Audiences Features and the Strategic Timing of Trade

Disputes

September 24, 2012



1 Introduction

International institutions often lack independent enéonent capabilities. As a result, a large and
growing body of literature argues that domestic actors playucial role in imposing costs on
governments who defect from their agreements. Internatimstitutions, and dispute settlement
mechanisms in particular, help facilitate internatior@geration, because these bodies provide a
forum to sound the alarm over violations of an agreementridgahis alarm, domestic audiences
impose noncompliance costs on governments who do not apittesly international obligations.
This threat ofex postpunishment helps facilitate cooperati@x, ante This dynamic is at the core
of many broader theories of noncompliance costs, such as thesed on the informational role of
institutionsu credible commitmerQsor audience cos&and has been applied to a variety of issue
areas, from international trade agreen@msbilateral investment treatlito human right$to war
crimesl.

Yet, if institutional alarms trigger noncompliance costdyy is there significant variation in
whether and when the alarm sounds? The World Trade OrgamzafWTO) Dispute Settlement
Understanding (DSU) is among the world’s most active iraomal courts, having heard over 420
cases. Yet, few would doubt that hundreds, if not thousamidsplicit tariff barriers and hidden
non-tariff barriers have escaped DSU scrutiny. Addition&/TO members often wait months or
years before challenging objectionable trade practidakelvictim need only sound the alarm in
order to mobilize domestic audiences against their goventisipolicies, then why wait to initiate
a dispute and forgo significant amounts of trade cooperdétyatelaying the alarm?

Existing theories lack leverage on these questions bet¢hageften assume the presence of
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strong, cooperation-supporting audiences who imposesomopliance costs when they hear an in-
stitutional alarm. Yet audiences vary in their prefereraned strength, which undoubtedly affects
their reaction to institutional alarms. Regarding prefess, audiences can vary in the intensity of
their dislike of defections, and they frequently suppather than oppose, non-compliant govern-
ment policies. Audiences also vary in their strength, itesirtability to influence policymakers’
political calculi. Government sensitivity varies over &re.g. according to electoral cycles.

This paper advances our understanding of these questieaetically and empirically. First,
| provide a theory of institutions as information-providehowing (a) the conditions under which
the dynamics entailed in often-referenced theories of ammiiance costs arise endogenously and
(b) how variation in audience features affects the abilitynternational institutions to generate
noncompliance costs. The theory generates a conditionalthgsis regarding audience features
and dispute decisions. Sounding the alarm with a disputeos naluable to the plaintiff country
when domestic audiences in the defendant country are nensgirdble,” i.e. the audience prefers
similar changes to the defendant government’s policieh@aplaintiff desiresand when the de-
fendant government cares about those audiences. Whendhdgnces are less supportive of
compliance, disputes are less valuable to the plaintiffaeptially harmful, so plaintiffs delay
sounding the alarm.

Using competing risks analysis of the timing of trade diggldgainst the United States, | find
strong support for this prediction. From the perspectiva pbtential plaintiff, sounding the alarm
is least valuable during politically sensitive times in winthere is wider support for protectionist
measures. | use election years as a proxy for political seitgiand unemployment, which is a
key macroeconomic indicator associated with support fotgmtionism, as a proxy for audience
preferences. U.S. trading partners are more likely toatatiwTO disputes against the U.S. during
election years with lower unemployment and are less likelyird) election years with higher
unemployment.

Apart from explaining important empirical variation, a ¢img in which noncompliance costs



arederivedrather tharassumednd in which audience features are allowed to vary delivets b
good news and bad news for existing theories. The good newmighere are very minimal
requirements for a dynamic to arise in which institutions tdgger noncompliance costs. The
institution need only provide a public and costly mechanigsngovernments to use as a signal to
domestic audiences, and the preferences of the governmeding the signal need only be par-
tially aligned with those of the intended audience. The badsis that, even when the necessary
conditions are met, the magnitude of noncompliance coststlaerefore their ability to influence
government behavior as argued by existing theories, isi@ned by the preferences and strength
of those audiences. The institution cannot facilitate evafion beyond the level desired by the
audience.

The paper proceeds as follows: The next section reviewstbeant theoretical literature. The
third section describes the model, its results, and desriitial corroborating evidence. The
fourth section extensively tests specific predictionstiredpaudience features to the timing of trade

disputes. The fifth section concludes.

2 Audiences and Alarms

International cooperation entails governments makingualiyt-beneficial policy adjustments, but
the costliness of these adjustments makes defecting frapecation, i.e. noncompliance, tempt-
ingH International institutions help generate noncompliarmsts; making defection less attractive.
Since most institutions lack independent enforcement pawaany theories examine domestic
sources of noncompliance cogtlsn one well-known example, Simmons (2000) argues that a gov-
ernment’s IMF Article VIII obligation “mobilizes a new sef external actors (private economic,

governmental, and legal) who may exert pressure to comply government that is considering
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or engaging in rule violation” (pg. 821). Yet, the audiened® potentially impose noncompli-
ance costs often cannot perfectly monitor government behawgroup of firms may find it costly
to pool resources and organize into a special interest gitiack all relevant government poli-
cies; voters may not know whether their government has edatiegal trade barriers and face a
collective action problem in deciding to gather and act uffos information; a private investor
may not be certain about whether a potential host governiadikely to expropriate their invest-
ments. International institutions ameliorate this manmitg problem because they help uninformed
audiences gain information about government behaviorogmapng them to discourage or deter
noncomplianc

Audience punishment is an important component of recerdrig® of international trade.
Mansfield, Milner and Rosendorif (2002) argue that coustjoén trade agreements to assure do-
mestic audiences that economic shocks are not due to bazgsolWithout this assurance, audi-
ences would be more likely to punish elected officials for badnomic outcomes. Kono (2006)
argues that policymakers obscure certain trade policiesdar to avoid potential backlash from
audiences harmed by those policies.

However, audiences are often assumed to have two featnethiefy support compliance and
(2) they have the capacity to impose costs on governmerttsldatfec In reality, audiences vary
significantly along both dimensions. With regards to prefiees, audiences do not always support
policies that are consistent with their government’s inddional agreements, and often support
defections. In the case of trade and the WTO, domestic paliiudiences often support protec-
tionist measures and oppose compliance with adverse WTigsul Support for free trade can

vary across individua and can also vary across time, waxing or waning dependingamnoe-
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conomic conditior@ When times are tough economically, protectionism gainSiplsblppor
Similar variation occurs in other contexts in which domestbncompliance costs are important
for cooperation. Domestic constituents vary in their suppba government that discriminates
against foreign investment, and foreign investors vanhadegree to which they fear expropria-
tion; citizens vary in the degree to which they demand theit thovernment address human rights
violations in other countries, etc.

Audiences also vary in their ability to inflict costs on defieg governments. In making trade
policy, some governments care more about the welfare ofi@paterest groups relative to the
broader public, while others place greater weight on aggeewelfar@ Regime type is fre-
guently linked to cross-national variation in the degrea/tich governments care about broader
audiences or constituenc@Government sensitivity to audience preferences alsovéempo-
rally. According to the vast literature on the political mess cycle, in the run-up to elections,
politicians are particularly attuned to the preferencetheir constituents.

Why would variation in the preferences and strength of aumbe affect theories of noncom-
pliance costs? To generate intuition, consider a relatexhture on domestic constitutional courts.
Like most international institutions, domestic courtski@dependent enforcement power. How
then, can domestic courts constrain policymakers who natjfeérwise be free to ignore their rul-
ings? The answer for many domestic courts scholars is bastte@udiences who observe those

ruIings As Georg Vanberg (2005) writes:

... the interactions between courts and other policymakersot occur in a vacuum...
If citizens value judicial independence and regard resfqgudicial rulings as im-
portant, a decision by a elected official to resist a judiaiihg may result in a loss of

public support... The fear of such a backlash can be a fdroefucement to imple-
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ment judicial decisions faithfully (20).

A key insight of the domestic courts literature is that andefeatures affect judicial behav-
ior. If the audience does not support adherence to a judiglialg, policymakers are more free
to choose policies to their liking and courts are less likelyule against those policiQ. Do-
mestic courts strategically publicize important rulingased on the anticipated reaction of public
audience@ Carrubbal(2005) analyzes an international cooperatiagimgeshowing how an insti-
tutional mechanism that reveals the costs of noncomplieaeé&elp governments better coordinate
their punishment strategies.

| model and empirically test similar intuition here. An aexice’s reaction to learning about
government policies once an institutional alarm is sourtigzends on the audience’s preferences.
A compliance-supporting audience might react negativelgarning that its government has bro-
ken its international obligations, while moncompliance-supporting audience might react with
ambivalence or even support. The political strength of tdience magnifies these effects. For
a noncompliant government, punishment from a strong proptiance audience is worse than
punishment by a weak audience.

Audience features also affect the decision over whetheotiioruse an international institution
to transmit information in the first place. In many interoatl institutions, the sounding of the
alarm is not automatic, but rather a strategic decision nbgdaeember states. Information about
noncompliance is only transmitted when one government m#ie strategic decision to use the
institution to sound the alarm, e.g. with a legalized disputhe anticipated audience reaction
affects whether a prospective litigant will find it worthvgnto initiate a potentially costly dispute.
The prospect of activating a strong, compliance-suppgriindience is most attractive because
of the possibility that audience can pressure their govemrnto comply. Governments facing

potential backlash from politically strong pro-compli@rgroups might be less inclined to defect in
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the first place, while a government facing a weak backlasitiig less fearful of the repercussions

from defections.

2.1 Relevant Literature on Trade Disputes

Since | will test predictions relating audience featurethimtiming of WTO disutes, it is useful
to briefly summarize some context-specific literature. Rt scholars, WTO disputes, where one
member “sues” another over WTO-illegal trade barriers aareft-studied empirical phenomenon.
However, existing studies of DSU disputes focus on exphgitheoccurrenceof disputes rather
than thetiming of disputes, while this analysis is (to my knowledge) the tinat examines both.

