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Abstract: There is evidence that some countries negotiate trade agreements
during economic downturns. Why would a leader do this? We argue that political
leaders can gain from such agreements because of the signals they send to their
public. The public are less likely to blame leaders for adverse economic
conditions when they have implemented sound economic policies, such as signing
agreements designed to liberalize trade and prevent a slide into protectionism. In
hard economic times, leaders – especially those in democratic environments – may
find that trade agreements are a useful way to reassure the public. Since
majorities in many countries around the world view trade favorably, leaders may
see agreements that prevent them from adopting protectionism as a way to
maintain support. We evaluate this argument by analyzing preferential trade
agreements (PTAs) formed since 1962. We find that, on average, democratic
countries are more likely to form PTAs during hard economic times. We also find
that democratic leaders who sign PTAs during downturns enjoy a longer tenure
than their counterparts who do not sign such agreements.

1. Introduction

The received wisdom is that economic downturns prompt countries to raise trade
barriers (Conybeare, 1983; Cassing et al., 1986; Bohara and Kaempfer, 1991;
Bagwell and Staiger, 2003; Davis and Pelc, 2017). Recently, various studies have
challenged this claim by pointing out that the financial crisis and recession of
2008–2009 generated little protectionism. Crucial to averting protectionism
during this episode was that the G20 leaders pledged to resist the temptation to

* Email: emansfie@sas.upenn.edu
Earlier versions of this article were presented at the 2015 annual meeting of the American Political

Science Association and at conferences held at Georgetown University, McGill University, Princeton
University, and Stanford University. For helpful comments and suggestions, we are grateful to participants
in these events, two anonymous reviewers, and to Mark Brawley, Marc Busch, Christina Davis, Dorothy
Kronick, Marc Meredith, Lauren Peritz, Michael Tomz, and L. Alan Winters. For research assistance, we
are grateful to Dominic De Sapio, Raymond Hicks, and Rumi Morishima.

World Trade Review (2018), 17: 3, 371–403
© Edward D. Mansfield And Helen V. Milner doi:10.1017/S1474745617000428 First published online 22 September 2017

371

https://www.cambridge.org/core/terms. https://doi.org/10.1017/S1474745617000428
Downloaded from https://www.cambridge.org/core. Princeton Univ, on 31 Jul 2018 at 13:59:29, subject to the Cambridge Core terms of use, available at

mailto:emansfie@sas.upenn.edu
https://www.cambridge.org/core/terms
https://doi.org/10.1017/S1474745617000428
https://www.cambridge.org/core


raise trade barriers (Organisation for Co-operation and Development, 2010;
Vandenbussche and Viegelahn, 2011; Kee et al., 2013; Gawande et al., 2015).1

Not only did G20 countries forestall a rise in protectionism, but the bulk of
these states formed international trade agreements during this period.2

The latter development reflects a tendency for leaders of democratic countries to
establish trade agreements during hard economic times. We argue that some demo-
cratic leaders enter trade agreements because they yield political as well as eco-
nomic benefits. Such agreements can help heads of state in countries with
competitive political systems retain office during economic downturns. In democ-
racies, leaders are concerned that the public will hold them responsible for the
downturn and vote them out of office. Policies designed to liberalize and
promote the flow of trade can signal to voters that the downturn was not the
product of rent-seeking or incompetence, but instead was due to circumstances
beyond the leader’s control. Since trade agreements bind the hands of political
leaders, they have a harder time acquiescing to protectionist pressures. Such agree-
ments create credible commitments by the leader to avoid rent-seeking behavior.

We test this argument by analyzing the formation of preferential trade agree-
ments (PTAs), which are a broad class of international institutions that include
common markets, customs unions (CUs), free trade areas (FTAs), and economic
unions. These agreements have marked the global landscape for centuries, but
have proliferated rapidly over the past half-century. PTAs are designed to
foster economic integration among member-states by improving and stabilizing
the access that each member has to the other participants’ markets (Freund and
Ornelas, 2010). Consistent with our argument, we find that democracies experi-
encing hard times are particularly likely to form PTAs. Since World War II,
democratic countries have a greater tendency to establish these agreements
than non-democratic countries, and have been most likely to enter PTAs
during downturns in the business cycle. We also find that, as our argument sug-
gests, leaders in democracies who sign PTAs during hard times tend to enjoy a
longer tenure in office than those who eschew PTAs. Our results challenge the
conventional wisdom that economic downturns necessarily lead to greater pro-
tectionism. Instead, hard times prompt democratic leaders to reassure society
about their competence, and forming agreements that oppose protectionism is
one way of achieving this end.

1 See ‘Statement From G-20 Summit’, The New York Times, 15 November 2008, http://www.nytimes.
com/2008/11/16/washington/summit-text.html?pagewanted=all. (accessed 23 June 2017); and ‘Joint
Ministerial Press Statement’, Government of Canada, 15 December 2011, http://www.international.gc.
ca/trade-agreements-accords-commerciaux/agr-acc/wto-omc/pledge-engagement.aspx?view=d&lang=eng
(accessed 23 June 2017).

2 See ‘Regional Trade Agreements Information System (RTA-IS)’, World Trade Organization, http://
rtais.wto.org/UI/PublicMaintainRTAHome.aspx (accessed 23 June 2017).
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2. A theory of PTAs in hard times

PTAs influence the flow of trade and investment, but previous research has shown
that national leaders often conclude these agreements for political as well as eco-
nomic reasons (Mansfield and Milner, 2012; Baccini and Urpelainen, 2015).
Leaders entering a PTA realize domestic political benefits that are difficult to
obtain through unilateral trade policy measures alone. PTAs are a form of inter-
national cooperation since the participating countries mutually adjust their trade
barriers. These adjustments require agreement both among countries and among
actors within them. Thus, PTAs are costly to sign and signal the government’s pre-
ferences more clearly than unilateral measures. And since PTAs often include insti-
tutional mechanisms to monitor the actions of members, entering these agreements
creates especially credible commitments that are more costly to renege on than uni-
lateral policies.

A rational government will only form an agreement with other countries if the
expected benefits – both domestic and international – of doing so exceed the
costs of negotiating and ratifying the agreement. Trade agreements may generate
important economic and political benefits for both governments and the public.
It is widely recognized that PTAs can have important economic effects and that
leaders may be motivated to form these agreements by a desire to achieve economic
gains. However, trade agreements also have important domestic political effects
that have received less scholarly attention to date. They convey information to
the public and interest groups opposing heightened protectionism about the
nature and activities of leaders. They signal the public about leaders and bolster
the credibility of commitments by leaders to avoid rent seeking. Such information
can contribute to political support for leaders, helping them retain office.

Leaders may prefer different degrees of protection based on the weights that they
assign to the benefits of accruing rents compared to the benefits of improving social
welfare (Gawande et al., 2009). Promoting social welfare can yield political support
on the part of the public and free trade interest groups that lengthen a leader’s
tenure in office. The public and these groups, however, generally cannot be
certain of what balance between rents and social welfare a government truly
desires. They need reassurance about the motives and actions of the government.
The public also have heterogeneous preferences about trade policy: some indivi-
duals prefer extensive protection, whereas others prefer freer trade. We assume
that the median member of society, who commands the attention of leaders,
prefers some positive level of trade barriers; that is, s/he is not committed to a
purely free trade policy. However, since trade barriers create rents for certain inter-
est groups, office-holders may seek to raise barriers beyond the level preferred by
the median individual to extract these rents. The public, who do not gain and prob-
ably suffer welfare losses as a result of these rents, are unaware of the extent of gov-
ernment rent-seeking since they do not know their leaders’ exact trade preferences
or policies. Governments would like to limit the amount of protection they furnish
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since it harms the economy in the long run and potentially damages their reelection
prospects.

But governments may be tempted to provide protection to certain domestic
groups. Government rents from special interests rise with the level of protection.
Although leaders may not desire as much protection as key interest groups
demand, they may be tempted by the rents that accrue from furnishing protection.
Faced with special interests that demand protection, particularly when the
economy sours, leaders need to find ways to reassure the public that they are not
being captured by protectionist interests and that they are making sound foreign
economic policy. Increasing trade barriers may win leaders support from some
import-competing interests, but doing so can also antagonize pro-trade interest
groups as well as the public, which will be harmed if protectionism contributes
to a slump in economic growth. PTAs provide a mechanism for leaders to
manage such societal pressures by creating a visible commitment mechanism to
avoid rent seeking.

Other studies have advanced similar arguments about the role of trade agree-
ments in domestic politics (Maggi and Rodriguez-Clare, 1998, 2007; Staiger and
Tabellini, 1999; Mitra, 2002). Maggi and Rodriguez-Clare (1998), for example,
argue that governments may form trade agreements to provide credible commit-
ments vis-á-vis the public and interest groups. They show that governments face
a time inconsistency problem. Many interest groups demand protectionist trade
policy, especially during economic downturns. Although governments find it
difficult to resist these demands, protection causes investment distortions, which
harm them politically in the longer run by reducing efficiency and growth.
Governments then use trade agreements to make policy commitments that are cred-
ible and prevent interest groups from pressing for heightened trade barriers in the
future.

