Preferential Trade Agreements,’ it is difficult to underestimate the rising
importance of Preferential Trade Agreements and their attraction to many governments in
the multilateral trade system and in the WTO.”®

Second, the WTO recognizes that trading agreements benefit countries. Countries
turn to PTAs as a mechanism for economic development. The importance of international
trade agreements is being recognized even by small countries because they find that global
free trade is much harder to achieve. In this sense, PTAs are attracting more countries in
recent years and becoming a bigger part of international trade.

Third, the characteristics of PTAs have changed. “Many of the PTAs that formed in
the 1960s and 1970s were based on a model of import substituting development. The
majority of PTAs implemented a high level of external trade barriers. However, recently
formed PTAs are more outward looking and more committed to boosting international
commerce.” Trading agreements have clearly accelerated the level of liberal trade and

globalization; accordingly, the rising importance of PTAs cannot be overlooked.

1.3. Domestic Constraints of External Trade Policy: Argument

A growing number of studies suggest that domestic institutional constraints affect divergent
trade policy patterns. For instance, Milner (1999) argues that a global rush toward tariff
reduction and the expansion of democracy is not coincidental. Other researchers also claim

that these two phenomena must be correlated.

7 Scholars suggest that the welfare implications of regionalism are varied across time and trade blocs as
mentioned earlier.

8 Kerremans and Switky, 2000.

% Schiff and Winters, 1998.



In this dissertation, I argue that the rush to PTAs since the 1980’s is linked to the
change of domestic constraints. The model I develop demonstrates that leaders have greater
political incentives to conclude international trade agreements as the size of their winning
coalition grows. That is, decision-makers have greater political motivations to enter
international trade agreements as the level of democracy increases. I claim that the
propensity of signing a trade agreement increases as the survival of political leaders
becomes more dependent on having a large size of winning coalition.

In reality, many countries which experience trade liberalization also go through the
process of democratization. In Mexico, the period of the growth of political competition
and the decline of the dominant one party system coincide with the liberalization of trade
policy. However, they do not necessarily go together all the time. The trade liberalization
of many developing countries occurred before they started democratizing their political
system. Chile, Turkey, Taiwan, and South Korea were successful cases of trade
liberalization. They all began their trade liberalization processes before their democratic
transitions. Furthermore, “fragile new democracies have difficulty carrying out economic
liberalization because its costs make them unpopular and hence it can be politically suicidal
for elected officials. Authoritarian governments should be more capable of initiating and
sustaining major economic reforms.”'® Therefore, it would appear dubious that
democracies induce more liberalizing trade policies. However, scholars argue that any
change in political regime may motivate trade reforms. According to Milner, “although
strong evidence has not yet been presented, changes in political regimes, and specifically

the spread of democracy, may be the institutional change that helps explain the rush to free

19 Geddes 1995.



trade” (Milner 1999). In this context, an important goal of this dissertation is to assess the
proposition whether domestic institutional change pressures interstate commercial
cooperation toward freer trade.

Other than regime type, there are other factors that need to be assessed. For instance,
party fragmentation, the number of veto player with different ideological backgrounds, and
the structure of government system may mediate and channel domestic preferences in
divergent trade policy. Under different circumstances, how can we account for the effects
of different domestic institutions in explaining the rush to free trade? There are few
systematic studies which analyze different domestic institution’s impact on the change of
commercial policy across states with large N empirical tests.

I claim that whether states choose to enter international trade agreements will be
influenced by the preferences of political leaders as well as constraints of domestic
institutions.!! Existing studies leave important theoretical and empirical issues unresolved
regarding the interplay between preferences of political leaders and domestic institutions.
Whether states choose to enter international trade agreements will be primarily influenced
by the preferences of political leaders in the first place. Yet, the nature of domestic
institutions may constrain the responsiveness of leaders to the pressure of social demands
to change international trade policy. In this dissertation, I aim to demonstrate how
politicians may implement their particular trade policy preferences in different regimes and
how this is linked to a decision to sign tariff reduction agreements. I also aim to
demonstrate how the constraints of political institutions may be linked to a decision to sign

tariff reduction agreements.

' Mansfield and Milner 1999.