Legal factors help explain dispute occurrence. If a paldictariff is WTO-legal, then it is
less likely to be targeted with a DSU dispute. Countries \witiher legal capacities initiate more
disputegand countries consider the relative attractiveness cédifft legal vean.Some coun-
tries file disputes to placate domestic firms, and firms intistandustries who can tolerate the
lengthy DSU process more strongly lobby their governmerriﬂigation Disputes are also more
likely over higher-stakes issugs.

While all of these are undoubtedly important explanatiarsdisputeoccurrence they have
less leverage over disputiening since they focus on variables that are largely time-inveri&or
example, Sattler and Bernauer (2011) argue for a grauvitaktiexplanation of disputes: dyads in-
volving larger countries and trade flows experience moneudes. Yet there is much more variation
in size and trade flows across dyads than within dyads, over. tWhile these explanators may
change somewhat over time, e.g. WTO members might agreeategenWTO law such that a
previously-legal practice becomes illegal, they are lesi-aquipped to explain variation in dis-

pute timing.
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Even within dispute-prone dyads, like the United Statessgeian Union dyad, there is signif-
icant variation in the timing of disputes. For example, aftee George W. Bush administration
increased tariffs on European steel, the EU reacted imredgid he EU used the DSU to threaten
and activate audiences that were politically importanh®sBush administration. Specifically, the
EU used the initiation of a WTO dispute to threaten retatiatariffs against orange growers in
Florida and California and textile producers in the Camdinwhich were considered politically
sensitive battleground arGJ;sBy mobilizing those domestic audiences against the sta#stahe
EU convinced the United States to back down. Yet, in othéaimses, the EU has waited months or
years before targeting certain U.S. tariffs with a WTO disprhe EU waited until June of 2003
before challenging one particularly contentious U.S.drpdlicy practice, known as “zeroing,” at
the WTO, despite the fact that this practice had been in usevier a deca

To be sure, WTO disputes are not massive political issugsthese groundswell changes in
audienc (public) opinion in the United States. But the notizat disputes increase the informa-
tion available to the relevant audiences, like import-cetimg producers or downstream firms or
individual consumers, is gaining microfoundational supp@elc (Forthcoming) shows that WTO
disputes significantly increase web searches related tisshes involved in the dispute, as those
affected gather more information about relevant polidieshe above US-EU zeroing example, the
WTO dispute increased broader awareness and media cowdrtgeissue in the United States.
shows the number of U.S. newspaper and magazickeartiovering zeroing over time.
Until the WTO dispute, media coverage of zeroing was vityuabn-existent. Coverage does not
begin until June of 2003, shortly after the WTO dispute. Afteat, media coverage of zeroing

increases sharply, even reaching the pages of the New YarksTand Washington PastWhile
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these trade issues were far from “capturing the news cyCleging, Golden and Hill (2010) argue
that increased media coverage can help the electorate bliidipns accountable.

The key here is1ot that disputes trigger immediate, intense backlashes fagamst certain
policies. Rather, the model, large-N empirics, and myrieahgples below highlight the intuition
that, before initiating disputes, potential plaintiffkégnto account the political-economic calculus
facing the defendant and how the defendant is likely to rga&n that calculus. Audience reac-
tions are not thesoledeterminant of disputes, but they can affect decisionseatthrgin. When
times are tough economically, it is easier for politiciamsitrn to protectionist measures that help
“save jobs” or to stand defiant in the face of a WTO dispute. émemic conditions improve, it
is politically easier to support free trade as a rising tioat fifts all boats. These conditions can
thus affect the defendant’s response to a dispute, andnn tlue value to the plaintiff of initiat-
ing a costly dispute. Variation in the defendant governrsesgnsitivity to these reactions- i.e.

according to electoral cycles- can magnify or mute the efieconomic conditions.

3 A Theory of Audience Features and Institutional Alarms

This section develops a model of the alarm dynamic in whichence features are allowed to vary
and the decision to initiate a costly dispute is endogenbBasconcreteness, | describe the model
in terms of tariffs and international trade, but the modejemeralizable to many international
cooperation contexts where an international institutiam leelp an uninformed domestic audience
monitor government behavior.

Apart from formalizing the intuition described above, thedel has two main benefits. First, it
establishes the conditions under which noncompliancesclilst those described in many existing

theories, arise endogenously. When those conditions amaeip theories of noncompliance costs

2/18/2004 and “Jumbo Shrimp Follie§he Washington Podt1/15/2004. There are over 100 hits using those search
terms that occur after June 2003. The first mention of zerisinig “European Commission Protests US Method Of
Calculating Anti-Dumping FeesThe White House Bulleti®&/13/2003.
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arising from domestic audiences are not logically conststgplanations for empirical findings.
Understanding these conditions helps assess whethergbdi&e those based on credible com-
mitments or audience costs explain the effects of intesnatiinstitutions in particular contexts.
Second, the model generates empirically testable prede@bout how audience features af-
fect government behavior when an institution acts an alaahttiggers domestic noncompliance
costs. In this section, | provide corroborating supportrfany features of the model. | leave a
more extensive test of specific predictions using data on Wis@utes to the fourth section. Proofs

of all propositions are contained in the appendix.

3.1 The Model

Two countries are trading partners and are members of aeragrd that allows them to initiate
costly disputes over each other’s tariff policies. There three players in the model: the gov-
ernment of the “Home” countryi{ ome, the “Foreign” governmentt'oreign, and anAudience
within the home country. Each player cares about the tatifts i, that the home government
levies against imports from the foreign country. The audéetan be thought of as any group that
lacks perfect information about the home government’faoiicies. For instance, “downstream”
firms paying inflated prices for intermediate production enals may lack perfect information
about the tariff policies responsible for those highergsicConsumers who also pay higher prices
as the result of tariffs are similarly uninformed about theslicies. These audiences can po-
tentially engage in some costly action to try and influeneehtbme government’s policies. For
instance, firms could pay the costs associated with mahgjizito an organized interest group, or
constituents can mobilize to punish elected officials or enekmpaign contributions to the other
political candidate.

Each of the three players has preferences over the taritfysdte home governme@. The

2"In some models, like that of Mansfield, Milner and Rosend@®00), preferences over tariff levels are generated
by an underlying economic model where groups with diffefaator endowments or technologies have different pref-
erences over tariffs. For simplicity, | leave the microfdations of these preferences unspecified, but their existen
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foreign government prefers lower tariffs, and its prefesemnover tariffs are represented by the
utility function: up(t) = —t. The audience has a most preferred tariff levek- A, and its
preferences over tariff policy are represented by the fanct. 4(¢), which is maximized at = A,
concave, decreasing irwhent > A, and increasing imwhent < A

The home government’s most preferred tariff poli€y, depends on its type. The home gov-
ernment can be a “good” government from the perspectiveebtitdience, and have preferences
identical to those of the audience, wheile = A. Alternatively, the home government can be
a “bad” type whose most preferred policytis= B > A The preferences of the home gov-
ernment are represented by (¢) and have the same properties as the audience’s utilityibmct
apart from the point at which the function is maximized. Thebability of a bad home govern-
ment, Pr(H = B),is X € (0,1) and is commonly known. The audience does not observe their
government’s type.

The sequence of the game is as follows. First, Nature selleetiome government’s type.
Next, the home government chooses their initial tariff le¥e The foreign government observes
the home government’s type and initial policy, and drawscibes to initiating a dispute;, from
a commonly known distributionf’(k), which is uniform on the intervalk, k], with & < 0 <
k. These costsk, should be thought of as any of the costs or benefits accruatiebforeign
government apart from the dispute’s possible effect offf fawlicy. For instance, these costs could
pertain to the actual litigation of legally pursuing a dispu.e. higher costs. Or they could reflect
the domestic pressures to initiate a dispute, such as pegfssm interest groups affected by tariffs,

with more pressure to file a dispute acting like a reward faspute, i.e. lower costél The foreign

and the potential for preferences to diverge across graupsli established elsewhere.

28] describe a single audience as opposed to a collection déaces for simplicity. The preferences of the audience
could also be thought of as an aggregation of the preferghe¢srises in a common agency setting, like that of
Bernheim and Whinston (1986) lor Grossman and Helpman (1994)

29There are many ways that politics can drive a wedge betwezprésferences of the government and the pref-
erences of a particular audience. For example, GrossmaHelpdhan (1994) model government preferences as an
aggregation of concern for social welfare and special @stegroup contributions.

3(Davis (2011) argues that some countries initiate WTO dispas a way to placate domestic industries who may
have been affected by unforseen adverse shocks.
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government then chooses whether or not to initiate a dispute ~ D. Whether or not the foreign
government observes the home government’s type does pot Hit results described below, since
the foreign government only cares about the home governsitgpe insofar as it affects the home
government’s policies. To condense notation, | will refeft k) and f (k) as the distribution and
accompanying density function for dispute costs.

The audience observes the foreign government’s decisienvavether to initiate a dispute and
then decides whether to pay mobilization cosis; 0, and mobilize to influence the policy chosen
by the home government. If the audience chooses not to mep#li M, then the initial policy
chosen by the home government,is the final policy. If the audience chooses to mobilikg,then
the home government chooses a new poligyand must partially internalize the preferences of
their audience. Specifically, the home government mustsdtweir post-mobilization final policy
by maximizing ana-weighted combination of their own preferences and thosth@faudience:
Ug(ty) = aua(ts) + (1 — @)ug(ts) B

The decision to mobilize can be thought of as a decision tbeggirecise information about
the home government’s policy, mobilize politically to lobthe government, or make political
contributions that are conditioned on changes to policy. oAkthese are costly actions that can
make the home government pay more attention to the prefesevicthat audiencea € [0, 1]
represents how much the home government cares about tremaadshould the audience mobilize.
For example, itvr = 1, mobilization causes the home government to act as thougdré& a member
of that group. lfa = 0, mobilization has no effect. Though the audience does rs#mvie the initial
policies chosen by the home government or the home govetrsrtgpe, they can potentially
condition their mobilization decision on whether or not tbeeign government initiates a dispute.