For leaders, concluding a trade agreement can help reassure the public that they
are making sound foreign economic policy and resisting protectionism. Leaders,
however, also worry about the domestic costs involved in ratifying agreements
since not everyone supports trade. Balancing these two forces is a central part of
a decision maker’s calculation about whether to sign a PTA. A country’s regime
type is crucial in this regard.

Democracies have greater political incentives to enter PTAs than other countries.
The free, fair, and regular elections that are the hallmark of democracies motivate
leaders to sign such agreements. Leaders in democracies are caught between the
pressures of special interest groups and the need for political support from
voters. Some special interests press for policies – such as protectionist trade pol-
icies – that benefit them but adversely affect the domestic economy. Heads of
state may want to satisfy these interests in exchange for campaign contributions
or other sources of political support. But complying with all interest group
demands could have highly deleterious economic consequences and could imperil
their hold on office.
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Democratic leaders also have a hard time convincing the public that they will not
accede to special interest demands. As Maggi and Rodriguez-Clare (1998) point
out, governments would like to be able to resist some protectionist demands; but
when such demands arise, governments are usually better off acquiescing to each
group. Many voters and free trade interest groups understand this and are
harmed by government rent-seeking (Maggi and Rodriguez-Clare, 1998, 2007).
Leaders may realize that these groups could take actions that would reduce their
probability of retaining office. But voters and interest groups face an informational
problem. The public may not know the preferences of – or the exact trade policy
chosen by – the government, and thus cannot easily distinguish between adverse
exogenous economic shocks and the extractive policies of leaders. An economic
downturn could be caused by either highly protectionist policies or an exogenous
shock, such as a global recession or an international crisis. Both events, for
example, might increase the price that the public pay for goods and services,
thereby dampening public support for the government. For leaders facing competi-
tive elections, this threatens their ability to retain office.

Democratic leaders have particular reason to demonstrate to the public that poor
economic performance is not the result of their extractive policies. While they could
choose to unilaterally lower trade barriers, doing so is time inconsistent. Leaders
can reduce barriers, but they and the public recognize that future special interest
demands for protection may be met. Consequently, heads of government must
find other ways to reassure the public that they will not engage in excessive
protectionism.

One way of achieving this end is by entering into an international trade agree-
ment, which is both a visible commitment to restrict protectionism and an institu-
tional reassurance to the public and free trade interest groups that excessive
protectionism has been resisted. The agreement commits participating countries
to trade barriers that fall below each government’s ideal unilateral level and
serves as a monitoring mechanism. Other member-states can use features of the
trade institution (such as the dispute settlement mechanism included in various
trade agreements) to convey information to each participating government’s
public if its trade barriers rise above the agreed upon level. The agreement is
public and therefore provides information that domestic groups can use to
monitor leaders. The monitoring that an international trade agreement facilitates
can help political leaders overcome their reassurance problem.

Indeed, the institutions set up by trade agreements can help transmit information
to domestic groups regarding governments’ behavior about which they would
otherwise remain ignorant. The legalized dispute processes included in many
PTAs play an important role in spreading information about the policies of
member governments to previously uninformed subnational actors, such as the
voting public. In order to properly attribute blame for poor economic conditions,
voters need to be able to identify and distinguish between the result of bad policy
choices and adverse macroeconomic circumstances that are beyond the
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government’s control (Mansfield et al., 2002). Dispute settlement procedures
(DSPs) in PTAs provide credible information to the public about the government’s
trade policy choices that advantage certain industries (Davis, 2012; Jo and
Namgung, 2012), which can help insulate political leaders during economic down-
turns (Hollyer and Rosendorff, 2012). More than 80% of PTAs formed from 1947
to 2009 contain some type of dispute settlement provision, with about 6% having a
standing legal body (Dür et al., 2014). Although there is substantial variation in the
types of DSPs contained in PTAs – from informal negotiations to third-party adju-
dication – such procedures are frequently used (Rosendorff, 2015; Allee and Elsig,
2016). A recent study places the number of PTA-related disputes in the Western
Hemisphere in the thousands since 1995 (Laks-Hutnick, 2013, as cited in Allee
and Elsig, 2016: 100). The North American Free Trade Agreement (NAFTA)
alone has at least seven forms of dispute settlement for topics ranging from anti-
dumping and countervailing duties to environmental and labor cooperation (de
Mestral, 2006: 4). This institution has experienced 210 formal disputes through
2016 (Allee and Elsig, 2016: 100).3 Furthermore, in the case of the United
States, recent studies have found that the public are increasingly informed and
interested in gaining more information about trade policy once a dispute is initiated
(Pelc, 2013; Chaudoin, 2014).

Thus, entering into a trade agreement can bolster support for a government, even
when the economy falters. When elections take place in the face of adverse eco-
nomic circumstances, citizens may blame incumbents and vote them out of
office.4 Absent the agreement, the government faces greater difficulty retaining
office since it cannot credibly reassure voters and free trade interest groups that
the downturn was beyond its control. These political benefits help motivate
leaders to sign trade agreements.

PTAs provide such a political reassurance mechanism, which is most useful for
democratic leaders. These agreements allow leaders to commit to lower trade bar-
riers and signal voters that leaders’ trade policies did not directly cause hard eco-
nomic times. In turn, these leaders are more likely to remain in office since at
least some voters have greater reason to view them as competent economic stew-
ards, even during recessions. The more electoral competition that exists, the

3 The number of disputes is updated with information from NAFTA’s ‘Status Report of Panel
Proceedings’, https://www.nafta-sec-alena.org/Home/Dispute-Settlement/Status-Report-of-Panel-Proceedings.

4Mitra (2002) builds on the analysis conducted by Maggi and Rodriguez-Clare (1998), but demon-
strates that the commitment problem for politicians is more general than they posit. The demand for a pre-
commitment to an FTA does not have to be driven by the possibility of capital misallocation alone, as
Maggi and Rodriguez-Clare (1998) argue, or by the possibility of organizational costs arising in the expect-
ation of protection. Demand for such an agreement can occur when governments or interest groups face
resource costs prior to lobbying because of the actions taken in the expectation of successful lobbying.
Mitra shows that the inability of governments to commit unilaterally to resist protectionist pressures by
interest groups creates substantial costs for governments. Under certain conditions, these costs can drive
governments to seek international trade agreements.
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more that leaders have to worry about being ejected from office and the greater
their need to reassure the public. Hence, democratic governments should be
more likely to sign trade agreements than other governments.

In countries marked by genuine electoral competition, the opposition usually
wants to discredit the government and the incumbent party. One way to do so is
by charging that the government has been captured by special interests and has
neglected the national interest. In hard economic times, this charge is likely to
carry added weight since the government will have difficulty demonstrating that
the downturn was not due to its rent seeking. If, however, the government has
signed and abided by a PTA, the opposition’s argument will be harder to establish.
As a result, the opposition may not advance this claim in the first place. If it does so,
the government can respond that its hands were tied through a trade agreement that
restricted its ability to protect special interests. Hence, it is not responsible for the
adverse economic circumstances and should be reelected. Moreover, publicly
exposed cheating on trade agreements can generate domestic ‘audience costs’ for
political leaders, increasing the penalties they face for violating the accord
(Fearon, 1994; Lohmann, 2003; Tomz, 2007). These costs help create a credible
commitment. To voters, this argument by the government should be more convin-
cing than if the government had not signed a PTA or if it signed and then violated a
PTA.

The extent of the domestic political costs generated by a leader’s excessive rent
seeking varies according to a country’s regime type. While autocracies have diffi-
culty reassuring the public about their intentions, there is less need for them to
do so since they are not regularly confronted by voters and interest groups that
can easily remove them from office. Democratic leaders, by contrast, are confronted
with more substantial reassurance problems. Domestic political competition can
generate political costs that leaders seek to mitigate through credible commitments
like PTAs.

For autocracies, the calculations differ. Rent seeking through protectionism may
be very appealing for autocrats; providing protection may be an important means
of maintaining support from key groups. Interest group pressures for protectionism
in autocracies create incentives for leaders to resist entering PTAs since these agree-
ments reduce the rents they can provide to supporters. Equally, autocrats have less
need to reassure members of the public that they are competent economic decision
makers since their votes do not determine leaders’ fates. In addition, the public
cannot sanction autocrats in the same way that they can punish democratic
leaders. The mass public in an autocracy is less likely to understand whether the
government has signed and is abiding by an agreement, since autocracies lack
many of the institutions – such as a free press and robust opposition parties –
that provide information to the public in democracies. Because autocrats have
less reason to worry about reelection, there is less need for them to solve this infor-
mational problem by concluding commercial agreements. Moreover, creating a
credible commitment to forgo rent seeking may not be in their political interests.
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With little electoral competition, autocrats are less likely to be removed from office
than democratic leaders and do not have to worry as much about how economic
conditions are going to affect their survival. They thus have fewer incentives to
commit their country to a lower level of trade barriers in exchange for the informa-
tional advantages that an agreement could bring them.

