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Summary of the

o Key stylized fact: virtually all firms that engage in lobbying are large exporting firms that
support FTAs, at least if we focus on:

o Lobbying activities/expenditures (not political contributions)
o Lobbying by firms, not by groups/associations
e FTA ratification in US Congress

@ A model that is consistent with the above stylized fact:

o Heterogeneous-firms oligopoly —> bigger firms (exporters) love free trade, smaller firms
(import-competing) hate it

e Under some conditions, exporters’ profits are supermodular in productivity and market access —>

bigger exporters gain more from FTAs

Political structure: contest-success function a’' la Tullock (1980) with uncertainty about policy

maker's bias

e Under a further parameter restriction, import-competing firms and smaller exporters do not lobby,
while “superstar” exporters lobby for FTAs

@ The model yields additional predictions on the intensive margin of lobbying (e.g., firms spend
more in support of FTAs when policy makers are more biased against FTAs)

o Go back to the data and test these additional predictions
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What's cool about this paper

@ The key stylized fact is really cool, because it's really surprising: The Mystery of the Missing
Lobbying for Protection

o Contributes to our knowledge about firm-level lobbying, an important but under-studied topic

o Not obvious how to explain the empirical findings. Standard models of quid-pro-quo lobbying
a' la Grossman-Helpman do not seem very suitable here.
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Probing the Stylized Fact a Bit More

@ Is there any lobbying by associations of import-competing firms? Perhaps import-competing
firms lobby through associations more than individually
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Probing the Stylized Fact a Bit More

@ Is there any lobbying by associations of import-competing firms? Perhaps import-competing
firms lobby through associations more than individually

o Even though contributions are smaller than lobbying expenditures, they might still matter:
o Perhaps contributions are important for associations of import-competing firms, in which case you
might be understating the importance of lobbying by these groups.
o According to the Lobbying Disclosure Act, only the activities of formal lobbyists (in-house
lobbysts or lobbying firms) need to be reported. A firm owner who personally lobbies a
congressman does not have to file a report

o If this is more likely to happen for smaller firms, you may have a selection bias
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More on the Stylized Fact

@ A growing body of evidence that firms who lobby about trade bills mostly support trade
liberalization. This includes:
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More on the Stylized Fact

@ A growing body of evidence that firms who lobby about trade bills mostly support trade
liberalization. This includes:

o Kim (2017): text analysis of lobbying reports related to any trade bills
o Ludema, Mayda and Mishra (2018): lobbying reports for tariff-suspension bills

@ Do these findings necessarily imply that there is little lobbying for trade protection?

o Trade bills (e.g. FTA bills, tariff-suspension bills) have to be approved by Congress, but
unilateral tariff changes can easily be imposed by the executive — see Trump's actions on
steel, China tariffs etc.

o The Mystery of the Missing Lobbying for Protection is about trade bills, not executive trade policy
actions.

e An import-competing lobby (e.g. steel) may find it more effective to lobby for unilateral tariff
increases (e.g. invoking safeguard clauses) rather than against ratification of FTAs.
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Comments on the Theory

@ At the core of the model is the contest-success function. But not clear how to interpret this
black box. How exactly do lobbying expenditures influence the choice of a politician?
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If it's quid-pro-quo lobbying that you want to model, you need to make a stronger case for not using the
canonical micro-founded approach, where lobbies and government engage in bargaining or in a common-agency
game (e.g. Grossman-Helpman)

o Empirically it's hard to view lobbying expenditures as currency to buy policy favors. Prototypical
lobbying expenditures are salaries/retainers for lobbyists —> more suggestive of access keys and
information transmission than quid-pro-quo.

Giovanni Maggi NBER, FGV) Comments on "Globalization For S



Comments on the Theory

@ At the core of the model is the contest-success function. But not clear how to interpret this
black box. How exactly do lobbying expenditures influence the choice of a politician?

o Quid-pro-quo lobbying?
o Informational lobbying? (e.g. lobbying expenditures as costly signal, as in Ludema et al. 2018)
o Lobbying expenditures as a way to obtain access to politicians?