As noted above regarding the generalizability of the modelescribe the model in terms

of tariffs, but¢ could be thought of as any policy covered by an internatiagaéement, where

31This assumption is a reduced form of an electoral or politioastraint. In the common agency settings mentioned
above, the equilibrium policy chosen more heavily “weiglthe interests of mobilized groups. The assumption made
here says that after mobilization, the government musgasabre weight to that group’s preferences.
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governments can choose policies that are more or less inl@roe with their obligations. In
pollution control agreements, governments comply by medtieir abatement targets or defect by
retaining higher levels of pollution than allowed. In intregnt agreements, governments choose
discriminatory policies, like tax breaks for domestic fitrtigat are more or less harmful to foreign
investors.

Note, too, that the model does not describe the interndtiasatution itself as an indepen-
dent player. This is a good thing: rather than assume thatrgawvent interactions take place in
the shadow of an institution that can detect violations okgreement and impose noncompli-
ance costs, the goal of this model is to derive a set of canrditunder which these costs arise
endogenously. This igotto say that is not useful to consider institutions as actatis their own
preferences. Rather, the model helps microfound reasopsnstitutions are a prominent feature
of the landscape of international cooperation by showing &ind when they can be an important

source of noncompliance costs in the way argued by manyimgxigteories.

3.2 Credible Commitments Equilibrium

| first establish the conditions under which there existsanlgrium in which the key features of
existing credible commitments or audience costs theorise andogenously. Qualitatively, these
features are: (a) if a government violates an agreementraad@her government sounds an insti-
tutional alarm, then the violating government suffers rmpliance costs and (b) the possibility
of noncompliance costs encourages governments to coepaae.

In this model, these qualitative features match an equikbrwith the following features,
which | call a “credible commitments equilibrium” (CCE). dnCCE, disputes cause audiences to
mobilize and impose noncompliance costs. Without the despghe audience does not mobilize.
The foreign government initiates disputes strategically, when the expected benefits outweigh
the costs. And finally, because of the possibility of a dism@rid subsequent mobilization, govern-

ments who would otherwise be tempted to defect (bad homegmants) choose more compliant
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initial policies. Formally, a CCE is one in which:

Definition 1. In a credible commitments equilibrium (CCE):
e The audience chooség|D and~ M| ~ D
e The foreign government choosk&igate if t; — t5 < k
e Good home governments chodse- A andt; = A

e Bad home governments choa$es (A, B) andth € (A, t])

Proposition b formally describes the conditions under WicCCE exist@

Proposition 1. A CCE exists if and only if:
() Pr(H = B| ~ D)[ua(ts,) — ua(tiy)] < m < Pr(H = B|D)[ua(t) — wa(ti,)]
(i) Pr(H = B|D) > Pr(H = B| ~ D) > 08

Condition (i) of Proposition]6 says that mobilization costast be “just right.” They must
be high enough to keep the audience from always mobiliziglaw enough to allow them to
mobilize when they observe a dispute. If mobilization cegtse too low, then the audience would
want to mobilize even in the absence of a dispute, causini@tagn government to always eschew
disputes, since they don’t gain any additional benefits feodispute. If mobilization costs were
too high, the audience would not want to mobilize, even aiteserving a dispute, again causing
the foreign government to avoid disputes.

Condition (ii) says that disputes must make audiences ttliek government is being less

cooperative. This condition is straightforward in termglog intuition of signalling models, but

32 do not derive other equilibria for the game, because thée igo@ derive the conditions under which often-
described theories arise endogenously. The CCE equitibmatches those theories. It is possible, and indeed likely,
that there are other equilibria, but they would not havedtieatures.

33Full expressions for these probabilities are provided nahpendix.
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counterintuitive in its implications for the role of litiggan costs in international dispute settlement.
Condition (ii) says that the audience’s posterior beliefsshput more weight on the probability
that their government is bad after observing a dispute thamda absence of a dispute. The signal,
i.e. the dispute, that the audience receives has this déféaztuse litigation is costly, and therefore
informative, to the audience. If litigation costs were tow) as would be the case if the foreign
government relied on press releases or other inexpensig@rmetlets to highlight the home gov-
ernment’s noncompliance, then the audience would not gesngh information from the signal
to justify spending mobilization costs. The optimal levélibgation costs, from the audience’s
perspective, is not zero. If the audience could pick theibigion of litigation costs, they would
balance two concerns: on the one hand, they want the sighalgent often, but on the other hand,
they want the signal to be withheld frequently enough soithratains its informative value.

The costliness of different dispute settlement instingi@affects the degree of scrutiny that
government policies received from disputes and explainsseime dispute settlement bodies have
much higher profiles than oth@.ln 1999, Chile increased tariffs on vegetable oils from Ar-
gentina which had a significant effect on Argentine vegetalllexports to Chile. Argentina first
tried to address the tariffs bilaterally, and then througbRCUSOR’s dispute settlement system.
Chile refused to adjust the tariffs, and even strengthehecht Argentina then took Chile to the
WTO'’s dispute settlement mechanism in 2000. DescribingeAtiga’s experience with regional
dispute settlement, Tussie and Delich (2005) observe et [MERCUSOR] dispute system was
out of the public eye and at the same time it was both fast amettist. Chile did not, meanwhile,
modify its reclassification.” In contrast, their descrgptiof Argentina’s experience with the WTO'’s
dispute settlement mechanism notes both the costlinesadditional exposure gained from the

WTQO'’s mechanism relative to MERCUSOR’s:

34By one estimate, a typical WTO dispute costs the litigants orilion dollars apiece- a nontrivial sum when
considering the size of the bureaucracies charged withlimg@TO litigation, especially in small countries. Disgst
also entail an opportunity cost of using litigation res@stor other potential violations Davis and Shirato (20G0y.
countries unfamiliar with the DSU process, gaining expaéeabout this legal arena entails the start-up costs of
learning to argue effectively in front of the DSU Davis andiBeo (2009).
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Although accessible only to highly profitable sectors beeqarticipation is too costly
and time consuming, the WTO provides the intangible benéfixposure. Pressure
through exposure can help countries unable or unwillingetaliate to obtain more

favourable results than in bilateral or regional instances

Condition (ii) also shows how the existence of a CCE also ireguhe partial alignment of
preferences between the foreign government and the awdidine signal sent by a foreign gov-
ernment whose preferences diverge significantly from tligesuee’s is less effective at triggering
mobilization. If the foreign government wants tariffs tla@é much lower than those preferred by
the audience, then the audience is less likely to mobiliter af dispute. When the home govern-
ment chooses a tariff that is higher than the audience’s laadbreign government’s ideal policy,
the foreign government and the audience both prefer lowifistthan the home government. This
“alignment” of preferences facilitates the ability of aplige to transmit information.

However, if the audience prefers higher tariffs than the @g@uavernment, this information
transmission dynamic breaks down. If the audience prefdrigher tariffs than the government,
and disputes caused those audiences to mobilize, thenrgigri@overnment would not want to
ever initiate disputes for fear of activating a protectstraudience. In such a case, the foreign
government would only file disputes when they drew suffidienegative litigation costs to off-
set the worsening of policy that resulted from the disputeyd&r and Borghard (2011)’s recent
critique of the theory of audience costs in the context dfisfibargaining notes how the omission
of audience preferences in most theories of audience costgpbDrtant, because of the possibility
that the public hasmorehawkish or dovish preferences than their political leaders

An example of dispute settlement activating an extremeeameodi arose in a WTO dispute
between Japan and the European Communities as plaintififCanada as the defend%t.ln

1965, Canada and the United States signed a bilateral agnéehat lowered tariffs on trade in

35For ease, | use the more familiar “plaintiff/defendent’némology, rather than the DSU-appropriate “com-
plainant/respondent” terms.
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the auto industry. Approximately four years after the emtyp force of the new WTO regime,
in 1994, Japan and the European Communities challengedGdusada auto agreement at the
WTO'’s new dispute settlement body on the grounds that thievoalated the WTO'’s Most Favored
Nation (MFN) rules against providing special treatment myselect trading partners. Credited
with generating significant economic growth, the auto paas$ wery popular in Canada and was
supported strongly by interest groups representing the settor. As a result, the audiences
activated by the WTO dispute proved extremely hostile tongirag this policy in the way desired

by the plaintiffs. According to one observer:

... there was considerable public pressure on federal alffitd take a strong stand
not only in favour of the cherished Auto Pact but also againstrference’ by an
international body on a matter of domestic public policy.c®mthe WTO claim was
made public, the significant media attention and the coarding 'court of public
opinion’ limited the government’s ability to enter into agmiated settlement. At that
point, the government had virtually no choice but to defdrelAuto Pact vigorously

even in the face of certain defeat (Krikorian (2005)).

Ironically, the end result of the WTO dispute was for Cananlaaise its tariffs, applying
them to more countries, in order to comply with MFN rules. Bodnire, miscalculations like this
by plaintiffs are rare. Yet they show how the ability of digpsettlement to activate domestic
audiences is not always a force for increasing the amoumttefniational cooperation associated

with an international institution.

3.3 Effects of Audience Features on Equilibrium Behavior

The model also shows how audience features affect a varfatg@sions made by each actor.

Audience features affect the post-dispute policy chosegdwernments, the decision to initiate
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disputes, and the policies chosen by governments in theoshaflpossible disputes. | consider

each in turn.

3.3.1 Effects of Audience Features on Post-Dispute Policy

First, consider the effects of audience features on pagtute policy. If disputes can trigger au-
dience mobilization, then how would mobilization affeceé thome government’s updated policy?
Formally, Propositio]7 and Corollary 2 describe how audgefeatures affect the home govern-

ment’s optimal post-dispute polics.

uy (5)
—u, (85)

Proposition 2. The optimal post-mobilization polic#, satisfies:1*- =

Corrollary 1. In equilibrium:

0] % > 0, (i) % < 0, and (iii) % > (0, for bad home governments.