Furthermore, our argument suggests that autocracies may sign these agreements
but are generally less likely to do so for domestic political reasons than democra-
cies. Instead, autocrats may be driven more by factors such as the economic
benefits of PTA membership or international political advantages.

We focus on political leaders because they initiate and sign PTAs. But interest
groups may also play an important role. Indeed, many domestic theories of trade
policy focus on interest groups since they have the resources and coherence neces-
sary to exert influence on politicians (Grossman and Helpman, 1994; Gawande
et al., 2009; Manger, 2009). Some interest groups prefer freer trade; others are
more protectionist. From our standpoint, opponents of trade openness are most
important when they are able to exert influence as veto players in the negotiation
and ratification of PTAs. We therefore account for such veto players in our empir-
ical analysis. However, while interest groups help to shape the demand for PTAs,
they do not control the political process through which these agreements are
initiated and signed. Ultimately, political leaders must conclude these agreements,
and their incentives to do so are our primary focus.

Our argument assumes that the median member of the public is not strongly pro-
tectionist. We do not assume that she is committed to open trade, but rather that
she is sufficiently supportive of trade that leaders have an incentive to pursue
trade agreements. PTAs rarely eliminate all barriers to trade; more typically, they
lower some barriers and liberalize the economy in other ways. They help limit
the amount of protectionism – but do the public desire such exposure to the inter-
national economy? The Pew Research Center Global Attitudes Survey examined
attitudes toward trade in a large number of countries in 2002, 2007, 2008,
2009, 2010, 2011, and 2014. In all of these surveys, an overwhelming majority
of respondents in a large number of nations felt that trade was good for their
country. Other surveys, such as the Latinobarometro and Afrobarometer, also
show majority support for free trade across Latin America and Africa (Mansfield
and Milner, 2012: 54). More recent surveys show similar support for trade. A
majority of respondents in Latin America express consistent and increasing
support for Mercosur, with average evaluations of the agreement across 16 Latin
and Central American states rising from 6.1 out of 10 in 2001 to 6.4 in 2015
(Latinobarómetro, 2001, 2015).5 The 2014 Pew survey asking about views on

5 The respondents reside in the five Mercosur members – Argentina, Brazil, Paraguay, Uruguay, and
Venezuela – as well as Bolivia, Chile, Colombia, Costa Rica, Ecuador, El Salvador, Guatemala,
Honduras, Nicaragua, Panama, and Peru. Venezuela was suspended from Mercosur in late 2016.
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trade found that 80% of people in 44 countries (including 35 developing countries
and nine advanced industrial states) said that trade was ‘somewhat good’ or ‘very
good’ for their country.6 Even in the US, support for trade has remained high. A
2002 Pew survey showed that 78% of American respondents expressed a ‘very
good’ or ‘somewhat good’ opinion of trade. This dropped to a low of 53% in
2008 during the financial crisis but climbed to 68% by 2014 (Pew Research
Center, 2014). In sum, public opinion polls in various regions are consistent with
the claim that the median member of the public views trade favorably, providing
some justification for our assumption that the public tend to be more supportive
of trade than of extensive protectionism.

We also assume that some members of the public and certain interest groups are
aware of the trade agreements their government has signed and generally view such
accords favorably. Public opinion data are consistent with this assumption. In
many countries, there is widespread awareness of, and a favorable attitude
toward, international trade accords. Many of the same surveys noted above – as
well as the International Social Survey Programme, which has been conducted in
numerous countries – yield evidence that a large majority of respondents had
heard quite a bit about the major PTAs in which their country participates and
feel that membership in these agreements benefits their country (Mansfield and
Milner, 2012). Recent Eurobarometer evidence confirms this tendency: the major-
ity of Europeans support a trade and investment accord between the European
Union (EU) and the US (European Commission, 2016). Furthermore, the institu-
tions established by trade agreements can help transmit information to domestic
groups about governments’ behavior. Many PTAs report signatories’ actions and
policies at regular intervals (Martin, 2000). Legalized dispute processes that exist
in some PTAs also play an important role in transmitting information about the
policies of member governments to the public.

Our argument also emphasizes how international agreements can help leaders
reduce the odds of losing political support by reassuring the public about their
intentions. But does society care about whether the government has signed and
abided by PTAs? Recent public opinion research indicates that it does.
Herrmann et al. (2001), for example, suggest that voters value trade agreements
and believe they are needed to support an open trading system, implying that
leaders may pay a political price for violating the rules of such institutions.

2.1 Regime type, the business cycle, and PTAs

We have argued that voters in a democracy consider the state of the economy when
going to the polls. Governments are likely to be penalized when the economy

6 The survey question asked, ‘What do you think about the growing trade and business ties between
(survey country) and other countries – do you think it is a very good thing, somewhat good, somewhat
bad, or a very bad thing for our country?’
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performs badly. Many voters may assume that such downturns are at least partly
attributable to the policies enacted in response to interest group pressures. As such,
governments face a credibility problem. Voters are more likely to remove them
from office in the face of deteriorating economic conditions, even if they did not
acquiesce to special interest demands and over-protect overseas commerce.
Leaders therefore seek ways to demonstrate to the public that they are not overly
solicitous to protectionist interests. One way to accomplish this is to sign a trade
agreement.

In political systems where the public cannot vote leaders out of office, this
problem is less severe. In systems with competitive elections, by contrast, the
problem is acute. The more leaders’ fortunes depend on the voting public, the
more incentive they will have to find mechanisms to reassure the public that they
have not capitulated to special interest demands and damaged the economy.
Consequently, the more democratic a country is, the greater the incentive for
leaders to make a credible commitment to an open trade policy and hence the
more likely they are to sign international trade agreements.

This dynamic is especially pronounced during hard economic times, when
leaders are often suspected of having chosen policies that favored special inter-
ests and contributed to a recession. Leaders therefore will seek membership in
PTAs during downturns in the business cycle to demonstrate that they are not
overly influenced by protectionist interests. For the chief executive of countries
marked by competitive political systems, these pressures are especially pro-
nounced. Thus, we expect democracies to respond to economic downturns by
initiating and ratifying PTAs even more frequently than they do when the
economy flourishes.

Our data, which are described in greater detail below, reveal numerous cases
where a democracy joined trade agreements during hard times. Japan, for instance,
ratified a PTA with Singapore in 2002 in the face of an economic decline. Israel
signed agreements with Bulgaria and Romania in 2001, during an economic
slump. Zambia, a new democracy that had just held its first multi-party elections
in decades, joined the Southern African Development Community (SADC) and
the African Economic Community during an economic downturn in 1992. From
1991 to 1993, Switzerland experienced poor economic performance and concluded
a large number of PTAs with East and Central European countries, as well as one
with Israel under the European Free Trade Association umbrella. More recently, as
we mentioned earlier, many democratic G20 countries formed trade agreements
during the Great Recession.

Our argument emphasizes the effects of the business cycle in democracies, but
that is hardly the only factor guiding the establishment of PTAs. Domestic interest
groups, international politics, and economic factors have also been linked to PTA
formation, and we therefore try to account for these influences in our empirical
analysis.
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3. An empirical model of PTA formation

Our analysis centers on estimating the following model:

PTA Signij ¼ β0 þ β1 Democracyi þ β2ΔGDPi þ β3ðDemocracyi × ΔGDPiÞ
þ β4Veto Playersi þ β5 Existing PTAij þ β6 Tradeij þ β7 GDPi

þ β8Disputeij þ β9 Allyij þ β10 Former Colonyij þ β11 Contiguityij

þ β12 Distanceij þ β13 Hegemonyþ β14 Post � Cold War

þ β15 GDP Ratioij þ β16%Dyads Signing PTA

þ β17 Global Business Cycleþ β18 GATTij þ εij ð1Þ

3.1 The dependent variable

Our dependent variable, PTA Signij, is the log of the odds that state i signs a PTA
with state j in year t, where we observe 1 if this occurs and 0 otherwise. Based on
our data, signing a PTA almost always leads to its ratification by the participating
countries (roughly 90% of the time). We focus on the date when a PTA is signed by
the governments rather than the start of PTA negotiations or the date a PTA is for-
mally ratified. Signing the agreement is a more public and visible act than starting
negotiations, and state leaders have greater control over when agreements are
signed than when they are ratified (which often involves the consent of a country’s
legislature).7 Although analyzing PTA signing provides the best test of our argu-
ment, it is important to note that our results are very similar if we instead
examine the ratification of PTAs.

