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Compensating the Losers: An Examination of Congpes$Votes on Trade Adjustment

Assistancé

Stephanie J. Rickard

London School of Economics

Globalization intensifies political conflict betweeitizens whose circumstances improve from

foreign trade and those whose lives deteriorate r@sult of trade. To pacify these rival interests,
governments may assist citizens that become ungegbldue to trade. When and under what
conditions will legislators fund such assistancegpams? The current study addresses this
guestion by examining Congressional roll call vatethe United States during a period of rapid

economic integration (1980-2004). The analysis abvéhat pro-trade legislators who represent
relatively more exporters are more likely to vote increased spending on Trade Adjustment
Assistance (TAA) programs. Exporters and their teldaepresentative arguably support such

expenditures to reduce opposition to freer tradekanaden the pro-trade coalition.

1 Address correspondence to Stephanie Rickard, LoBdhool of Economics, Department of
Government, London, UK, WC2A 2AE. Emai:Rickard@I|se.ac.ulReplication data can be
found atinternational InteractionsDataverse at
http://dvn.ig.harvard.edu/dvn/dv/internationalitetions. Please direct all questions regarding
replication to the author at S.Rickard@lIse.ac.utark you to the reviewers for their invaluable
contributions to this paper and to the many gereomlieagues who have read and commented
on this paper, especially Todd Allee, Rob FranzeskJeff Lazarus. This research has been
supported by the Norwegian Research Council (Frifaoject no. 222442).
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Globalization engenders political conflict. Somé&zeins benefit from integrated global
markets. Yet, others see their circumstances dettei as a result of foreign trade. Democratically
elected governments thus find themselves in acditfposition. On one hand, elected leaders face
pressures to liberalize trade to appease citizéms stand to gain from it. On the other hand,
leaders face protectionist demands from citizeasdtand to lose from liberalization. Given these
competing pressures, what options are availabdeneocratic governments?

In theory, governments can pacify these conflictinigrests. Winners from trade can
afford to compensate the losers and still be betifethan they would be in a closed economy,
according to canonical models of international éca@overnments could tax citizens that gain
from trade and use these revenues to compensaenesifor trade-induced losses. Survey research
demonstrates that such compensation schemes cacergdlividuals’ opposition to free trade.
Yet, an important question remains unanswered: vemehunder what conditions do legislators
provide trade-related compensation? This questiotivates the current study.

Legislative activity in the United States, one bé tworld’s largest trading nations, is
examined during a period of rapid economic integra(1980-2004). Roll call votes are used to
identify legislators who support both trade liberalion and spending on programs that assist
citizens who become unemployed as a result of trAdalyses of roll call votes show that pro-
trade legislators are more likely to support spegdin Trade Adjustment Assistance programs
when a larger proportion of their constituents aworters. Exporters and their elected
representative arguably support such expenditaras attempt to reduce opposition to free trade
and broaden the pro-trade coalition.

This finding points to the importance of a policynlle, described by Senator Coleman

(R-Minnesota) as, “the expansion of trade while tingethe needs of those workers who are



negatively impacted(lUS Congress 3 May 2004, S4756). This policy buniégiuently referred

to as either embedded liberalism or the compenshiipothesis, was initially described by Ruggie
(1982). He argued that the move towards free tfalitewing World War 1l was facilitated by a
change in government policy that provided compeémsavia increased government spending, to
those harmed by trade. Ruggie’s insight launchedvaresearch agenda — one that subsequently
inspired a vast number of studies of the empinedtionship between international trade and
governmental spendirg.

The current study differs from the myriad previgisdies in three important ways. First,
early studies examine the effects of trade on aggesgovernment expenditures. Studies that find
a positive correlation between trade and total dmeninterpret this as evidence that governments
invest more resources in compensating citizensréale-induced losses following an increase in
trade. Yet, most government spending has litti@nifthing, to do with trade-related compensation.
Even social welfare spending, for example, assisiay vulnerable citizens, not just those for
whom trade has a negative impact (Burgoon 200l1)usThhe inferences drawn about
governments’ trade-induced motives are difficult sabstantiate using general spending
measures.In contrast, the current study focuses on a spgngliogram specifically designed to

compensate citizens for trade-induced losses, ryaimatle Adjustment Assistance.