Proposition ¥ says that after a dispute, the home governbadamces its own preferences over
policy with the preferences of the audience. Corolldry 2nghthat the audience’s preferences
and the post-dispute policy chosen by the government motvaniclem. As the audience or the
home government prefer higher tariffs, the home governméhthoose higher tariffs after mobi-
Iization However, the effect of the audience’s preferences on peptite policy is conditioned
by the audience’s strength. As the audience’s strengtleases, the optimal policy decreases.
Stronger audiences “pull” the optimal policy downward, lwgreater weight, towards the ideal
policy of the audiencg

The empirical findings of Dai (2007) are consistent with ttoaditionalrelationships between

audience preferences and strength. Analyzing the 1985iSitbtocol of the LRTAP convention,

38From Proposition]7, for a fixed, increasingA means that/, increases by the concavity afy, sou/; must
increase, which means a highéiby the concavity ot:;. The same argument applies for increaseH in
3"Increasingy meansu’; (t5) must increase and, (t3) must decrease, implying th&t must increase.
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she finds that countries with pro-compliance (pro sulfuluction) interest groups that were politi-
cally stronger and better able to monitor their governmengted policies that resulted in greater

reductions in sulfur emissions.

3.3.2 Effects of Audience Features on Dispute Decisions

The foreign government chooses to initiate a dispute wherb#@nefits outweigh the costs. In a
CCE, the foreign government benefits from a dispute sincauses the audience to mobilize and
thus change the home government’s policy. Audience featffect the degree to which mobiliza-
tion causes the home government to change its policy, windiuyn, affects the probability that

the costs of a dispute will be lower than the benefits. FognRHoposition 8 shows how audience

features affect the probability of a dispute.

Proposition 3. For a fixed initial tariff, ¢;, and, whend > A, the probability of a disputd](t,),

is: (i) decreasing inA4, (ii) increasing in«a, and (iii) decreasing inf.

For a particular initial policy,audience features havaigtitforward effects on the probability
of a dispute. As the audience prefers lower tariffs, theifprgovernment’s expected gains from
mobilizing that audience with a dispute increase, whichaexis the range of litigation costs over
which the foreign government’s gains outweigh their cogts.the audience grows stronger, the
benefits from a dispute also increase, increasing the pildipabat the foreign government will
draw litigation costs low enough to justify a dispute. Theatihudience for the foreign government
to mobilize with a dispute is one that prefers lower tarédfsd which has more sway over their
government’s policies. Audiences that prefer higher fado not make attractive allies for the
foreign government. Similarly, impotent audiences arewath paying litigation costs to activate.
As the home government prefers higher tariffs, it will be snggcalcitrant in the face of a mobilized

audience, which makes disputes less attractive.
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3.3.3 Effects of Audience Features on Pre-Dispute Policies

The model also shows how audience features affect the depwdech government policy choices
are constrainedx antein the shadow of potential disputes. Formally, Proposfflaescribes how

audience features affect the home government’s optimlipiolicy.

Proposition 4. The home government’s optimal initial poliay, is: (i) increasing inA, (ii) de-

creasing ina, and (iii) increasing inH.

Propositior ® shows how audiences features can magnify mstiain the ability of dispute
settlement mechanisms to affect member state behaxante Governments who want higher
tariff levels face the following tradeoff: they can raisesithinitial tariff levels, which is better
for them if they avoid a dispute. But at the same time, chapsirigher initial tariff increases
the probability of a dispute by increasing the relativeaattiveness of a dispute to the foreign
government.

As the audience prefers lower tariff levels or facing a sgemaudience, the home government
must make policy in the shadow of potentially more severesequences from audience mobi-
lization. Stronger potential audiences who prefer loweele of tariffs make dispute settlement
a stronger deterrent to higher initial tariffs for bad goweents. In the domestic courts litera-
ture, this phenomenon has been referred to as “autolim'rtﬁ When faced with the prospect of
costly judicial review, legislatures may propose more mmatiepolicies than they would have in
the absence of any threat of judicial review. The same isdfigovernments facing the prospect
of audience backlash resulting from a dispute. When audipoaishment is more costly, govern-
ments choose more compliance policgsantein order to decrease the likelihood that they will
face such punishment.

However, these results also show how the ability of dispetéesnent to affect the home gov-

ernment’s behavior is tempered by features of the audieAs¢he audience prefers higher tariff

38vanberg|(2005, 1998).
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levels, the home government is less constrained by disgttierment and chooses higher initial
tariffs. Similarly, when facing weaker audiences, the $greof a dispute and potential audience

mobilization is less frightening.

3.3.4 Effects of Audience Features on Equilibrium Dispute Pobability

The effect of audience features on the home governmentialipblicy choice complicates a de-
scription of how audience features affect the equilibritbability of a dispute. On the one hand,
a more favorable audience from the foreign government'spgestive (audiences that are strong
and like lower tariffs) makes a disputeorelikely. Favorable audiences haveast-dispute effect
meaning the foreign government can induce larger changhs imome government’s policies after
a dispute, as shown in Proposition 8. On the other hand, Bittma9 says that more favorable
audiences also havepae-dispute effectThe home government anticipates its audience’s reaction
when choosing its initial policy. Better audiences thereflower the probability of a dispute by
making the home government choose lower initial tariffs.

Propositiori 1D describes the conditions under which edelstedominates when considering

the equilibrium probability of a disput@l(¢7).

oTI(t)
0A

Proposition 5. If f(t7 — t5)uy(t5) < —[1 — F(t7 — t5)]uy,(¢]) then > 0 and 8%(:’{) <0

Propositior 1D says that which effect dominates dependseaurvature of the players’ utility
functions and the shape of the distribution of litigatiorstso More importantly, Propositidn 10
shows why careful attention needs to be paid to linking tleeioence of disputes with compliance.
An often-used dispute settlement mechanism may not be aatie# one, if the frequency of its
use reflects its failure to deter initial violations. A rareised dispute settlement mechanism may,
in reality, be the most effective if governments refraimfreevere violations because they fear the
possibility of a dispute.

One way to gain empirical leverage on the effects of audiéaatires on the probability of a
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dispute is to consider how connected the pre- and post-@igjmcisions are for the home govern-
ment. Empirically linking audience features to the probgbof a dispute is most straightforward

when the government’s initial decision is distinct from jsst-dispute compliance decision. In
other words, if the pre-dispute effect of audience featigeegligible, i.e. the home government
does not anticipate possible audience reactions when mékimitial decision, then we can ap-

ply the intuition of Propositiofil8. In the following empigtsection, | return to this question by
assessing evidence anticipatory behavior, in choosinglimolicies. In the context considered
below, | do not find such evidence, but it is possible that,threo contexts, anticipatory behavior

makes it difficult to empirically link dispute occurrencetivcooperation.

4 The Timing of Trade Disputes

This section uses data on the timing of WTO disputes agdmestnited States to empirically
test one of the model’'s main predictions- that variationudiance features affects the timing of
disputes. Proposition 8 says that foreign governmentslghmimore likely to initiate disputes
when the home government is more sensitive to the prefesesicaudiences who preféower
tariff levels. On the other hand, the foreign governmenessllikely to initiate disputes when
the home government is more sensitive to the preferencesdiéraces who prefenigher tariff
levels. In this section, | show how electoral dynamics, \utaffect government sensitivity to the
preferences of broader constituencies, and macroecomamdtitions, which affect preferences for
tariffs and protectionisnjpintly influence the probability that the United States’ tradingers
initiate WTO disputes over certain U.S. tariffs. The key fimglis support for this conditional
hypothesis: during election years, as unemployment iseiedJ.S. trading partners are less likely

to initiate WTO disputes against U.S. tariffs.
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4.1 AD and CVD Background

Before proceeding with a precise description of the daia,useful to provide background infor-
mation on the particular set of “potential disputes” coesadl here, i.e. U.S. tariffs that trading
partners could potentially object to at the WTO. Theseftadfe the result of Antidumping (AD)
and Counterveiling Duty (CVD) petitions. In the United &stdomestic producers can file peti-
tions with federal bureaucratic bodies- the Internatidmatle Commission (ITC) and Department
of Commerce (DOC)- requesting that tariffs be levied agdm®ign goods when those exporters
are “dumping:” selling products in the United States at ivatoarket price. After a U.S. firm files
a petition, the relevant bureaucracies evaluate whethepahg is indeed occurring and whether
the U.S. firm has been harmed. If so, they issue an affirmataelexpnary ruling, and place tariffs
on the goods in questi@.The bureaucracies and U.S. petitioning firms then enteraii¢ogthier
evidence-gathering phase in order to make a final rulinghdfliureaucracies issue affirmative
final rulings, the preliminary duties stay in place untilyhexpire or are revoked when dumping
is deemed to have ceased. Petitions are very successfel pteliminary stage, with the majority
receiving an affirmative preliminary ruling.

The tariffs resulting from AD and CVD petitions have been #ipalarly contentious issue at
the DSU, with foreign exporters initiating numerous digaugainst the United States over its use
of AD and CVD remedies. Disputes concerning these petitinake up a large part of the DSU'’s
caseload, and in virtually every case concerning theststatiie WTO has ruled in favor of the
plaintiff on at least one legal iss@.AD and CVD cases also account for a large proportion of
the WTO litigation targeting the United States: of the 114tamces in which the United States
has been named as a respondent in a WTO dispute since 19%pptdX. 380) were focused

primarily on AD and CVD action@ The AD and CVD processes have thus often generated

39The CVD process is slightly different from the AD process; ey are similar enough for the analysis here. The
description here most closely describes the AD process.

49Bown 2005, pp. 516-517.

41This tally actually understates the importance of AD and Q4itions to the United States’ experience with the
DSU since | only counted disputes which specifically refeeshAD or CVD in their official WTO DSU title.
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DSU-actionable trade barriers and foreign governmengelphave been successful in their legal
challenge

Yet the tariffs resulting from AD and CVD petitions and theirtbsequent WTO disputes are
very illustrative of the puzzle posed at the beginning o$ gpaper. If sounding the institutional
alarm causes governments to return to compliance, then why governments who are victims
of noncompliance sound the alarm immediately? Figlre 2otefhe “lifespan” of AD and CVD
tariffs, showing how they are initiated, proceed, and argsfidy removed. Theoretically, the for-
eign country targeted by the AD/CVD petition can initiate 3@/dispute regarding that particular
petition at any point. In practice (and in the sample desdribelow), WTO disputes are only
initiated after affirmative preliminary rulings (after) and before any terminating event (befose
ort3).

shows the distribution of the length of time elapdietween, an affirmative prelim-
inary ruling, and the time at which the foreign governmeittates a DSU dispute over that taift.
Some tariffs are challenged relatively quickly; the foregpvernment requests DSU consultations
within a few months of the affirmative ruling. Other tariffieedan place for years before the foreign
government challenges them at the DSU. These delays ar@atitsly important. Every interval
that a WTO-illegal tariff is in place, when it could have besddressed by a dispute, represents
forgone cooperation and decreased trade levels whichtlyifgerms foreign exporting firms and

can have significant chilling effects on trade flows ov@ll.