Our analysis covers the period from 1962 to 2011 (years t). We address recipro-
cal agreements, which involve policy adjustment on the part of all members, and
exclude arrangements where one state unilaterally grants another country preferen-
tial access to its market. Since we are interested in the formation of preferential
agreements, the observed value of PTA Signij is 1 in years when states sign a new
PTA or when i or j joins a PTA to which the other state is already a party, but
not in subsequent years when the agreement is in force.

3.2 The independent variables

Our primary independent variables are the regime type of each nation-state and
fluctuations in the business cycle. First, Democracyi indicates whether state i is
democratic in year t–1. To measure regime type, we rely on a widely used index
constructed by Gurr, Jaggers, andMoore that ranges from 1 for the most autocratic

7 Furthermore, we are unable to obtain the date when negotiations commenced for roughly half the
PTAs in our data set.
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countries to 21 for the most democratic states, as well as data drawn from the Polity
Project (Gurr et al., 1989; Gurr and Jaggers, 1995; Marshall and Jaggers, 2009).8

In the following analysis, we use two different thresholds for democracy: (1) a
score of 20–21 on the aforementioned index, and (2) a score of 16–21. Almost
all OECD countries are coded as democratic based on the first threshold (the excep-
tions are the Czech Republic, Estonia, Mexico, South Korea, and in certain years
Belgium and France). So too are a number of smaller countries. In 2010, for
example, Costa Rica, Estonia, Lithuania, Mauritius, Mongolia, Taiwan,
Trinidad, and Uruguay were democratic based on the most restrictive definition.
Using the second threshold adds various countries to the democratic ranks.
Depending on the year in question, these countries include Argentina, Brazil,
Burundi, Georgia, India, Liberia, Nepal, Pakistan, South Africa, Turkey,
Ukraine, and all of the OECD countries that did not cross the first threshold.
Our argument implies that the tendency for democracies to enter PTAs during
hard times should be most pronounced if countries have the most fully formed
and coherent democratic institutions. By comparing results across these two thresh-
olds, we can assess this implication.

Second, to measure the business cycle, we include ΔGDPi, the percentage change
in the gross domestic product (GDP) of state i from year t–2 to year t–1.9 We also
include the interaction between Democracyi and ΔGDPi to test our argument that
democracies are especially likely to establish PTAs during economic downturns.10

In addition, we include a set of variables that have been linked to PTA formation
in prior research, many of which might be associated with a country’s regime type,
its business cycle, or both. To begin, there is ample reason to expect that interest
groups influence the formation of trade agreements. We account for their effect
by examining the number of veto players in a country. These actors have the
capacity to exert influence on a country’s leadership and affect whether an
executive signs international agreements. The number of veto players affects the
transaction costs that the government bears when ratifying a PTA. These costs
are greater in countries marked by a large number of veto players, which in turn
reduces the incentives for leaders to sign PTAs. Consequently, the odds of a state
entering a preferential arrangement are likely to decline as the number of veto
players rises.11

We therefore include Veto Playersi, which indicates the extent of constitutionally
mandated institutions that can exercise veto power over decisions in state i as well

8We used the Polity IV data, generated in 2011.
9 GDP data are taken from the PennWorld Tables Version 7.0 (Heston et al., 2011) and are expressed

in constant 2005 US dollars.
10Hainmueller et al. (2016) point out that multiplicative interactive models assume that the interaction

effects are linear, but these effects may actually be non-linear. Such models also run the risk of basing infer-
ences on extrapolations to values with limited (or no) common support. Additional analysis based on tests
that they recommend indicates no evidence of these problems in the following results.

11On veto players, see Henisz (2000, 2002) and Tsebelis (2002).
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as the alignment of actors’ preferences between those institutions within the state
(Henisz, 2000, 2002).12 This measure is continuous and ranges from 0 to
1. When Veto Playersi equals 0, there is a complete absence of veto players in
state i. Higher values indicate the presence of effective political institutions that
can balance the power of the executive. Like all of the remaining independent vari-
ables, Veto Playersi is measured in year t–1.

Existing PTAij indicates whether states i and j are already members of the same
PTA(s). Participating in a trade agreement is likely to affect a state’s proclivity to
create or join another arrangement with the same partner. Tradeij is the logarithm
of the total value of trade (in constant 2005 US dollars) between states i and j.13

Various observers argue that increasing economic exchange creates incentives for
domestic groups that benefit as a result to press governments to enter PTAs,
since these arrangements help to avert the possibility that trade relations will
degrade in the future (e.g., Nye, 1988). Moreover, heightened overseas commerce
can increase the susceptibility of firms to predatory behavior by foreign govern-
ments, prompting firms to press for the establishment of PTAs that limit the
ability of governments to behave opportunistically (Yarbrough and Yarbrough,
1992).14

Besides economic relations between countries, the size of their economies is likely
to influence PTA formation. Large states may have less incentive to seek the
expanded market access afforded by PTA membership than their smaller counter-
parts. We therefore analyzeGDPi, the logarithm of state i’s gross domestic product
(in constant 2000 US dollars).

Political relations between states are also likely to influence whether they join
the same PTA, independent of their respective domestic political structures.
Military hostilities between states reflect differences in preferences between
them and may discourage economic cooperation and thus their propensity to
sign PTAs. Similarly, political–military cooperation may promote economic
cooperation and open trade relations (Gowa and Mansfield, 1993). To address
the effects of hostilities, we include Disputeij, which is coded 1 if states i and j
are involved in a dispute, 0 otherwise. Though many studies rely on the militar-
ized interstate disputes (MIDs) dataset (Jones et al., 1996; Ghosn and Palmer,
2003), it does not extend beyond 2000 for dyads. To analyze the longest possible
time frame, we therefore use the Uppsala Conflict Data Program’s data on

12We use the most recent version of these data, which were updated in 2012. Henisz has developed
two measures of veto players: one that includes the judiciary and one that does not. We use the latter
measure since there is little reason to believe that the judiciary would influence the decision to enter a
PTA. However, our results are quite similar when we use the alternative measure.

13We add 0.001 to all values of trade since some dyads conduct no trade in particular years and the
logarithm of 0 is undefined.

14Note that we use the International Monetary Fund’s Direction of Trade Statistics (http://data.imf.
org/?sk=9D6028D4-F14A-464C-A2F2-59B2CD424B85) as the main source for the trade data. We
deflate these data using the US GDP deflator.
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interstate armed conflict, which covers the period from 1951 to 2011.15 Allyij
equals 1 if states i and j are members of a political–military alliance, 0 otherwise.
We code this variable using the ATOP data (Leeds et al., 2002).16 Further, since
previous research has found that a former colonial relationship between i and j
increases the likelihood that they will enter the same PTA, we include Former
Colonyij, which equals 1 if states i and j had a colonial relationship that ended
after World War II, 0 otherwise (Mansfield et al., 2002; Mansfield and
Reinhardt, 2003).17

Geographic proximity is another important influence on PTA formation. States
often enter PTAs to obtain preferential access to the markets of their key trade part-
ners. These partners tend to be located nearby, since closer proximity reduces trans-
portation costs and other impediments to trade. We introduce two variables to
capture distance. Contiguityij is a dummy variable that is coded 1 if states i and j
share a common border or are separated by 150 miles of water or less. Distanceij
is the logarithm of the capital-to-capital distance between i and j. It is useful to
include both variables since some states have distant capitals (for example,
Russia and China) yet share borders, while other states do not share borders but
are in relatively close proximity (for example, Benin and Ghana).18

Equally, systemic conditions are likely to affect the prospects of PTA formation.
Since there is evidence that declining hegemony contributes to the proliferation of
preferential arrangements, we includeHegemony, which is the proportion of global
GDP produced by the state with the largest GDP (in our sample, the US for each
year) (Gilpin, 1987). This variable therefore takes on the same value for each
country in year t–1. We further include Post-Cold War, which equals 0 from
1950 to 1988 and 1 thereafter, to account for the spike in PTAs after the Berlin
Wall’s collapse. We also examine whether power disparities influence the establish-
ment of preferential arrangements by including GDP Ratioij, which is the natural
logarithm of the ratio of the country GDPs for each dyad. In computing this

15We use v4-2012 of the data (http://ucdp.uu.se/downloads/), which includes four types of conflict: (1)
extra-systemic armed conflict that occurs between a state and a non-state group outside its own territory;
(2) interstate armed conflict that occurs between two or more states; (3) internal armed conflict that occurs
between the government of a state and one or more internal opposition group(s) without intervention from
other states; and (4) internationalized internal armed conflict that occurs between the government of a state
and one or more internal opposition group(s) with intervention from other states (secondary parties) on one
or both sides. Type 3 conflicts were dropped. We kept the other three types and expanded the data so that
all possible dyads between the countries on side A and those on side B were created. Data that did not have
an independent country as one of the sides were then dropped. These then should be all dyadic conflicts in
the Uppsala data. See Gleditsch et al. (2002) and Harbom et al. (2008).