2 For a review of this literature, see Hays (2009).

31t is possible, of course, that general spendiogmams might have disproportionately larger
impacts in areas that are adversely affected ltshiocks. Evidence of this could be recovered
by statistical means. An insightful reviewer pothtaut this possibility, which suggests a

potentially fruitful strategy for future research.



The United States’ Trade Adjustment Assistance (T Afogram was established in the
Trade Act of 1974. TAA programs provide assistanogorkers who lose their jobs or experience
a reduction in their working hours or wages dumtoeased imports. Workers may be eligible for
cash benefits, job training, health care tax cseddb search assistance, relocation allowances,
income support, and other reemployment servicesigiir TAA programs. Wage insurance is also
provided under certain circumstanéeBrade Adjustment Assistance provides preciselytype
of assistance envisaged by embedded liberalistargets help directly to those citizens made
worse off by trade. The current study thus offersgprovement over earlier studies by examining
spending on TAA programs rather than aggregatergaovent spending or general budget items.

Second, many previous studies assume that traglaliibation is exogenously determined
and take, as given, countries’ exposure to foraigte® However, governments purposefully act
to set tariff rates, decide to join internationade agreements (or not), impose regulations and
enact other policies that act as non-tariff basrtertrade. In some countries, these policy deussio
are made by the legislature. In the United Stébegxample, legislators vote on bills that inceeas

or decrease the exposure of the national economyrpetition from foreign goods and services.

4 Although the primary focus of TAA programs is damed workers, the program also includes

some provisions for aiding firms and communitieenied by trade (Baicker and Rehavi, 2004).

For example, the Department of Commerce establi$Bedgional TAA Centers in 1978 to help

firms with the TAA petitions and to help them deMgbusiness plans for dealing with increased
international competition. Firms whose businessaplaere approved were eligible for matching
funds of up to $75,000.

5 See Adsera and Boix (2002) for an excellent disiomsof this point.



Using roll call votes, the current study examindgewand under what conditions legislators who
vote to liberalize trade policy also support tradiated compensation. In this way, the current
study takes a step towards “endogenizing” tradey.ol

Third, more recent studies of trade and spending te analyze individual-level survey
data (for example, Hays, Ehrlich and Peinhardt 208@&rgalit 2012 While instructive,
individual-level studies can only provide indirestidence of the propensity of governments and
parliaments to compensate citizens for the costsadé. Furthermore, individual citizens need
not realize the importance of TAA programs for nwaiiming support for free trade in order for
the embedded liberalism thesis to hold (Ehrlich®O0Legislators may bundle together
liberalization and compensation as a rational respdo the competing demands they face. In
fact, the embedded liberalism thesis was originatiyceived of as a supply side story.
Governments were thought to have recognized theriapce of combining liberalization with
compensation following the collapse of the golahdtad and the interwar global economy
(Ruggie 1982). The current study provides one effitist direct tests of the supply side of the

embedded liberalism thesis by investigating pragriegislators’ votes on TAA funding.

6 Margalit (2011) investigates individual-level vagi behavior.

"In a related study, Brian Burgoon (2012) investgaarties’ manifestos for evidence of
support for trade-related compensation. In this,vidayrgoon also moves away from individual-
level studies towards an investigation of the sygple of compensation programs, as in the

current study.



EXPLAINING TAA VOTES

At times, legislators have the opportunity to decivhether or not to increase spending on
Trade Adjustment Assistance programs. TAA progranesspecifically designed to help workers
that become unemployed as a result of foreign tr&d@st majority (70%) of legislators that vote
against trade liberalization also vote to incresgmnding on TAA programs. These legislators seek
to protect their constituents by voting againsetdization. As a second line of defense, they also
vote to fund TAA programs that will help workers evhecome unemployed due to trade. This
pattern is not surprising. However, the patterrsgbport for TAA funding amongst pro-trade
legislators is puzzling.

Legislators that vote to liberalize trade barriare evenly split over TAA funding
increases; 50 percent of “pro-trade” legislatorsevim increase TAA funding while 50 percent
vote against TAA funding increases. Which pro-trtgslators support increased TAA funding
and why? This question is the central motivatiantfi@ current stud$.