42To be sure, the occurrence of AD and CVD petitions is not ramelnd some AD and CVD tariffs are WTO-legal.
In a later section, | show how this is unlikely to be a problemthis analysis.

43This figure is limited to the petitions that received affirimatulings after April 1994 and were petitions against
WTO members, since only WTO members can use the DSU.

4Vandenbussche and Zanardi (2010).
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4.2 Data

| first use Chad Bown'’s Global Antidumping Database and ek@a#h AD and CVD the petitions
filed by U.S. firms from April of 1994 to October of ZO%Each observation in the Bown dataset
describes one petition and contains information on the tfnts initiation, the target country, the
rulings of the relevant U.S. bureaucratic bodies at theouaristages of the process, the dates of
these rulings, and any resulting WTO litigatith.

To take advantage of the variation in the covariates desdrister, | break each petition into
monthly observations, so the unit of observation is thetipetimonth. | first begin observing a
petition in the month that it receives the necessary affikragtreliminary rulings, and is awaiting
a final ruling. As described above, this is the first stage ddt#tipn’s lifespan in which tariffs are
applied. Petitions that do not pass the necessary preligninéings do not result in tariff@ For
clarity, | refer to petitions that have received affirmatoreliminary rulings as “tariffs.”

After a petition receives an affirmative preliminary ruljrtge resulting tariff can experience
three possible events over the course of its lifespan: a Wispute, a negative final ruling, or
revocation. AWTO Disputeoccurs in the month in which the country targeted by a pdgicu
AD/CVD tariff formally requests DSU consultations over thariff. A tariff can also receive a
negative final ruling from the relevant U.S. bureaucracieBeorevoked, both of which terminate
the tariff. 1 group the final two events, negative final rulengd revocation, together and label them

asUnilateral Removalbecause these events both stem from decisions made bydib&,avhile

45| focus on the United States because it has regularly scee@igctions, which gives exogenous variation on gov-
ernment sensitivity, as opposed to the additional comiitinaf analyzing countries with endogenously determined
elections. The United States is also a “hard case” since tdégputes take on a much lower profile than in other
countries.

46The choice of the starting date reflects important instnai changes to the WTO. April of 1994 marks the
date of agreement for the transition from the old GATT regiméhe new WTO regime, which included significant
changes designed to strengthen the dispute settlemenanisch These changes went into effect in January of 1995.
| exclude AD/CVD petitions filed earlier in order to hold thestitutional rules of the dispute settlement mechanism
fixed throughout the analysis. | also excluded petitionsweze filed against countries that were not WTO members
at the time of filing. This ensures that the foreign countrgesed by the petition is able to initiate a DSU dispute
against the United States for the entire lifespan of thdipati

4’For the petitions that received affirmative preliminarymgk before January of 1995, | only begin observing these
petitions in January of 1995, since this is when aforemeetidnstitutional DSU changes go into effect.
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aWTO Disputas a decision made by foreign actors. | draw the distinctietwieenWTO Dispute
and Unilateral Removabecause it allows me to examine whether the effects of thiaeafory
variables differ across the type of event under considerativTO Disputeand Unilateral Re-
movalare called “terminating events,” and | do not observe tauffter either terminating event
has occurre@ If neither terminating event occurs in a particular monlie, tariff is labeled ai
Effect and it is possible for a tariff to still be in effect at the emidmy observation time period,
October of 2009.

The dependent variablé&};, is a categorical variable describing the “status” of thdfta in
montht. Y;; takes on a distinct numerical coding depending on whetheitdhff is In Effect
or experiences &/TO Disputeor Unilateral Removﬂ Of the 574 tariffs, approximately 14%
(78 tariffs), resulted in a WTO dispute before October of 20Bpproximately 55% (318 tariffs)
ended because of unilateral removal. Tariffs that resutieal WTO dispute were in effect for
approximately 77 months, with a minimum of 8 and a maximum&#. ZTariffs that were removed
unilaterally were in effect for an average of 96 months, witminimum of 10 and a maximum of

294,

4.3 Main Explanatory Variables

The theory’s main prediction is that disputes are moreyikdien domestic audiences support free
trade and when the U.S. government is most sensitive to fire$erences. To proxy for domestic
support for free trade, | use the U.S. unemployment rate. éscribed above, unemployment

is the one of “usual macroeconomic suspects” associatdd geiheral support for free trade.

“8In practice, petitions can also be withdrawn by the petéionn these data, the only instances of withdrawal of
petitions against WTO members occurred before preliminaligigs, which is before | begin observing the petition.
For withdrawals, see: Prusa (1992).

“9In the parlance of survival models, each tariff is a paricsiubject. A subject is “born” in the month when the
petition passes its preliminary rulings and is awaiting alfmiling. A subject “dies” in the month that it experiences
a terminating event. Subjects that do not experience amjirtating events before the end of the observation window
are right-censored. Petitions filed before January 199atbert April 1994 are left-censored until January 1995.

SO0unfortunately, public opinions polls very sporadicallkagiestions regarding free trade, making time-series data
on public opinion regarding free trade sparse.
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U.S. Unemploymernd a six month moving average of the monthly, seasonallysteiglpercentage
unemployed in the United States.

To proxy for the government’s sensitivity to support fordrgade,U.S. Election Years an
indicator variable that is coded 1 in the twelve months pigagthe next U.S. Presidential election,
and zero otherwise. | focus on Presidential elections lsectie bureaucracies involved in AD and
CVD petitions are most closely tied to the executive brarfatiditionally, executives are thought
to be more responsive to broader constituencies than morewig-interest legislative members.
Since the theory makes a conditional prediction for thes@abtes, | interact).S. Unemployment
andU.S. Election Year

The ideal data would measure preferences and strengthmftdispecific audiences. In other
words, it would be preferable to measure features of theemgds affected, positively or nega-
tively, by the tariffs entailed in particular petitions- esthe US-EU steel tariffs example. The
scope of this paper and the diversity of the sample make fiffisult for the current analysis,
which is why | focus on more “aggregated” measurements depgaces and strength.

According to the theory, during election years, higher upleyment should be associated with
a lower probability of a WTO dispute. But the theory does nakmpredictions about the effects
of unemployment and elections on the probabilitylbfilateral Removal This is an attractive
feature of my approach, since it creates an informal “pladebt” of the theory. If unemployment
and elections have the predicted effect on the probabifity W TO dispute, but do not have the
same effect on the probability of unilateral removal, thiea tesults are more supportive of the

theory.

SlUnemployment data are from the Bureau of Labor Statistit/g; : //www.bls.gov/, Series ID: LNS14000000,
and were accessed on February 16, 2010. The moving averagdes the current month and the five preceding
months. | use moving averages to capture broader econagnidgy rather than transitory shocks. Results are similar
using one month or twelve month moving averages for all thimlées that are averaged.
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4.4 Alternative Explanatory Variables

| also include two variables that measure the potentialdtaiiation- where country A raises tariffs
against country B’s exports as punishment for B’s tariffshé defendant exports a large amount to
the plaintiff, disputes should be more likely since the iptiffi has greater trade leverage. When the
plaintiff exports more to the defendant, they have lessbgye Retaliation should also increase the
probability of unilateral removal. Blonigen and Prusa (2P§how that the possibility of retaliation
decreases the probability that U.S. bureaucracies rulavior fof firms seeking protectionJ.S.
Exportsmeasures the percentage of U.S. exports that go to the foceigntry andJ.S. Imports
measures the percentage of U.S. imports that come from tth'r@focountlr@

The second set of alternative explanations account fontiffaside dynamics. | include the
most commonly used proxy for a country’s legal capacity:irtper capita GDP. The data for
Plaintiff PCGDPcome from the World Development Indicators dataset, measygarly. Macroe-
conomic and electoral dynamics in the plaintiff country naégo affect the probability of a dispute.
Plaintiff Electionis an indicator variable that is coded 1 if the foreign coumgrwithin 12 months
of its next major election, and zero otherwiddlaintiff Unemploymentodes the unemployment
rate for the plaintiff country. As with U.S. elections andesmployment, | also include their inter-

action.

4.5 Empirical Models

| estimate the effects of the explanatory variables on theistof a tariff (n Effect, WTO Dispute,
Unilateral Remov3glin two ways. First, | use a Cox proportional hazards modektimate the ef-
fect of the variables on the risk oM TO Disputdor tariff i at timet: h(t|X;;) = h(t)exp(Xitﬁ)

This approach has the advantage of being able to estimasffdnts of the explanatory variables

52pgain, | use six month moving averages. Trade data are frenuts. International Trade Commissidrtp :
//dataweb.usitc.gov/scripts/INT RO.asp.

53The dependent variable is an indicator variable that equilthe tariff experienced 8 TO Disputeduring that
month, and zero otherwise.
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on the risk of aWwTO Disputewhile leaving the underlying, or baseline risk, o¥Aar'O Dispute
during timet, h(t) unspecifie

The second approach accounts for the possibility of comgeisks between the two events. In
the data, when one terminating event occurs, it precludesttier event from occurring, e.g. when
a tariff is unilaterally removed, it cannot then experiead®TO dispute. The Cox approach is best
when the risks of &/TO DisputeandUnilateral Removahre independer@ Theoretically, there
are reasons to suspect that the two risks are not indepereerinstance, if a country decided not
to initiation a WTO dispute because it thought that the tar#s likely to be unilaterally removed,
the independence assumption would be violated.