16We use version 3.0 of the ATOP data, specifically the atop3_0ddyr.dta file, which is the directed
dyad dataset available at http://atop.rice.edu/. These data end in 2003. There were 258 alliances in the
ATOP data without an end date. We analyzed whether any of these had terminated since 2003. We also
identified 45 alliances that formed after 2003 (a few of which ended before 2011). See Leeds et al. (2002).

17 Data on former colonial relations are taken from Kurian (1992).
18 Data on distance and contiguity are taken from CEPII’s gravity data set (Head et al., 2010).
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variable, the larger GDP is always in the numerator. Hence, a negative sign on the
coefficient of this variable would indicate that a greater disparity between the coun-
tries decreases the likelihood of signing a PTA.

Because various observers have argued that the spread of trade agreements has
been marked by diffusion, we include the percentage of all dyads in the system
that signed a PTA in year t–1,%Dyads Signing PTA. Since a given country’s busi-
ness cycle is likely to be affected by the global business cycle, we include Global
Business Cycle, a measure drawn from the OECD’s Composite Leading
Indicators data. This variable is created by assessing trends in various aspects of
economic output to identify upturns or downturns in the international economy.
We rely on the OECD composite measure that identifies annual change (from
January to January) in the business cycle. Because the General Agreement on
Tariffs and Trade (GATT) and the World Trade Organization (WTO) recognize
and attempt to govern the establishment of PTAs, members of these global institu-
tions may also be disproportionately likely to enter preferential arrangements
(Mansfield and Reinhardt, 2003). To account for this possibility, we introduce
GATTij, which equals 1 if states i and j are both members of the GATT in each
year prior to 1995 or if they are both members of the WTO in years from 1995
on, and 0 otherwise.19

Initially, we estimate the model with regional fixed effects, using eight regional
categories identified by the World Bank, since it is widely argued that the preva-
lence of PTAs varies across regions. We then estimate the model with country
fixed effects for state i and state j to account for any unobserved heterogeneity
across countries in PTA formation.20 Finally, ɛij is a stochastic error term.

To conduct this analysis, we generate two sets of estimates. In the first set, our
unit of analysis is the annual ‘directed dyad’, Consequently, for each dyad in
each year, there is one observation corresponding to state i and a second observa-
tion corresponding to state j. For example, in the case of the United States–Mexican
dyad in 1985, we include one observation where the US is i and Mexico is j, and a
second observation where Mexico is i and the US is j. Each monadic variable is
included in this model only once, for the country listed as i in each particular

19Data onWTO andGATTmembers are taken from https://www.wto.org/english/thewto_e/whatis_e/
tif_e/org6_e.htm and https://www.wto.org/english/thewto_e/gattmem_e.htm.

20We rely on fixed effects for countries rather than dyads because almost 85% of the dyads in our
sample do not form a PTA during the period we analyze and are dropped from the sample when the logistic
regression model is estimated with dyad-specific fixed effects. There is no reason to expect that the small set
of country-pairs used to estimate the model with dyad-specific fixed effects is representative of all country-
pairs. Consequently, that estimation technique risks generating results that are misleading, which is why
various observers counsel against using dyadic fixed effects in analyses of data as sparse as ours (Beck
and Katz, 2001; King, 2001). The use of country-specific fixed effects avoids this problem. An alternative
approach, which allows us to retain all of the dyads in our sample, involves estimating a linear probability
model with dyad-specific fixed effects (Heckman and Snyder, 1997). It is important to note that the results
based on this model are much the same as those reported below.
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observation. Because focusing on directed dyads doubles the number of observa-
tions in the sample, thereby producing standard errors that are too small, we
cluster the standard errors over the ‘undirected dyad’. In the second set of esti-
mates, our unit of analysis is the undirected dyad. Each annual observation includes
country-level information for both i and j. Since there is no theoretical reason to
expect the coefficients of a given variable to vary between i and j, and since esti-
mates of them may vary due to sampling error, we constrain the coefficients for
each pair of country-level variables (for i and j) to be identical. We continue to
conduct tests of statistical significance based on robust standard errors clustered
on the undirected dyad.

Descriptive statistics for all of these variables are presented in the online appen-
dix to this article. The sample in the following analyses is comprised of all pairs of
states during the period from 1962 to 2011 (years t). Because the observed value of
the dependent variable is dichotomous, we use logistic regression to estimate the
model. To account for temporal dependence in the formation of PTAs, we
include a spline function of the number of years that have elapsed (as of t) since
each dyad last formed a PTA with knots at years 1, 4, and 7, as suggested by
Beck et al. (1998).21

4. Results

In Table 1, we report the initial estimates of our model. The first two columns show
our results when we analyze directed dyads, and Democracyi is coded 1 for states
that score 20–21 on the Polity index. The third and fourth columns shows the
results when it is coded 1 for states that score 16–21. These results indicate that,
regardless of how stringent a definition of democracy that we use, democracies
are much more likely to agree to form PTAs during downturns in the business
cycle than during periods of economic growth. The likelihood of a non-democracy
signing a trade agreement, in contrast, is much less sensitive to the business cycle.

Figures 1 and 2 show the predicted probabilities of signing a PTA for democra-
cies and for non-democracies under various macroeconomic conditions drawn
from our data. To generate these probabilities, we rely on the region fixed effects
specification, holding constant the dichotomous variables at their modal values
and the remaining continuous variables at their median values (Ai and Norton,
2003). The range of values of ΔGDPi along the x-axis of Figures 1 and 2 is the
mean of this variable (4%) plus and minus two standard deviations. These
figures reveal that democracies are more likely than other states to sign PTAs
during the hardest times. Among states suffering a 3% reduction in GDP – which

21Carter and Signorino (2010) propose an alternative method of modeling time dependence in binary
data that involves including a cubic polynomial spline function. Our results are very similar regardless of
which method is used.
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Table 1. Estimated effects of regime type and the business cycle on PTA signing

(1) (2) (3) (4)
Democracy 20–21 Democracy 16–21

Region fixed
effects

Country fixed
effects

Region fixed
effects

Country fixed
effects

Democracy 0.627*** 0.780*** 0.125*** −0.109**
(0.042) (0.058) (0.036) (0.047)

ΔGDP −0.021*** −0.018*** −0.018*** −0.014***
(0.001) (0.002) (0.002) (0.002)

Democracy × ΔGDP −0.015*** −0.013** −0.023*** −0.022***
(0.005) (0.005) (0.004) (0.004)

Veto players −1.045*** −1.760*** −0.743*** −1.338***
(0.074) (0.096) (0.080) (0.100)

Existing PTA −0.075 −0.451*** −0.070 −0.438***
(0.049) (0.053) (0.049) (0.052)

Trade 0.021*** 0.043*** 0.023*** 0.045***
(0.003) (0.005) (0.003) (0.005)

GDP 0.005 −0.774*** 0.012 −0.789***
(0.011) (0.050) (0.011) (0.050)

Dispute 0.172 0.038 0.222 0.046
(0.290) (0.300) (0.289) (0.298)

Ally 0.345*** 0.808*** 0.339*** 0.804***
(0.052) (0.051) (0.051) (0.051)

Former colony −1.642*** −1.929*** −1.672*** −1.937***
(0.398) (0.441) (0.397) (0.439)

Contiguity −0.521*** −0.671*** −0.541*** −0.673***
(0.061) (0.061) (0.061) (0.061)

Distance −1.035*** −1.134*** −1.033*** −1.124***
(0.049) (0.045) (0.049) (0.045)

Hegemony 18.767*** 11.653*** 18.648*** 11.015***
(0.504) (0.739) (0.506) (0.737)

Post-Cold War 1.786*** 2.112*** 1.773*** 2.120***
(0.043) (0.047) (0.043) (0.047)

GDP ratio −0.167*** −0.205*** −0.164*** −0.204***
(0.009) (0.010) (0.009) (0.010)

% Dyads Signing PTA 2.018** 0.772 1.937** 0.605
(0.924) (0.906) (0.930) (0.910)

Global Business Cycle −0.200*** −0.199*** −0.201*** −0.202***
(0.005) (0.005) (0.005) (0.005)

GATT 0.124*** 0.070 0.138*** 0.104**
(0.029) (0.043) (0.029) (0.043)

Constant −0.476 18.129*** −0.526 19.199***
(0.445) (1.352) (0.447) (1.349)

Clusters 29394.000 28598.000 29394.000 28598.000
Log likelihood −43177.675 −40360.491 −43283.521 −40436.122
Joint significance of Democracy,
ΔGDP, and Democracy × ΔGDP

0.000 0.000 0.000 0.000

N 1032434 1020183 1032434 1020183

Note: Entries are logistic regression estimates with robust standard errors clustered by dyad in paren-
theses. Statistical significance is indicated as follows: *** p < 0.01; ** p < 0.05; * p < 0.10. All tests of
significance are two-tailed.
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is one standard deviation below the mean of ΔGDPi – democracies are roughly
twice as likely to accede to a PTA as non-democracies, if we define democracies
as states that score 20–21 on the Polity index, and over 20% more likely if we
define democracies as states that score 16–21. Hence, as expected, the tendency
for recessions to prompt democracies to sign trade agreements and the difference
between democracies and non-democracies in this regard grow stronger and
larger as the definition of democracy becomes more stringent.