The “compensation hypothesis”, which derives frdra togic of embedded liberalism,
posits that governments increase spending to dfigetosts of trade liberalization. Governments

are believed to increase expenditures to avertlddsh against freer trade. This logic implies that

8 The focus on pro-trade legislators is also jueie theoretically. Canonical models of trade
illustrate that the winners from trade can compgosdhe losers from trade and still be better

off from freer trade. This prediction suggests ihé&t precisely the pro-trade constituents and
their representatives that should support TAA spendilso, from a policy standpoint, it is the
pro-trade senators who matter for getting TAA fungdincreases passed as there many more pro-

trade senators than anti-trade ones.



legislators representing more trade winners will rbere likely to vote for TAA spending.
Arguably, such legislators support TAA funding mattempt to minimize opposition to free trade,
not only in their own districts, but also more litha Legislators who place the highest value on
broadening the pro-trade coalition are most likelyote for TAA funding increases. For example,
Senator Baucus (D-Montana), when speaking in fafancreased TAA funding, said trade-
related compensation “can make an important difflegein public attitudes. Surveys show that
most American feel a lot more comfortable with glbiation, off-shoring and trade when they
know they will get help if their jobs are threatdh€JS Congress 29 April 2004:4680). Similarly,
Senator Grassley (R-lowa) acknowledged public stgpofree trade as a key reason to vote for
TAA funding. Speaking in favor of extending trad#ated compensation to farmers in the 2002
Trade Adjustment Assistance Reform Act, Grassley, sham very concerned that if we lose
(farm) support for free trade it will be very hdadt us to win Congressional support for new trade
deals when they are concluded” (US Congress 3 Nb@:2757). In short, pro-trade legislators
support trade-related compensation programs, ssiChA&, in order to broaden the pro-trade
coalition and minimize opposition to current antufe liberalization.

TAA programs can help make trade liberalizationitpallly viable. The promise of
increased spending on trade-related compensatioinesktthe passage of the North American Free

Trade Agreement (NAFTA) (Baicker and Rehavi 2004)creased spending on trade-related

9 Congress agreed to fund a program called NAFTAdition Adjustment Assistance (NAFTA
TAA) in an attempt to secure the number of vote=dee to pass NAFTA. This aim of NAFTA

TAA was to provide financial assistance to worlkgisplaced by trade with Canada and/or



compensation also helped to secure the votes neededew fast track authority for the Bush
administration in 2002 (Baicker and Rehavi 20808enator Nickles (R-Oklahoma) stated that the
amendment promising increased spending on tradéetetompensation programs was “added to
the fast-track promotion bill to encourage peopledte for it” (US Congress 4 May 2004:4817).

This anecdotal evidence suggests that the legislatho place the greatest value on
broadening the pro-trade coalition are precisebsé¢hlegislators most likely to vote for TAA
funding increases. Legislators’ roll call votes armalyzed in the following section to investigate
this possibility.

SAMPLE AND DEPENDENT VARIABLE

The universe of clean Senate votes on TAA fundéndentified for the period from 1980
to 2004. Five clean, competitive roll call votes fumding for Trade Adjustment Assistance
occurred during this period.These votes are “clean” in the sense that a woterfagainst captures
a legislator’'s position on increasing funding foAA programs (Broz 2008; Broz and Hawes

2006). To ensure that a vote reflects only a latsls inclination toward trade-related

Mexico. It also promised assistance to workersldega by plant relocations to Mexico (Baicker
and Rehavi, 2004).

10 Fast track negotiating authority allows the Prestdf the United States to negotiate trade
agreements that Congress can then only approvisapmove (that is, they cannot amend or
filibuster).

11 Competitive votes are defined as votes for whideast 10 percent of the votes are in

opposition to the majority.



compensation spending, votes containing issues titha TAA funding are excluded.Table 1
details each of the five TAA votes.