To account for this possibility, | also model the probakilif the two events jointly, using a
Bayesian multinomial probit (MNP) model from Imai and vankJ2005) which does not require
assumptions of independent ri@s.‘l’he MNP also allows me to compare the effects of the ex-
planatory variables on both risks, analyzing the direcaod magnitude of each variable on the

risk of aWTO DisputeandUnilateral Removal

S4Here, | treatUnilateral Removahs instances of right-censoring. Note that tifyés measured from the month
that the petition receives an affirmative preliminary rgline.t = 1 refers to the first month of a tariff’s lifespan. This
is distinct from calendar time. | will control for possibleehds in calendar time by including quadratic polynomials
that measure calendar time, iMonth= 1 refers to the first month in the sample (January of 1995).

55See Sueyoshi (1992, pp. 30). In the latent failure time agagrdo time-until-failure analysis, each observatign,
has a latent failure time;;, for each of thej competing risks. We only observe the first failurein (T4, Io, ..., T}).
The independence assumption says that these latent féioes, theT);’s are conditionally independent of one
another.

56See Empirical Appendix for details. The MNP model is useféwthe dependent variables takes one of any of a
number of distinct values, and is often associated with nsoafediscrete choice, where an agent chooses from a menu
of options. The MNP is often preferred to the multinomialitdeyNL) model because the MNP does not require an
Independence of Irrelevant Alternatives (I1A) assumptidhe IIA assumption made in the MNL approach is similar
to the assumption of independence of competing risks iniihe-tintil-failure approach.
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4.5.1 Results: Risk of a WTO Dispute

[Table 1 shows the coefficients estimated from a series of (lunketrspecification@ The first
model includes only the main explanatory variables andekediation variablest).S. Elec. Year
U.S. Unemploymentheir interaction,U.S. Exportsand U.S. Imports The second model adds
variables describing Plaintiff-side dynamid3taintiff PCGDP, Plaintiff UnemploymentPlaintiff
Electionand the relevant interaction. The third and fourth modetoant for possible calendar
year trends with a counter variable that begins at 1 for tsedalendar month of the dataset. | also
include the quadratic expansion of the counter.

The results support the theoretical predictions. Durin§.&lection years, increased unem-
ployment substantially lowers the risk of a WTO dis&el?rom Model 1, during an election
year, an increase in unemployment fr@fi4 to 7% decreases the risk of a WTO dispute for any
particular month by approximatelyl% When unemployment is high, and as a result, pressure
in the U.S. to lower tariffs in the face of a WTO dispute is espondingly low, potential plaintiffs
are less inclined to initiate disputes against the UnitedeSt The lack of pressure for compliance,
or even the potential of triggering a backlash against theidgo trading partner and “the meddle-
some WTO,” make disputes less promising for potential pifésn Conversely, during non-election
years, increased unemployment is weakly associated withheehrisk of a WTO dispute. This is
consistent with plaintiffs waiting until non-election ysao initiate WTO disputes. If the plain-
tiff knows that the U.S. is in an election year, and is moretito$o free trade because of tough
economic times, they are more willing to delay their WTO digs until less politically sensitive
times.

Other theories receive mixed support. For retaliationtaased U.S. exports to the plaintiff

57| used thecoxphprogram in the Zelig package for R (Lam, 2007), using robiastdard errors and the Breslow tie-
breaking method. | do not extensively analyze alternatdAbteaking methods or the proportional hazards assumptio
since they are not issues in the preferred MNP models camsldxtensively below.

8Recall that the “total” effect of unemployment accounts floe coefficient on the interaction term and the
constituent terms. For example, the “total” coefficient tmremployment during an election year in Model 1 is
—5.44 + 0.088 = —0.456.

59Holding other variables at their sample means and with pifb@ection set to 1.

31



are associated with a higher risk of a WTO dispute as pratliddeit increased imports from the
plaintiff, i.e. weakened plaintiff leverage, are also wWgakssociated with a higher risk of a WTO
dispute. Tariffs against richer plaintiffs have a weaklgher risk of WTO disputes. Explanations

based on plaintiff unemployment and electoral dynamicsivedittle support.

4.5.2 Results: Competing Risks

What are the effects of the explanatory variables when adowyfor the competing risks AW TO
DisputeandUnilateral Remova?[Table 2 reports summary statistics of the posterior desdibr
the coefficients in the MNP specificatiﬁ]’he top half reports the coefficients for the effect of
the covariates on the probability o#dTO Disputeelative to the probability that a tariff remaitrs
Effect The bottom half reports the coefficients for the effect &f tvariates on the probability of
aUnilateral Removaitelative to the probability that a tariff remaitrsEffect A positive coefficient
means that an increase in that covariate increases thelpitpbaf that event, relative to the base
category. | report the mean and %bconfidence bands associated with each covariate’s pasterio
density. To (greatly) ease interpretation, | focus on thestantive effects of the variables of interest
on the probability of &VTO DisputeandUnilateral Removal

First,[Figure 4 shows the effects dfS. Unemploymenibroken down byJ.S. Election Yeagron
the probability of aNTO Disput@ The pattern predicted by the theory and that found in the Cox
regressions again is apparent. During election yearsghighemployment decreases the proba-

bility of a WTO dispute. Other countries are less likely tgiate WTO disputes against the U.S.

80 use the same progression of models as in the Cox results) lddels with calendar month trends, | also add a
guadratic age polynomial. Thgevariable is a counter that begins at 1 for the first month thatiff is In Effect |
also includeAgesquared. This approximates the baseline hazard in the Gowagh.

81For these figures, | drew 1,000 draws from the posteriors of each coefficient, usinglé@, and calculated
the probabilities based on a matrix with the other covasiat to their sample means (and plaintiff election set to
1), generating predictions from each posterior draw. Thguieis show the means of these predictions. | varied
U.S. Unemploymeritom 4.5 to 5.7, which are the sample 25th and 75th percentilehoose these bounds to avoid
extrapolating too far into the tails of the sample. In subsed figures, | again use the sampi” and75!" percentiles
of the relevant variables. The vertical axes are the prediptobabilitiesfor a single month-long intervalvhich is
why the scale of these axes is small. See text for aggregabstbstive effects.
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during politically sensitive times when broader audienges more supportive of protectionism.
Conversely, higher unemploymentincreases the probabiflé dispute during non-election years.
During times of high unemployment, other countries delartiVTO disputes until policymakers
are less constrained by protectionist pressures. Durirggeamtion year with 4.% unemployment,

a tariff is approximatelyour timesas likely to experience a WTO dispute than during an election
year with 5.7% unemploymer@ The risk of a WTO dispute is approximately5% in a high-
unemployment election year a2d % in low-unemployment election years- a substantial ina@eas
when considering the relative infrequency of WTO disputes.

Second, Figure]5 shows the effectdbS. Unemploymenibroken down byJ.S. Election Year
on the probability olUnilateral Removal The inter-electoral dynamics associated with WTO dis-
putes arenot present forUnilateral Removal During times of higher unemployment, the U.S.
is less likely to unilaterally remove its tariff barrierggardless of electoral dynamics. This is
consistent with_ Hansen (1990) who finds that higher inddstvgl unemployment increases the
probability of affirmative ITC rulings. Firms are more susstil at winning and keeping protec-
tionist tariffs through AD and CVD petitions when times agalb

This finding is also an informal placebo test of theory. We ldouwot expect the political-
economic effects of unemployment and electoral dynamiatadfiect the probability of a WTO
dispute to also affect the decisions of bureaucrats who aldng decisions over unilateral re-
moval. Bureaucracies are not elected officials making detsn the shadow of a possible back-
lash from a broad constituency. While bureaucratic ager@srdluenced political agents who
control their purse strings, e.g. the chair of the House Véag Means Committee, those prin-
cipals are beholden to more narrow constituent interedtss éncouraging for the theory that
inter-electoral dynamics are present only WO Disputesand not forUnilateral Removal

Further support comes analyzing the relationship betweemumber of AD and CVD pe-

titions filed and the overall U.S. unemployment rate. Of seuthe occurrence of petitions and

52These estimates come from compounding the risk over a 12inetection-year timespan.
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WTO disputes is “not random.” As in the discussioh of 10, weulddoe worried if there was strong
evidence that firms or the bureaucracies making decisiosisAD and CVD petitions anticipated
possible WTO disputes, potentially biasing the above figslinecause of correlation between “un-
observables” that influence petitioning decisions and ypiepment/elections. If firms filed fewer
petitions in times of low unemployment and more petitionsrimes of higher unemployment, then
that would be evidence that they possibly anticipated &WiTO disputes, and resulting pro-free
trade audience support.

plots the number of new AD and CVD petitions againstld.S. unemployment rate.
Fortunately, we do not find evidence of anticipatory behavidere are not more petitions filed
during times of higher unemplome%t.This is not surprising. When deciding to file a petition,
firms focus on their own situation, not overall economic atads. |Bown (2005) jointly models
the decision over whether to file a petitiamd whether a WTO dispute results. He does not
find substantively different results from models that do dndhot account for the first stage, or
selection decision- to file a petition. WTO disputes are addatively infrequent, and they are
often greatly delayed when they do occur, which makes ikehlithat possible WTO disputes are
dominant factors in petitioning decisions.

Third,[Figure T andl Figurel 8 show the effects of U.S. expartsimports on the probability of

aWTO DisputeandUnilateral Remong As the U.S. exports more to the country targeted by a
tariff, the country is more likely to initiate a WTO disputearger countries and countries to whom
the U.S. exports more have greater leverage over the UnitadsS and are therefore better able
to compel the United States to comply with adverse WTO rglinghe U.S. is also more likely
to unilaterally remove protectionist barriers againsistheountries. The United States is more
restrained overall in its tariffs towards larger partners.