The annual change in GDP is a widely used measure of the business cycle, but it
captures both upswings and downswings in a country’s economy. To more specifi-
cally address the effects of recessions, we replace ΔGDPi with Recessioni, which is
a dummy variable that equals 1 if the GDP of state i falls by 2% or more from year
t–2 to year t–1, 0 otherwise.22 The results shown in the first two columns of Table 2
provide additional evidence that democracies are particularly likely to sign PTAs
during recessions.23 Based on these estimates and holding constant the remaining

Figure 1. Predicted probability of signing a PTA for democracies and non-
democracies, under various economic conditions, where democracy is defined as a
Polity score of 20–21

Note: Dashed lines represent 90% confidence intervals.

22We are grateful to an anonymous referee for suggesting this variable.
23Note that all of the results in Table 2 are based on region-specific fixed effects. We omit the corre-

sponding results based on country-specific effects to conserve space, but they are included in the online
appendix to this article. The differences between the estimates based on region and country fixed effects
are similar to those observed in Table 1.
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variables in ourmodel, democracies are about 2.6 timesmore likely to enter a PTA than
other states in the face of a recession whenDemocracyi is defined as a score of 20–21
on the Polity index and 75% more likely whenDemocracyi is defined as 16–21.

Furthermore, the results in the final four columns of Table 2, which are based on
undirected dyads, reveal that the influences of regime type and the business cycle do
not depend on whether we organize the data as directed or undirected dyads. Note
that, in these columns, the coefficient estimate for each country-level variable is
shown only once since the estimates for i and j are constrained to be identical.
The results are very similar to those based on directed dyads.

Like regime type and recessions, the effects of the remaining variables in the
model are quite robust regardless of whether we analyze directed or undirected
dyads and irrespective of which measure of the business cycle we employ. As
expected, the odds of signing a PTA rise as the number of veto players falls. In
each model, the estimated coefficient of Veto Playersi is negative and statistically
significant. To further analyze the effects of this variable, we compare the predicted
probability of state i forming a PTA when it has few veto players – which we define
as the 10th percentile in the data – to the predicted probability when it has many
such players – which we define as the 90th percentile in the data – holding constant
the remaining variables in the model. Based on the results in the second column of

Figure 2. Predicted probability of signing a PTA for democracies and non-
democracies, under various economic conditions, where democracy is defined as a
Polity score of 16–21

Note: Dashed lines represent 90% confidence intervals.
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Table 2. Estimated effects of regime type and the business cycle on PTA signing, based on twomeasures of economic fluctuations
and both directed and undirected dyads

(1) (2) (3) (4) (5) (6)
Directed dyads Undirected dyads

Democracy Democracy

20–21 16–21 20–21 16–21 20–21 16–21

Democracy 0.555*** −0.031 0.687*** 0.140*** 0.617*** −0.004
(0.040) (0.035) (0.046) (0.038) (0.044) (0.037)

ΔGDP −0.020*** −0.017***
(0.002) (0.002)

Democracy × ΔGDP −0.014*** −0.020***
(0.005) (0.004)

Recession 0.076** −0.072 0.035 −0.098**
(0.039) (0.046) (0.041) (0.048)

Democracy × Recession 0.401*** 0.588*** 0.418*** 0.560***
(0.089) (0.071) (0.090) (0.075)

Veto Players −1.084*** −0.751*** −1.057*** −0.758*** −1.104*** −0.772***
(0.073) (0.079) (0.078) (0.083) (0.078) (0.083)

Trade 0.022*** 0.023*** 0.032*** 0.034*** 0.033*** 0.035***
(0.003) (0.003) (0.003) (0.004) (0.003) (0.004)

GDP 0.002 0.008 −0.028** −0.024* −0.035*** −0.031**
(0.011) (0.011) (0.013) (0.014) (0.013) (0.014)

Existing PTA −0.069 −0.065 −0.224*** −0.222*** −0.207*** −0.213***
(0.049) (0.049) (0.077) (0.075) (0.076) (0.074)

Dispute 0.335 0.378 0.195 0.285 0.480 0.560
(0.276) (0.277) (0.444) (0.445) (0.424) (0.430)

Ally 0.348*** 0.340*** 0.373*** 0.359*** 0.377*** 0.360***
(0.051) (0.051) (0.083) (0.082) (0.082) (0.081)

Former Colony −1.640*** −1.670*** −1.627*** −1.711*** −1.625*** −1.707***

390
E
D

W
A
R
D

D
.

M
A
N

S
F
IE

L
D

A
N

D
H

E
L
E
N

V
.

M
I
L
N

E
R

https://w
w

w
.cam

bridge.org/core/term
s. https://doi.org/10.1017/S1474745617000428

D
ow

nloaded from
 https://w

w
w

.cam
bridge.org/core. Princeton U

niv, on 31 Jul 2018 at 13:59:29, subject to the Cam
bridge Core term

s of use, available at

https://www.cambridge.org/core/terms
https://doi.org/10.1017/S1474745617000428
https://www.cambridge.org/core


(0.398) (0.397) (0.567) (0.565) (0.567) (0.566)
Contiguity −0.518*** −0.540*** −0.531*** −0.566*** −0.527*** −0.567***

(0.061) (0.061) (0.089) (0.089) (0.089) (0.088)
Distance −1.033*** −1.031*** −0.951*** −0.941*** −0.946*** −0.937***

(0.049) (0.049) (0.089) (0.089) (0.088) (0.087)
Hegemony 18.800*** 18.540*** 19.953*** 19.682*** 19.957*** 19.368***

(0.509) (0.508) (0.755) (0.761) (0.766) (0.764)
Post–Cold War 1.798*** 1.777*** 1.886*** 1.859*** 1.903*** 1.859***

(0.044) (0.044) (0.062) (0.063) (0.064) (0.064)
GDP Ratio −0.164*** −0.161*** −0.186*** −0.181*** −0.180*** −0.175***

(0.009) (0.009) (0.014) (0.014) (0.014) (0.014)
% Dyads Signing PTA 3.061*** 3.078*** −0.048 −0.295 1.893 1.777

(0.906) (0.913) (1.460) (1.485) (1.418) (1.444)
Global Business Cycle −0.201*** −0.201*** −0.211*** −0.212*** −0.212*** −0.213***

(0.005) (0.005) (0.007) (0.007) (0.007) (0.007)
GATT 0.122*** 0.137*** 0.084** 0.118*** 0.079* 0.116***

(0.029) (0.029) (0.042) (0.042) (0.042) (0.042)
Constant −0.579 −0.551 −0.412 −0.437 −0.489 −0.333

(0.446) (0.446) (0.754) (0.756) (0.747) (0.744)
Clusters 29394 29394 12549 12549 12549 12549
Log likelihood −43279.005 −43378.582 −18984.942 −19100.976 −19067.653 −19178.239
Joint significance of Democracy, ΔGDP
or Recession, and the interaction term

0.000 0.000 0.000 0.000 0.000 0.000

N 1032434 1032434 432439 432439 432439 432439

Note: Entries are region fixed effects logistic regression estimates, with robust standard errors clustered by dyad in parentheses. Statistical significance is indicated
as follows: *** p < 0.01; ** p < 0.05; * p < 0.10. All tests of significance are two-tailed. In Models (3) through (6) – which are estimated using undirected
dyads – the coefficients and standard errors of Democracy, ΔGDP, Democracy × ΔGDP, Recession, Democracy ×Recession, Veto Players, and GDP are con-
strained to be equal for country i and country j. Consequently, only one coefficient estimate and standard error is presented for each of these variables.
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Table 1, a state with few veto players is about 75% more likely to sign a PTA than
one with many players. This figure varies depending on how democracy is defined,
how recessions are measured, and whether the model is estimated with region or
country fixed effects; but these results nonetheless reinforce the point that domestic
politics play an important role in shaping the decision to enter trade agreements.

Not surprisingly, however, various economic and international factors are also
important in this regard. States that trade extensively tend to form PTAs. In each
case, the estimated coefficient of Tradeij is positive and statistically significant.
Increasing the mean of Tradeij by one standard deviation increases the predicted
probability of signing a PTA by between 12% and 25%, depending on how dem-
ocracy and recessions are coded and holding constant the remaining variables in the
model. Further, larger countries are less likely to enter PTAs than their smaller
counterparts since the estimated coefficients of GDPi are negative, and they are
statistically significant except when the data are organized as directed dyads and
the model includes region fixed effects.