Clean, competitive votes on trade policy that oécuhe same or consecutive Congress as
the TAA votes are then identified. This strategguees that the same legislators, representing the
same constituents, vote on both trade policy and §pending. Following Milner and Tingley
(2011), procedural votes and ‘sense of Congredssvare excluded and thus only those votes that
had clear consequences for US trade policy are ieegirNoncompetitive votes are also excluded
from the sample. Using these criteria, four cleaue policy votes occurring in the same or
consecutive Congress as the TAA votes are idedtifl@ble 2 provides detailed information
regarding the trade policy votes.

Table 3 reports the four vote pairs analyzed inctireent study. Votes on trade policy are
used to identify the sample of pro-free trade sasatvVotes on TAA funding are then used to
identify which pro-trade senators vote to increB&@ spending!® Vote-pairs are pooled together

to provide a reasonable sample size.

12 TAA funding is often included in large omnibus sding bills, which makes it difficult to
isolate legislator positions’ on TAA funding. Itfier this reason that so few clean TAA funding
votes exist during the period under investigation.

13 Although the paired votes occurred in the samepasecutive congresses, none were
explicitly bundled together in the legislative pess and some votes occurred further apart than
others. The exact dates of each vote are repart€dhbles 1 and 2. This selection criteria sets up
a difficult test of the potential connection betwdiberalization and compensation. If the votes

were explicitly bundled or occurred very close tibge, then vote-trading would be likely. Pro-



MEASURING CONSTITUENTS ECONOMIC INTERESTS

Two well-established theories are used to idertifigens’ economic interests. The first,
the Stolper-Samuelson theorem (1941), demonstiiad¢drade increases real returns for owners
of the factor of production with which the counsygconomy is relatively abundantly endowéd.
In contrast, trade reduces real returns for owagétke scarce factor of production. In the United
States, high-skilled labor is relatively abundaatinlg the period under investigation and thus
high-skilled workers are expected to win from trade

Census data on citizens’ occupations are used timags the number of high-skilled
workers in a state. Some occupations are charaeteby high skill, including, for example,,
executive, managerial, administrative and profesdi@ccupations (Bailey 2001; Milner and
Tingley 2011). The percentage of a state’s poputadmployed in these occupations is thus used
to construct the first measure of factor-basedetnauhners §kill). A second proxy for the number
of factor-based trade winners is the percentagestéte’s population with four or more years of
college educationHducatior). Both variables, frequently used in previous msgdestimate the

number of highly skilled workers in a given US stdbr example, Bailey 2001; Broz 2008; Katz

trade legislators may, for example, promise to Yotérade-related compensation in order to
secure the votes needed to pass trade liberalizatiee interesting question is whether such log-
rolls occur when liberalization and compensatianrast explicitly bundled together and/or when
these votes occur months (or even years) apasthker words, the research design sets up a
difficult test of the proposed hypothesis.

14 1n this model, perfect mobility of factors is assd. This assures that trade affects owners of

a given factor in the same way no matter where #neyemployed in the economy.
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and Murphy 1992). Since the variabkill andEducationare alternative measures for the same
concept (that is, factor-based economic interetey do not enter the estimated models
simultaneously.

The Ricardo-Viner model demonstrates that the irecafiects of trade are industry-
specific when factors are immobile between indastwithin an economy (Hiscox 2002; Jones
19711 Factors employed in export industries receiveah irerease in returns due to trade and
therefore support trade liberalization. In contrésttors employed in import-competing industries
lose from trade in real terms.

The relative number of industry-based trade winmeis given US state is calculated by
the percentage of a state’s population employetetrexport industriesEkporterg. Net export
industries are defined as two-digit SIC manufaamiisectors where the ratio of revenues from

exports to total industry revenue is greater thanratio of imports to consumptidh A similar

15 A large literature focuses on which of these medeist predict the distributive effects of
trade. See Hiscox (2002) for an outline of thisateb