The opposite is true of U.S. imports. As the U.S. imports nim a particular country, that

63This result is similar if | break the Figure down by electiceay verses non-election years.
54These predictions set the all other covariates to their sampans, withJ.S. Election Yeaset to 1. The lines
represent the mean of the predictions associated with 38@sdirom the posterior coefficient densities.
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country is less likely to initiate WTO disputes against theitedd States. They have less leverage
over the U.S. even if they were to win a WTO ruling, becaus@efear of counter-retaliation. The
U.S. is also less likely to unilaterally remove protectgiriiarriers. This is consistent with existing

work that finds that import surges and import penetratioraargnportant impetus for petiti

5 Conclusions

This paper developed a theory in which institutional alambilize domestic audiences to im-
pose noncompliance costs. The theory incorporated vamiai the preferences and strength of
domestic audiences and also the endogenous decision mawlenblger states to use an institution
to transmit information. | showed the conditions under whaften-referenced dynamics arise
endogenously. For existing theories based on credible ¢bments or audience cost, which gen-
erally do not incorporate these features, there is good aead news. The good news is that
institutions can generate these costs vis-a-vis domagtieaces under very minimal restrictions.
The institution need only provide a costly way for a foreigsvgrnment to signal to uninformed
domestic audiences that a government has misbehaved. tBispitlement bodies provide such
a forum since their use is both costly and public. When théepeaces of the alarm-sounding
government and the relevant domestic audience are suffici@igned, such a mechanism can
help the home audience better deter its government fromsthggolicies that are at odds with
its international obligations, even when disputes do notincEvaluating whether applications of
credible commitments or audience costs theories meet toeshtions in certain contexts or with
regards to particular issue areas shouldabariori to applying those explanations for observed
behavior.

Additionally, the bad news is that these conditions showartgnt limitations on the degree

to which the informational role of institutions can creattnoompliance costs. Even when the

68Busch, Reinhardt and Shaifer (2009); Allee (N.d.).
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necessary conditions for noncompliance costs to arisegambasly are met, the magnitude of
these costs is constrained by the preferences and pobtieaigth of the audience in question.
The institution cannot take compliance further than theenae is willing to go. At one extreme,
when the audience supports noncompliance, providing thémnmation about their government’s
decision can potentially create incentives to decreaseptiante further. Less extreme, though
still troubling from the perspective of international ceogtion, is the fact that audiences who only
weakly prefer compliance or who are politically ineffedtda not generate significant noncompli-
ance costs, and therefore do not constrain their governfrentmisbehaving. Institutions, even
when they provide important informational fora, cannot lgleiod from a stone, i.e. they induce
cooperation where it is not domestically supported.

| also derived predictions linking audience preferences strength that shed light on a puz-
zling empirical phenomenon: the significant variation ia timing of international disputes. Using
data on U.S. tariffs and subsequent trade disputes, | shihaethe timing of these disputes is con-
sistent with the model’s conditional hypothesis: dispuatesleast likely when the government is
sensitive to broader audiences who support protectioriming presidential election years with
high unemployment, other countries delay targeting theddinstates with trade disputes, and are
more likely to initiate those disputes during election peaith lower unemployment. In addition
to providing empirical support for the theory, the empirianalysis also explained substantively
important variation. To turn a well known phrase, trade @apion delayed is trade cooperation
denied. Understanding the timing of these disputes is asiitapt as understanding their occur-
rence. While the empirical analysis necessarily consaiprexies for “broader” audiences- such
as presidential election years and macroeconomic inditit@ unemployment- future research
into the preferences and political strength of specific aocks, i.e. at the firm level or interest-

group level, represents a promising way to further exploesé¢ questions.
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Appendix 1: Theoretical Model

Proposition 6. A CCE exists if and only if:
() Pr(H = B| ~ D)[ua(ty,) — ua(ty,)] <m < Pr(H = B|D)[ua(t3,) — ua(t],)]
(i) Pr(H = B|D) > Pr(H = B| ~ D) > 0.

Proof of Propositionb: Existence of Credible Commitmergsilbrium. Where necessary, | in-
dex the optimal initial and final policies chosen by bad goweents with the subscript ¢;, and
t5,. For good governments, | use the subscgipiWhere there is no need to distinguish between
government types, | omit the subscripts.

For the audience to choosé|D, it must be the case th&Us(M)|D > EU,(~ M)|D.

Rewriting the audience’s expected utilities:

Pr(H = A|D)ua(A) + Pr(H = B|D)ua(ts,) — m > Pr(H = A|D)ua(A) + Pr(H = B|D)ua(t],)

m < Pr(H = B|D)ua(ts,) — ua(th,)]
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. o AF(t5,—t5,)
wherePr(H = B|D) = AF(th_t;bl)gr(fﬁA)F(o).
For the audience to choose M| ~ D, it must be the case th&dtUs(~ M)| ~ D >

EUA(M)| ~ D. As above, the audience’s expected utilities are:

Pr(H = A| ~ D)ua(A) + Pr(H = B| ~ D)ua(ty,) > Pr(H = A| ~ D)us(A) + Pr(H = B| ~
D)ua(ty,) —m

m > Pr(H = B‘ ~ D)[UA(tzb) - UA(flkb)]

_ _ AL=F(t7,—15,)]
wherePr(H = B| ~ D) = A[l_F(th_tgb)}f(ljg)[1_F(0)}.

Derivations oft}, andt;,, as well as optimal policies chosen by good governments espait

probabilities are shown in the proofs for subsequent pritipas. O

Proposition 7. The optimal post-mobilization polic#, satisfies:1*- = wy (13)

—uy (85)°

Corrollary 2. In equilibrium:

0] % > 0, (i) % < 0, and (iii) % > (0, for bad home governments.

Proof of Propositiofl7: Optimal Post-mobilization policgfter mobilization, the home govern-

ment faces the following optimization problem:

maxy, aua(ts)+ (1 — a@)ug(ts)

The proof follows from rearranging the first order condisaof the post-mobilization maxi-
mization probleme/, (¢5) + (1 — a)uly (t5) = 0.
The ratio of the audience and home government’s margingiegimatches the (inverse) ratio

of their strength after mobilization. If the home governinand audience’s utility functiong,y
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andu 4, were identical apart from their maximization points andevgymmetrical, then the opti-
mal policy would be am-weighted combination of the two ideal point$,= oA + (1 — a)H.

For instance, this would be the case if both the home govemhared audience held preferences
represented by the often-used quadratic loss functiorhelfaudience and the home government

share the same ideal point,= H, as in the case of a “good” government, thtgér= A. O

Proposition 8. For a fixed initial tariff, ¢;, and, whend > A, the probability of a disputd](t;),

is: (i) decreasing inA4, (ii) increasing in«, and (iii) decreasing ind.

Proposition 9. The home government’s optimal initial poliay, is: (i) increasing inA, (ii) de-

creasing ina, and (iii) increasing inH.

Proof of Propositio P and]8: Probability of a Dispute and @pal Initial Policy. Before describ-
ing optimal initial policy, | describe the probability of aspute. The utility to the foreign govern-
ment of initiating a dispute is-t5 — k, and the utility of not doing so is-¢,. In a CCE, the foreign

government initiates a dispute if and only if their costslaveer than their expected gains:

k<t,—t

Recall, for a good home governmetyt, = A, and for a bad home governmett, > A. For

a good home government, therefore, the foreign governmdptioitiates a dispute if it draws a
negative litigation costs, i.e. it has some extraneousfiidnanitiating a dispute, apart from the
potential effects on home’s policies. Facing a bad homemworent, the benefit of a dispute comes
from the effect that any subsequent audience mobilizatitirhave on changing the initial tariff
policy to a new, lower final policy. If the foreign governmeiraws a litigation cost that is higher
than the benefits from changing the home government’s pahey it will not initiate a dispute.
The probability of a dispute for a particular initial poljayhich I callll(¢,), is the probability that

the foreign government draws a low enough litigation coat itwill choose to initiate a dispute.
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The home government’s initial optimization problem anétedl first order condition are:

maxyg, H(tl)uH(tE) + (1 — H(tl))uH(tl)
maxy, F(tl — t;)UH(tz) + (1 — F(tl — t;))UH(tl)
[1— F(t] = )]l (£]) = f(1] — ) un(t]) — un(t3)]

For a good home government, their optimal policy choidg is= A. Good home governments
can do no better by choosing a different initial policy. létforeign government draws a negative
litigation cost and initiates a dispute, then the good homeeghment will still choose;, = A.

If the foreign government draws a higher litigation cosgtiwill not initiate a dispute and the
audience will not mobilize, leaving the home governmersal policy in place.

Observe that for bad governmenty, € [t;,, B]. The home government can do no better by
choosing an initial policy higher thaR, such that,, > B. Lowering the policy toB decreases
the probability of a dispute and leaves the home governmetteroff if they avoid a dispute.
Similarly, the home government can do no better by choosipgliay lower thant},, such that
ti, < ti,. Raising the policy ta;, lowers the probability of a dispute by decreasing the distan
between} andt} and leaves the home government better off if they avoid autsp

Rewriting the FOC for the home government’s maximizatiasbpem associated wittj yields:

S = 5)[un (£5) — un ()] + [1 = F(] — 5)]uy (£7) = 0

Sincet; is uninfluenced by;, we can rewrite the FOC as:
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ot

h(ﬁ)%
2

+9(t5) =0

whereh(t7) is the total derivative of the FOC with respectifaandg(t;) is the total derivative
of the FOC with respect tty.

Rearranging yields:

oty _ —g(t3)
oty h(ty)

Substituting in the total derivatives(t}) andg(t;) yields:

o _ S = t5)[un(t5) — un (t1)] — f(E — 65)[uly (£5) + wy (7))
oty /(87 = t5)[un(t3) —un (7)) = 2F (87 — t5)w/ (1) + [1 = F(&7 — 13)July (1)

Since f'(k) = 0 for the uniform distribution, this equation can be signeddmgerving that

uy > 0anduy, < 0forallt € [A, BJ. It follows that gﬁ > 0. This implies that} “inherits” the
2

properties ot} that are described in Corollary 2. O

Proposition 10. If f(t7 — t5)uly(t3) < —[1 — F(t7 — t5)Ju4(t7) thenZI) > g and 01 <

Proof of Propositio 10: Audience Effects on Optimal Idifalicy. This proof builds off of the
proof for Propositiori 9 which showed th%% > 0. Now, we consider Whethegg < 1. If
g—g < 1, then equilibrium increases itj result insmalleraccompanying increases4n Sincek
is distributed uniformly, this would imply that the postsgute effect dominates.