@ "Globalization For Sale" suggests quid-pro-quo lobbying, but | find this unconvincing, for
theoretical and empirical reasons:

o As a way to model quid-pro-quo lobbying, the contest-function approach has limitations:

@ It models only the "buyers" (lobbies) as rational actors, not the "seller" (politician). It's a black box that turns
lobbying expenditures into a (probabilistic) policy response

Since the model does not specify politicians' payoff functions nor the nature of lobbying expenditures
(lump-sum transfers? wasteful expenditures?), it cannot speak to efficiency/welfare, e.g., does lobbying
generate inefficiencies, and of what kind?

If it's quid-pro-quo lobbying that you want to model, you need to make a stronger case for not using the
canonical micro-founded approach, where lobbies and government engage in bargaining or in a common-agency
game (e.g. Grossman-Helpman)

o Empirically it's hard to view lobbying expenditures as currency to buy policy favors. Prototypical
lobbying expenditures are salaries/retainers for lobbyists —> more suggestive of access keys and
information transmission than quid-pro-quo.

o This leads me to three suggestions: (1) Maybe change the title? (2) Be more explicit about
the exact nature of lobbying you have in mind. (3) Think more about possible
micro-foundations of the contest-success function.
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Comments on the Theory

o To capture the notions of “politically organized firms" and “selection into lobbying,” it
would be more natural to have an ex-ante stage where firms can enter the political market,
with a fixed cost of getting politically organized
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o To capture the notions of “politically organized firms" and “selection into lobbying,” it
would be more natural to have an ex-ante stage where firms can enter the political market,
with a fixed cost of getting politically organized

o In your model, the decision not to lobby is just a corner solution (cost of first dollar spent > its
benefit). Hard to interpret this as being “politically un-organized”

o Implication: if model parameters are subject to shocks, there is no persistence to a firm's “political
organization” status. Doesn't seem very realistic.

o You admittedly don't have fixed costs to avoid multiple equilibria —> not a super compelling
justification.

o What would your theory predict for lobbying on unilateral tariff changes, rather than FTAs?
Can you take such predictions to the data?

o Perhaps relate to the “tariff formation function” approach of Findlay and Wellisz (1982) —
the first application of the contest-success function approach to trade policy. They focus on
unilateral tariffs in a Heckscher-Ohlin world.

o See also Helpman (1995), who re-casts the Findlay-Wellisz model in a specific-factor world.
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Comments on the Theory

@ Alternative reasons why big firms like free trade: they engage more in vertical FDI and are
bigger importers of intermediate inputs. That is, they are more involved in Global Supply
Chains.

o You mention this story as an additional reason why firms’ profits may be supermodular in

productivity and market access. Is it possible to distinguish empirically between this story and the
one highlighted by your model?

@ The model has only two countries and hence does not capture the regional nature of FTAs,
trade diversion/creation effects etc. Can you reassure us about the robustness of your results
to these effects?

@ Your theory is consistent with the stylized facts only under some conditions, which may fail
to hold in some environments. There is a bit of tension between this theoretical ambiguity
and the un-ambiguity of your empirical findings.
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A Final Thought

o This paper (together with those by Kim, Osgood etc.) challenges the traditional wisdom
that import-competing interests are politically more powerful than exporting interests.

@ Where does that wisdom come from?

e Also in models of industry-level lobbying based on a specific-factor structure (e.g.
Grossman-Helpman), exporting industries tend to be bigger, so they have more to gain from free
trade than import-competing industries have to lose.

o However there are Olsonian reasons to expect that import-competing industries are more likely to get
politically organized than exporting industries (e.g. the latter tend to be expanding industries, where
the free-rider problem is more severe).

@ Olsonian considerations do not apply to firm-level lobbying, so a possible overarching
hypothesis is that firm-level lobbying is dominated by exporting firms, while industry-level
lobbying is dominated by import-competing industries —> testable prediction?
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Conclusion

o Very thought-provoking paper!

o Likely to stimulate further research on firm-level lobbying on trade policy
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