Turning to the systemic variables, there is evidence of the diffusion of PTAs, and
that the odds of ratifying such an arrangement rose in the Cold War’s aftermath.
The estimated coefficient of Post-Cold War is positive and statistically significant in
each instance. So too is the coefficient of % Dyads Signing PTA, which indicates
that PTA formation tends to cluster over time. States may be either strategically con-
ditioning their behavior on what their counterparts do or simply following the herd.

PTAs are also especially likely to form as a hegemonic power rises. The estimated
coefficients of Hegemony are positive and statistically significant, indicating that the
odds of signing a preferential arrangement grow larger as the portion of the world’s
output accounted for by the leading economy increases. Increasing the mean value
of Hegemony by one standard deviation yields a 35% to 85% rise in the predicted
probability of PTA formation, depending on how democracy is coded, how recessions
are measured, and whether region or country fixed effects are included.

In addition, alliances and existing PTA membership promote the establishment
of preferential arrangements. As expected, allies are more likely to form preferential
agreements than other states. However, political–military disputes have little effect
on PTAs; the estimated coefficients ofDisputeij are positive, but are not statistically
significant. It also might seem surprising that countries that already participate in
the same PTA are more likely to form another one than states that are not PTA
partners.24 However, in 2005, 1,927 country-pairs were parties to two preferential

24 A related issue involves whether, regardless of whether countries i and j have an existing PTA, the
likelihood of a given country signing additional PTAs depends on the number of agreements it already par-
ticipates in or the number of countries with which it has a PTA. To address this issue, we included two vari-
ables in the model, one at a time: (1) a count of the number of PTAs that country i belongs to in year t–1,
and (2) the number of countries with which country i has a PTA in year t–1 divided by the number of coun-
tries in the world. The estimated coefficients of both variables are negative and statistically significant, indi-
cating that the odds of a country signing an additional PTA declines as it participates in a growing number
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agreements; 357 pairs to three PTAs; 85 pairs to four PTAs; 29 dyads to five PTAs;
and two pairs to six PTAs. In 1976, Papua New Guinea and Australia inked a bilat-
eral agreement, followed by both countries joining the South Pacific Regional
Trade and Economic Cooperation Agreement (SPARTECA) in 1980. Singapore
and New Zealand signed a bilateral agreement in 2000, after which both countries
entered the Trans-Pacific Strategic Economic Partnership Agreement in 2005. In
1997, the Greater Arab Free Trade Agreement (GAFTA) was signed. Among the
members were three countries (Morocco, Tunisia, and Libya) that also participated
in the Arab Maghreb Union, as well as six members (Iraq, Egypt, Syria, Yemen,
Kuwait, and the United Arab Emirates) that already belonged to the Council of
Arab Economic Unity (CAEU).

The results also show that contiguous states are unlikely to form PTAs. In com-
bination with the observed effects of Distanceij, this suggests that PTAs are most
likely to be established by states that are nearby but do not share a border.25

Further, while many observers assume that PTAs are formed between a large,
rich country and a small, poor one, our results indicate otherwise. The coefficient
estimate of GDP Ratioij is negative and statistically significant, implying that
greater imbalances in national income discourage PTAs. Since countries that are
equally sized may be better able to negotiate agreements that involve reciprocal
concessions and may derive larger net welfare gains from PTAs than countries
that are unequally sized, this result may not be that surprising (Baier and
Bergstrand, 2004). But the view that small countries are frequently forced into
PTAs with larger ones against their will does not seem to be borne out (Gruber,
2000). Finally, the estimated coefficient of Global Business Cycle is negative and
statistically significant, indicating that PTAs are more likely to arise during eco-
nomic downturns than during upswings in the international economy.26

A number of robustness checks provide further support for our claims. First, we
want to ensure that our results do not simply reflect the European Community/EU,
which is comprised of democracies that have signed many trade agreements since

of PTAs and as it signs PTAs with a rising number of countries. However, including these variables has no
bearing on the effects of democracy and the business cycle.

25 It is important to interpret the estimated effect of contiguity with caution. There is a considerable
amount of collinearity between Contiguityij andDistanceij; and it is widely recognized that one outgrowth
of this problem is that the estimated coefficients can be incorrectly signed. Indeed, when we estimate the
model after dropping Distanceij, the coefficient of Contiguityij is positive and statistically significant, indi-
cating that contiguous countries tend to sign PTAs. Unlike contiguity, the effects of distance are quite
robust. When we estimate the model after omitting Contiguityij, the coefficient of Distanceij remains nega-
tive and statistically significant. Dropping either variable has little effect on the estimates of the remaining
coefficients in the model.

26 The relationship between the length of time since a pair of countries signed a PTA (which is included
to account for duration dependence and is not shown to conserve space) and the likelihood of the pair
signing another agreement resembles a downward-sloping logistic function. The odds of signing a PTA
are highest immediately after one has been formed and decrease gradually over the next six years. These
odds then plummet dramatically, flattening out roughly 17 years after the pair last signed an agreement.
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World War II. We therefore dropped all EU member countries. Then we dropped
all pairs in which either country is an EU member. Neither adjustment yields any
changes to our core results. Second, our results are virtually unchanged when we
estimate the model using a rare events logit specification, which accounts for the
fact that the establishment of a PTA is an uncommon occurrence (King and
Zeng, 2001). Third, we analyze the first PTA that a given pair of countries
formed and drop any subsequent agreement that they join from the sample.
None of these tests yields any substantive changes to our results.

Fourth, although we think that measuring the business cycle over a one-year
period is most appropriate, we also measured this cycle over a two-year interval
and our results are unchanged. Fifth, although the Polity data are very widely
used, it is useful to address whether our results are robust to alternative data and
measures of regime type. We therefore measured regime type using another well-
known data set compiled by Cheibub et al. (2010). Neither measurement change
yielded any substantive differences in our results.

Finally, we account for several domestic variables that might affect the observed
influence of regime type and the business cycle on PTA formation. We include
various measures of the timing of national elections, but find no evidence that
they influence either trade agreements or the effects of regime type and the business
cycle on such agreements (Hyde and Marinov, 2012; Cruz et al., 2016). Equally,
introducing the partisan orientation of government in our model does not alter
the effects of regime type and the business cycle (Cruz et al., 2016). In sum, our
results seem to be very robust.

5. PTAs and the longevity of democratic leaders

One implication of our argument is that democratic leaders who sign PTAs during
economic downturns should enjoy a longer tenure than their counterparts who
eschew trade agreements. Entering a PTA signals to the public that their leader is
neither a rent-seeker nor incompetent, and that the downturn did not stem from
economic mismanagement, but rather was due to conditions that were largely
beyond his or her control. If our argument is correct, then the public should
reward leaders who sign trade agreements under such circumstances by voting
for incumbents instead of turning them out of office, as economic theories of
voting often predict (Duch and Stevenson, 2008; Lewis-Beck and Nadeau, 2011).

A number of studies have found that democratic leaders experience longer tenure
if they sign PTAs (Hollyer and Rosendorff, 2012; Mansfield and Milner, 2012:
chapter 5). To address the issue of whether this effect becomes more pronounced
in the face of recessions, we follow Hollyer and Rosendorff (2012) and estimate
a Cox frailty proportional hazard model of leader duration, which takes the follow-
ing form:

hi tð Þ ¼ h0 tð ÞexpðβX þ θi þ εiÞ ð2Þ
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In this model, h0(t) is the baseline hazard function, which is assumed to be
proportional across units, βX is a vector of covariates and parameters, θi is a
country-specific frailty parameter akin to a random effect, and ɛi is an error
term (Box-Steffensmeier and Jones, 2004). Our unit of analysis is the leader-
year and we rely on The Archigos Data on Political Leaders to measure a
given leader’s duration in office, as of year t, which is the dependent variable
(Goemans et al., 2009).

Consistent with our earlier analysis of PTA signing, we measure the business cycle
using both the annual percentage change in GDP and a dummy variable indicating
whether a recession occurred. As such, we analyze two sets of models. In the first set,
our key independent variables are: (1) PTA Signed – which equals 1 if a given leader
has signed a PTA in the current year or previously in his or her term in office, 0
otherwise; (2) ΔGDP, which is the percentage change in GDP from year t–1 to
year t; and (3) PTA Signed × ΔGDP.27 In the second set, our key independent vari-
ables are: (1) PTA Signed; (2) Recession, which equals 1 if GDP dropped by 2% or
more from year t–1 to year t, 0 otherwise; and (3) PTA Signed ×Recession. Like
Hollyer and Rosendorff (2012), we also include the real Per Capita GDP of each
country and Openness, which is defined as (imports + exports)/GDP for each
country. Both of these variables are measured in year t–1. In interpreting the
following results, note that a positive (negative) coefficient indicates that an increase
in the relevant variable increases (decreases) the hazard function and thereby
increases (decreases) the risk of the leader being turned out of office.