Recall the expression f(%% with the uniform distribution simplifies to:

oty _ St = t5)[uy (t3) + wip (8]
oty 2f(t7 — t)u'(87) — [1 = F(7 — t5)]u (7)

Since Proposition]9 implies that the numerator and denaimihave the same sign, fé% <1

it must be the case that:
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FE7 = )y (t5) + iy (1)) < 2f (87 — 5)u/(17) — [L — F(&] — t3)]uf (t7)
FUE = t5)u(t5) < =[1 = F(t7 — t5)u” (t3)

yielding the condition stated in Proposition 10.

Appendix 2: Empirical Model

Following Imai and VanDyk (2005), | let the observed multimal variable,Y;;, take on a distinct
value depending on the status of tafifit timet. Letj = 1, 2, 3 index the 3 statuse®8y/TO Dispute,
Unilateral Removal, In EffectCall j = 3, In Effect the base category. L&, = (W1, Wio) be
a vector of 2 latent variables, associated WO DisputeandUnilateral Removalfor tariff ; at

time¢. The observed variabl&;; is modeled in terms dfl’;;; via:

0 if max(Wy) <0
Yie(Wit;) =
j if max(Wi) = Wi; >0
wheremax(W;,) represents the largest value in the vedlgy. The latent variables are modeled

as a function of thé observed covariates.

Wi = XS+ eir, e ~ N(0,%)

X, is a2 x k matrix of observed covariates afds ak x 1 vector of coefficientst = (oy,,) is
a positive definite x 2 matrix. For identification, the model assumes that= 1. The Bayesian
approach implemented here uses the MCMC procedure devkelyplenai and VanDyk (2005) to
sample to sample from posterior distributionssadnd?:, based on particular prior distributions. |

use very agnostic priors, where each elementisfdistributed normally with meahand variance

a7



100@ For the main MNP model, | used a burn-in of 20,000 draws antlésgry fourth draw from
70,000 subsequent draii/s.

66Setting the prior variance ttD0 means that the prior distribution is very diffuse and urijike influence results.
87For the models with calendar month and age polynomials dfedas covariates (described below), | set the prior
variance to 80, used a 15,000 draw burn-in, and kept evergtfalnaw from 60,000 subsequent draws.
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Figures

Figure 1. Amount of U.S. Media Coverage of Zeroing Over Time
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Number of articles mentioning zeroing over time. The searsd the terms were “united states and dumping and
zeroin! and commerce” in Lexis Nexis Academic Universe, i Newspapers and Wires and Major Newspapers.
Search conducted on 10/05/10. Hits were checked for apjptemontent.
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Figure 2: Paths Along Lifespan of AD/CVD Petitions
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Figure 3: Distribution of Number of Months from Tariff Ingtion to WTO Dispute
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Figure shows distribution of the number of months elapsmigatween an affirmative preliminary ruling and a WTO
dispute targeting the tariffs associated with that petiti8ample is identical to that used in empirical analysis-co
sisting of AD and CVD petitions initiated by U.S. firms agditraiding partners who were WTO members, covering
1995-20009.
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Figure 4: Effect of Unemployment on Probability of WTO Diseuby Election Year
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Mean of distribution calculated from samples from postedistribution of coefficients. Figure uses the posterior pa
rameter distributions from Model 7. The values of U.S. uniEyment range from the samp&*” to 75" percentiles.
For an unemployment level and associated probability of dispyigu), the risk of a WTO dispute for an election
year equald — p(u)'2. Other covariates are set to their sample means, with Ffditection set to 1.
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Figure 5: Effect of Unemployment on Probability of UnilaaeRemoval, by Election Year
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Mean of distribution calculated from samples from postedistribution of coefficients. Figure uses the posterior pa
rameter distributions from Model 7. The values of U.S. unkayment range from the sampé*” to 75" percentiles.
Other covariates are set to their sample means, with Hidiiiction set to 1.
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Figure 6: Number of Petitions Receiving Preliminary Apmbwverses U.S. Unemployment Rate,
1995-2009 (Monthly)
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Figure plots the number of petitions receiving their prétiany approval in a particular month verses the 6 month
moving average of the U.S. unemployment rate for that madrithine is from bivariate linear regression of number
of approvals on unemployment.
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Figure 7: Effect of U.S. Exports on Probability of WTO Disputnd Unilateral Removal
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Mean of distribution calculated from samples from postedistribution of coefficients. Figure uses the posterior
parameter distributions from Model 7. The values on theZumttial axis represent the percent of U.S. exports going to
the country targeted by the tariff, and the values range ttmrsample5t” to 75" percentiles. Other covariates are
set to their sample means, with Plaintiff Election set to 1.
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Figure 8: Effect of U.S. Exports on Probability of WTO Disputnd Unilateral Removal
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parameter distributions from Model 7. The values on thezumtial axis represent the percent of U.S. imports coming
from the country targeted by the tariff, and the values rdnga the sampl@5?” to 75" percentiles. Other covariates
are set to their sample means, with Plaintiff Election sdt.to
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Tables

Table 1: Cox Models: Risk of WTO Dispute

Model 1 Model 2 Model 3 Model 4
U.S. Elec. Yr. * U.E. -0.544* -1.978*+* -0.521* -1.394**
(0.322) (0.588) (0.295) (0.454)
U.S. Unemployment 0.088 1.025** 0.063 0.678*
(0.127) (0.367) (0.162) (0.319)
U.S. Elec. Yr. 3.237* 10.278*** 3.251* 7.469***
(1.587) (2.960) (2.502) (2.364)
U.S. Exports 0.018 0.280*** 0.025 0.267***
(0.045) (0.068) (0.035) (0.073)
U.S. Imports 0.009 -0.348*** 0.011 -0.336***
(0.038) (0.075) (0.031) (0.087)
Pl. PCGDP 5.41K) 5%+ 0.000***
(1.35x107°) (0.000)
Pl. Elec. Yr. * U.E. -0.006 -0.003
(0.066) (0.066)
Pl. Unemployment -0.027 -0.021
(0.033) (0.031)
Pl. Elec. Yr. 0.341 0.297
(0.518) (0.544)
Month 0.071*** 0.074***
(0.016) (0.021)
Month Sq. -3.04X104xxx -3.56% 10~ 4xx*
(7.84x1079) (1.15x107%)
Log-likelihood -404.609 -235.620 -386.981 -226.487
Num. Tariff 574 437 574 437
Num. Disputes 78 52 78 52

Coefficient estimates from Cox proportional hazards modl mbust standard error®/TO Disputds the failure

event, withUnil. Removtreated as right-censoring.
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Table 2:

MNP Models: Risk of WTO Dispute

Model 5 Model 6 Model 7 Model 8
WTO Dispute
U.S. Elec. Yr. * U.E. -0.253 -0.973 -0.300 -0.785
(-0.438, -0.067) (-1.365, -0.606) (-0.562, -0.043) (-5,20.392)
U.S. Unemployment 0.048 0.517 0.046 0.431
(-0.048, 0.143) (0.263, 0.813) (-0.105, 0.176) (0.13550)7
U.S. Elec. Yr. 1.416 5.049 1.720 4.143
(0.463, 2.332) (3.186, 7.056) (0.377, 3.026) (2.163, 6.262
U.S. Exports -0.001 0.135 0.010 0.135
(-0.027, 0.023) (0.069, 0.212) (-0.020, 0.043) (0.07306)2
U.S. Imports -0.017 -0.167e 0.003 -0.169
(-0.034, -0.002) (-0.259, -0.086) (-0.027, 0.031) (-0,285093)
Pl. PCGDP 2.216 x10—° 22774075
(1.013 x10~2, 0.000) (1.074x0~2, 0.000)
Pl. Elec. Yr. * U.E. -0.007 -0.005
(-0.069, 0.053) (-0.076, 0.059)
Pl. Unemployment -0.014 -0.014
(-0.054, 0.024) (-0.062, 0.024)
Pl. Elec. Yr. 0.191 0.162
(-0.303, 0.680) (-0.365, 0.693)
Intercept -3.216 -6.974 -5.009 -7.841
(-3.958, -2.537) (-8.689, -5.383) (-6.120, -2.851) (-9.86.156)
Unilateral Removal
U.S. Elec. Yr. * U.E. -0.240 -0.072 -0.142 -0.025
(-0.368, -0.120) (-0.224, -0.007) (-0.423, -0.051) (-@.1:D.001)
U.S. Unemployment -0.126 -0.033 -0.089 -0.016
(-0.198, -0.058) (-0.122, -0.003) (-0.173, -0.036) (-@,0D.001)
U.S. Elec. Yr. 1.168 0.3460 0.688 0.118
(0.592,1.782) (0.032, 1.092) (0.250, 2.032) (0.007,0.577
U.S. Exports 0.021 0.010 0.015 0.003
(0.005, 0.038) (8.909 x0—*, 0.034) (0.004, 0.039) (6.9828°, 0.017)
U.S. Imports -0.017 -0.012 -0.011 -0.003
(-0.034, -0.002) (-0.039, -0.001) (-0.031, -0.002) (-@,00.000)
Pl. PCGDP 3.202 x10~%6 1.104x106
(3.955 x10~°7, 0.000) (8.808%0~2, 0.000)
Pl. Elec. Yr. * U.E. -0.007 -0.002
(-0.025, 0.000) (-0.001, 0.000)
Pl. Unemployment 0.002 8.103x0—4
(-8.424 x10~4, 0.011) (-3.260%0—%, 0.005)
Pl. Elec. Yr. 0.065 0.020
(0.005, 0.230) (-9.95200~5, 0.107)
Intercept -1.694 -0.566 -0.955 -0.201
(-2.110, -1.300) (-1.547, -0.081) (-2.214, -0.512) (-8.89.019)
Calendar Month Trends N N Y Y
Age Trends N N Y Y
Num. Tariff 574 437 574 437
Num. WTO Disputes 78 52 78 52
Num. Unil. Remov. 318 261 318 261

Mean of posterior density for each covariate, Wé O DisputeandUnil. Removal with 95% confidence bands.

Base category it Effect
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