16 These ratios are provided by Campa and Goldb&@9(ifor three time periods: 1975, 1985,
1995. Following Broz (2008), the sample closestdoh vote is used to assemble the data. In
1975, net export industries were Tobacco 21, Tex@?2, Lumber 24, Printing 27, Chemicals 28,
Fabricated metals 34, Industrial machinery 35, tab&ec equipment 36, Transportation
equipment 37, and Instruments 38. In 1985, net gxpdustries were Tobacco 21, Chemicals
28, Industrial machinery 35, and Instruments 38.985, net export industries were Food 20,
Tobacco 21, Printing 27, Chemicals 28, and Instntm88. The source for industry employment

is the County Business Patterns, Bureau of the ens
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calculation identifies the percentage of a stapgpulation employed in net import industries
(Importers) According to the Ricardo-Viner model, the varalvhporterscaptures the number
of citizens incurring losses from trade in a gistate Exportersandimportersmeasure different
concepts of interest and can therefore be entémadtaneously into the estimated models, as is
increasingly standard practice (see, for exampejram and McKeown 2003).

Previous studies of trade legislation demonstrétat despite the relatively low level of
party discipline in the United States, a legislatgarty affiliation is a robust predictor of their
votes on trade policy (Hiscox 2002; Ladewig 20049).estimated models therefore include the
variableParty, which is coded, 1 for Democrats and 0 for Repubbca

RESULTS

Table 4 reports the coefficient estimates for loggression models where the dependent
variable equals 1 if a pro-trade senator voteatosiase funding for TAA programs and O if they
voted against TAA spending increases. Pro-tradateesnare more likely to vote for increased
TAA funding when they represent relatively more entprs. On average, an increase in the
variable Exporters of one standard deviation over its mean value spoerds with a five
percentage point increase in the probability thar@&trade senator votes for increased TAA
funding. In short, more exporters equal greatepstipfor TAA funding. Yet, exporters do not
directly benefit from TAA programs. They are unlikéo become unemployed because of trade
and therefore do not qualify for assistance unter TAA criteria. Instead, exporters benefit
indirectly from TAA spending. Exporters and theeaed representative arguably support TAA
spending to reduce opposition to free trade.

The industry-based measure of trade winners (#)agxporters) is a better predictor of

TAA votes than factor-based measures of trade winriehe estimated coefficients f8kill and

12



Education are consistently insignificant. Senators represgntielatively more factor-based
winners (that is, more highly-educated/highly-gdlivoters) are no more likely to vote for TAA
spending. These findings speak to the debate owehwnodel of trade best describes the politics
surrounding modern-day trade legislation: Stopkem8elson or Ricardo-Viner (for example,
Destler 1995; Fordham and McKeown 2003; Hiscox 2Q@®vi 1964). The evidence reported
here comes down squarely on the side of the Riedder model. Industry-based interests are a
better predictor of TAA votes than factor-baseciiests. Industry-based models of trade may
perform better in recent decades due to increadgdtanent costs and factor specificity, as
hypothesized by Hiscox (2002).

The null findings for the variableSkill and Educationare also consistent with research
that finds highly-educated citizens support traberhlization for reasons other than economic
self-interest. Hainmueller and Hiscox (2006) argli@t college educated voters support trade
openness because of their exposure to econome abeait the overall efficiency gains from trade.
Although economic literacy may lead to increasegpsut for trade, it may not generate similar
support for trade-related compensation. Votersshpport trade openness for ideational reasons
may be unwilling to support TAA spending. If citie® support for trade openness is not motivated
by economic self-interest, they have few incenttegsay for trade-related compensation. In other
words, voters who support trade openness for idealtireasons may not be willing to “back up”

their ideals financially, which may explain why pirade senators from states with relatively more

13



college educated voters are no more likely to Ymténcreased TAA spendind.In contrast, pro-
trade senators from states with relatively moreigtiy-specific trade winners (that is, exporters)
are significantly more likely to vote for TAA funadlj increases.

Pro-trade senators who represent relatively modesity-based trade losers (that is,
importers) are less likely to vote for TAA fundimgcreases. Why would senators vote against
trade-related compensation when some of their taests could benefit from TAA prograni§?
One possible explanation is that large numbersxpbrers are needed to generate sufficient
demand for free trade in order to motivate senatoiisnd TAA programs. In other words, senators
who place the highest value on broadening the qaietcoalition are the ones most likely to vote

for TAA funding!® A senator attaches more value to strengtheningrhdrade coalition when

17 This suggestion is, of course, purely speculaivhis point. Future studies could investigate
its” empirical validity by explicitly examining theffects of university education on attitudes
towards TAA spending.