This model is estimated for the period from 1960 to 2011.We restrict our sample
to democracies, based on the same two thresholds (scores of 20–21 and 16–21 on
the Polity index) that were used earlier. Consequently, Tables 3 and 4 each present
two sets of results, all of which support our argument.

In each case, the estimated coefficients of PTA Signed, ΔGDP or Recession, and
PTA Signed × ΔGDP or PTA Signed ×Recession are jointly significant (Brambor
et al., 2006). In non-linear models such as ours, political methodologists frequently
counsel that the best way to assess interaction effects is through graphical presen-
tation (Ai and Norton, 2003; Berry et al., 2010). Figures 3 and 4 present the differ-
ence in the predicted probability of being removed from office for democratic
leaders who do and do not sign PTAs, when the annual percentage change in
GDP is used to measure the business cycle.28 Consistent with previous studies,
we find that signing a PTA reduces the likelihood of a democratic leader losing

27 Because the PTAs do not include specific information on the executive who signed the agreement,
PTA Signed was coded according to the exact sign date relative to the entry and exit dates from
Archigos data. If a PTA was signed within a leader’s term in office, that leader is credited with signing
the PTA. In cases where the exact signing date cannot be determined, we use 1 January of the year in
which the agreement was signed.

28Note that, in order to conserve space, we do not present figures when Recession is used to measure
the business cycle. Like Figures 3 and 4, figures based on Recession show that signing a PTA does the most
to decrease the chances of a democratic leader being turned out of office during downturns.

The Domestic Politics of Preferential Trade Agreements in Hard Times 395

https://www.cambridge.org/core/terms. https://doi.org/10.1017/S1474745617000428
Downloaded from https://www.cambridge.org/core. Princeton Univ, on 31 Jul 2018 at 13:59:29, subject to the Cambridge Core terms of use, available at

https://www.cambridge.org/core/terms
https://doi.org/10.1017/S1474745617000428
https://www.cambridge.org/core


Table 3. The effects of PTAs and the business cycle on democratic leader duration,
based on the percentage change in GDP

(1) (2)
Democracy 20–21 Democracy 16–21

PTA Signed −0.495** −0.310**
(0.207) (0.127)

ΔGDP −0.011 −0.028**
(0.017) (0.012)

PTA Signed × ΔGDP 0.042 0.007
(0.038) (0.021)

GDP per capita −0.000 −0.000
(0.000) (0.000)

Openness −0.012*** −0.008***
(0.003) (0.002)

Log likelihood −1652.381 −3149.982
Joint significance of PTA Signed,
ΔGDP, and PTA Signed × ΔGDP

0.094 0.002

N 1890 3326

Note: Entries are derived from a Cox frailty proportional hazard model, with standard errors in paren-
theses. Statistical significance is indicated as follows: *** p < 0.01; ** p < 0.05; * p < 0.10. All tests of
significance are two-tailed.

Table 4. The effects of PTAs and the business cycle on democratic leader duration,
based on recession

(1) (2)
Democracy 20–21 Democracy 16–21

PTA Signed −0.304** −0.237**
(0.149) (0.109)

Recession −0.288 0.382**
(0.318) (0.171)

PTA Signed ×Recession −1.295 −0.765*
(1.064) (0.406)

GDP per capita −0.000 −0.000
(0.000) (0.000)

Openness −0.012*** −0.008***
(0.003) (0.002)

Log likelihood −1650.520 −3150.395
Joint significance of PTA Signed, Recession,
and PTA Signed ×Recession

0.052 0.003

N 1890 3326

Note: Entries are derived from a Cox frailty proportional hazard model, with standard errors in paren-
theses. Statistical significance is indicated as follows: *** p < 0.01; ** p < 0.05; * p < 0.10. All tests of
significance are two-tailed.
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office (Hollyer and Rosendorff, 2012; Mansfield and Milner, 2012: chapter 5).
Particularly important for our purposes, however, is that these results also indicate
that signing a PTA does the most to reduce the odds of a leader being removed
during economic downturns.

We recognize the potential limitations of our analysis, which stem from a number
of practical constraints. For one thing, many factors that might also affect longevity
are not accounted for in our model, in part because many of them are not readily
measureable. In particular, leaders’ competence might contribute to both their pol-
itical achievements (i.e., signing PTAs) and their longevity in office. For another,
leaders that remain in office longer may be more likely to sign PTAs, perhaps
simply because they have more time to negotiate and conclude an agreement, sug-
gesting that PTA Signed may be endogenous. Unfortunately, in non-linear models
such as the ones we have estimated in this section, the use of instrumental variables
is inappropriate and other means to address endogeneity are very difficult to iden-
tify (Box-Steffensmeier and Jones, 2004: 112; Angrist and Pischke, 2009: 190–192).
Further, we do not have data on term limits, a factor that might affect our results.
Our findings should therefore be considered preliminary and interpreted cau-
tiously. Nonetheless, they accord with the hypothesis that trade agreements are
associated with heightened leadership longevity in democracies experiencing eco-
nomic downturns.

Figure 3. Effects of PTA signing on the hazard of democratic leader duration, based
on the annual change in GDP, where democracy is defined as a Polity score of
20–21

Note: Bars represent 90% confidence intervals.
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6. Conclusions

The received wisdom is that economic downturns promote protectionism. It is
therefore surprising that economic hard times sometimes lead political leaders to
negotiate agreements that reduce trade barriers and resist protectionism among
members. We have argued that domestic political incentives exist for democratic
leaders to establish trade agreements during hard times. Of course, domestic polit-
ics is not the sole factor shaping PTAs; we have found that a wide variety of eco-
nomic and international political variables also exert a strong influence of the
establishment of these agreements. But the domestic political logic of PTAs and
its relationship to the state of the economy has been understudied and underappre-
ciated to date, a gap that we helped to fill in this study.

PTAs signal to the public that a country’s leader may not be captured by protec-
tionist special interests. Hence, when economic troubles arise, some voters and pro-
trade interest groups may be less likely to blame the leader. Establishing agreements
that liberalize overseas commerce indicates to the public that its leader is less likely
to be exploitative or incompetent and that hard times should be attributed to
sources beyond his or her control. Public opinion data from around the world
show that a strong majority in many countries like trade and think it is good for
their country. Under these circumstances, leaders appear to have a better chance

Figure 4. Effects of PTA signing on the hazard of democratic leader duration,
based on the annual change in GDP, where democracy is defined as a Polity score of
16–21

Note: Bars represent 90% confidence intervals.
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of retaining office during economic downturns when they make agreements.
Leaders realize political gains as a result and the general public also benefit from
freer trade. We find that, since WorldWar II, various leaders have chosen this strat-
egy and have been rewarded for it.

Where leaders face greater political competition, these considerations are par-
ticularly important. In more democratic settings, leaders are more concerned
with how the public react to hard economic times and thus leaders are more
likely to enact policies that reassure the public. Trade agreements help to provide
such reassurance when the public support trade; the international visibility and
monitoring mechanisms in trade agreements create more credible commitment by
leaders. We therefore expect that on average leaders in more democratic political
environments will be more likely to negotiate PTAs in bad times than otherwise.

Autocrats are often less susceptible to the political consequences of economic
downturns (Bueno de Mesquita et al., 2003). Hence, they have less reason to
pursue trade agreements in general and during bad times. Indeed, during dips in
the business cycle, they may avoid making agreements because the distributional
effects of doing so may harm their supporters. Autocrats often depend on the
support of the major sectors of the economy and may, in turn, protect these
sectors to generate political support. Reducing trade barriers during downturns
may undermine this support and thus jeopardize their hold on power. Consistent
with this observation, we find that the business cycle has relative little bearing on
whether non-democracies enter trade agreements.

Our research suggests some good news. PTAs do less to promote welfare than
unilateral or multilateral trade liberalization; but with the WTO struggling to
advance multilateral liberalization and the difficulties that many countries face uni-
laterally liberalizing foreign commerce, PTAs may be the best and only politically
viable way to keep the global trading system open. In the recent past when public
support for trade has been strong, such trade agreements seem to be associated with
longer duration in office for leaders, especially those who sign them in bad times.
Political incentives may thus animate PTAs. Moreover, democratic leaders may
have some political reasons to resist protectionism in the face of downturns. The
past 20 years have been marked by extreme economic turbulence and yet the
global trading system has not collapsed. Many political leaders confronting dips
in the business cycle have not turned to protectionism, but have rather sought
out strategies like PTAs that enable a more calibrated response to hard times.
With resistance to trade developing in some advanced industrial countries,
although majorities remain favorable to trade in surveys, this strategy may face
less acceptance in the future.
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