1.4. Testing the theory

As mentioned, despite a prevalent interest on the enormous expansion of PTAs, very little
systematic empirical research has been employed to analyze the impact of domestic
constraints. Most work on interstate trade cooperation has been theoretical rather than
empirical with few exceptions. These works have used a small-n case study design due to
data constraints. Therefore, there have been limitations in deducing a generalization on
interstate tariff reduction cooperation. In order to test the theories, I use a large N
quantitative study. This dissertation tests key propositions drawing on a comprehensive
database of international trade agreements from 1950 to 1992 with 150 countries. The
quantitative analysis leads to a systematic evaluation of the role of domestic institutions,
controlling for political factors and economic factors. The empirical study aims to validate
the accuracy of the theoretical predictions made in the dissertation. In doing so, this
dissertation aims to contribute to our understanding of interstate trade cooperation focusing

on pressures of domestic political institutions.

1.5. Contributions of the Dissertation

The direction of the growth of tariff reduction agreements will play an important role in
determining the structure of the international economy in the present century. In this
context, understanding the recent global expansion of free trade agreement is an important
task. Furthermore, the increasing division of the world into competing trade blocs is an
exciting topic, and the research on political factors is inconclusive. As one leading scholar
observes, “None of the existing theories seems to do very well in explaining this important

change in trade policy since the end of World War II” (Milner 1999).



In this context, I identify the interplay between motivations of leaders and political
institutions and assess whether and why countries with certain political institutions are
more likely to commit to free trade agreements. I attempt to provide a solid theoretical
background and rigorous empirical research on how political leaders mediate their trade
preferences through political institutions and how these preferences are linked to a decision
to commit to free trade agreements. In doing so, this dissertation provides theoretical and
empirical contributions.

Most predominant theories of international political economy focus on international
constraints rather than domestic constraints. They assume that states are unitary and
rational actors. They leave domestic actors’ preferences unexplored. They also leave
significant factors such as domestic institutional constraints as ambiguous. Such theories
and models yield incomplete conclusions based on their assumptions. This dissertation
suggests that we need to examine more closely the process of government preference
manifestation by exploring how leaders and political institutions interact. This dynamic has
received little attention in the literature. By focusing on domestic political factors, the
following significant points will be demonstrated. First, domestic institutional constraints
deserve more attention in international political economy. Domestic constraints and
international constraints are intertwined. By underestimating one of those factors, we
develop a misleading understanding of the link between domestic politics and international
trade. This is important not only for the field, but because its findings have significant
practical implications for policymakers. This dissertation also performs a comprehensive
empirical test of the domestic institutional argument. The statistical part of the work

features a systematic dyadic test of institutional theories on the growth of PTAs in the



international political economy. Accordingly, it aims to provide a valid generalization of

domestic institutional theories related to international trade policy.

1.6. Outline of the Dissertation

The dissertation proceeds as follows. Chapter 2 asks why we need to evaluate the
expansion of PTAs and the widespread liberalization of trade policies that has taken place
since the early 1980s. Chapter 3 reviews current theories on the recent change of trade
policy. This chapter analyses existing theories and explains their weaknesses. Chapter 4
provides a detailed explanation of domestic institutional theory, by highlighting the link
between domestic institutions and variations in terms of trade policy. It deduces key
propositions on the effect of domestic institutions to the expansion of international trade
agreements. Chapter 5 discusses the rationale for key hypotheses of this dissertation and
the research design of its empirical tests. Chapter 6 presents the methodology and
empirical tests of the hypotheses. Chapter 7 concludes the dissertation. It evaluates how the
models resolve the puzzle of the dissertation. It then discusses some weaknesses of the
dissertation. It also elaborates on some implications of the dissertation for our
understanding of the interplay between domestic institutions and preference formation in
international trade policy outcomes and for theories of international relations more

generally.



Chapter 2. Why Preferential Trade Agreements?
Preferential Trade Agreements (PTAs)'? have become increasingly prevalent during the
past 50 years.'® In the period 1948-1994, the GATT received 124 notifications of
Preferential Trade Agreements. Since the creation of the WTO in 1995, over 100 additional
arrangements covering trade in goods or services have been notified. As of March 2002,
250 PTAs had been notified to the GATT/WTO, of which 168 are currently in force."*
Compared to previous decades, the 1990s saw PTAs proliferate at an unprecedented rate.
The purpose of this chapter is to ask why we need to evaluate the expansion of PTAs
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