18 Recall that the sample includes only senators wated for trade liberalization. Senators
representing states dominated by trade losersrdifeely to be in the sample because they voted
against trade liberalization in the first place.

19 An alternative explanation lies in the potentiaportance of non-traded good producers. The
empirical models explicitly measure employmentxpating and import-competing industries,
but employment in non-tradable industries is omyplicit. Controlling for exporting activity,
relatively more import-competing activity implieslatively less non-trade goods production.

Non-traded goods producers and employees by defirfiave little interest in trade policy and,

14



their state is dominated by exporting industriesné®ors representing fewer exporters have
relatively less interest in the pro-trade coalitemd thus may be less willing to support TAA
funding.

Party is a robust predictor of TAA votes. Democrats more likely to vote for TAA
funding, as compared to Republicans, holding ak equal. This result is consistent with other
studies of roll call voting on both distributiveesgling programs and trade policy (for example,
Garrett 1998; Hiscox 2002; Ladewig 2006). Interegti, however, the results reported here
suggest that even Republicans, who often opposedspe increases, are willing to support
increased TAA funding when a substantial portiothair constituents stand to gain from trade.
As Senator Wilson, a Republican from California enatkar on the floor of the chamber:

“...the high cost of protectionism is inevitably ttesult of efforts to protect jobs in selected

industries. It is an effort | well understand anthvwhich | have sympathy. That is why...1

supported the Trade Adjustment Assistance Acsipiibvisions to assist those who suffer
hardship because the industry of which they arember and in which they are employed

ceases to be competitive” (US Congress 16 July B2 0).

Similarly, Senator Chafee, a Republican from Rhistind, said:

“...I understand that the footwear industry has sefleemployment losses, and any

significant employment loss to a U.S. industry isaaise of concern to every one of us.

That is why we have done something about it. Wegeized that in the highly competitive

world there are some areas that we are going @bleto compete in successfully and

in fact, have a consumer’s interest in favour afl& liberalization. Thank you to an insightful

reviewer for pointing out this possibility.
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some areas less successfully. So we have set sp shéety nets, if you would, the Trade

Adjustment Assistance Program......to help individwalho have lost their jobs because of

foreign competition” (US Congress 16 July 1990:9799
In sum, even Republicans are willing to vote focreased spending when it is designed to
compensate citizens for their trade-induced losselsa large number of their constituents stand
to gain from freer trade.

CONCLUSION

The current study presents evidence that goverrsypmposefully increase expenditures
to off-set the costs of international trade. Wigtevzernments in countries with open economies
are widely believed to spend more, few studies aligtuiexamine governments’ purposeful
spending decisions. In contrast, the current sexdymines paired roll call votes on trade policy
and spending on Trade Adjustment Assistance (TAAhe United States during the period from
1980 to 2004. The results show that pro-trade liztgiss are more likely to support increased TAA
funding when a larger proportion of their constitisestand to gain from trade. Specifically, pro-
trade legislators representing relatively more etgue are more likely to vote for increased TAA
spending, even though exporters themselves doamafiv directly from TAA programs. Instead,
exporters and their elected representatives argusalpiport such spending increases to minimize
domestic opposition to free trade.

This finding suggests that the concurrent upwarehds in trade openness and
governmental spending may be causally related. global rush to free trade has been
accompanied by a corresponding increase in governmsigending, especially in developed

countries (Kono 2011; Rickard 2012; Rodrik 1998)evious studies argue that these two
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concurrent trends are causally relatéddowever, the current study is the first to examine
legislators’ contemporaneous decisions on traderges and government spending. Pro-trade
legislators vote to increase spending on TAA progravhen they represent a large number of
industry-specific trade winners. This finding sugigethat a causal relationship may, in fact, exist
between trade and government spending. Additicaies of the supply side of trade-induced

spending increases are needed. Yet, this study t@kemportant first step in moving beyond

simple correlations between trade flows and spenliéivels by focusing instead on governments’

decisions regarding trade policy and trade-relatedpensation spending.

20 A notable exception is Iversen and Cusack (2000).
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