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Abstract

This article proposes a model of endogenous protection by integrating informed and non-in-
formed voters in the population. The model also distinguishes between interest groups and pres-
sure groups, by considering that the members of one interest group do not necessarily organize as
a pressure group (lobby). The endogenous tariff stemming from the model is an increasing func-
tion of the relative influence of the lobby, and the aforementioned function itself increases in ac-
cordance with the part of non-informed voters. This framework avoids formalizing contributions.
It also permits to show that the conditions of the lobbying’s efficiency depend on the nature of the
free rider comportment of the interest group members.
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1. Introduction

Taking into account the interactions between politics and economy started with Buchanan and Tullock’s work in
1962 [1]. The reality of these interactions has often been highlighted since then and a lot of articles have shown
that the activity of organized groups motivated by rent seeking had highly detrimental consequences on the
economy ([2] [3] for example).

A lobby (or “pressure group”) is first of all a group of interest (a group of individuals sharing a common indi-
vidual interest) but, unlike the latter, the group members have rallied to organize a collective action in order to
pursue their common individual interest collectively".

The lobbying models have often taken into account two goals that are partly exchangeable for the politician,
namely the contributions received from private interests and social welfare. Peltzman ([5]) initiated this process

ISee [4], for the different basic factors needed to transform an interest group into a pressure group.
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and numerous writers followed suit, such as Hillman ([6]) or, more recently, Grossman and Helpman’s ([7] [8])
model, which seemed particularly strong ([9], for example), became the reference in terms of endogenous pro-
tection.

Within this framework, the existence of non-informed voters, i.e. voters whose preference can be influenced,
is an inescapable hypothesis (see [10]). Indeed were the voters not easily influenced, the campaigns costs would
be inefficient and the contributions as well as the contributors would be unjustified.

The presence of non-informed voters is most often implicit in the literature. It serves as backdrop to the analy-
sis, as in Grossman and Helpman.

So this article aims at proposing a model of endogenous protection integrating explicitly the parts of informed
and non-informed voters. We show that taking into account the distinction between informed and non-informed
voters explicitly allows thinking in terms of implicit contributions, which is to determine the endogenous tariff,
by making the part of informed voters an inverted proxy of the lobbies’ influence (their interests being taken in-
to account via the contributions given). It’s no longer necessary to optimize an objective function including a
weighted sum of social welfare and contributions in order to determine the endogenous tariff applied.

From this point, optimal tariffs for sub-groups of the population are calculated: for the lobbies and the rest of
the population (including, in an original way, the owners of specific factors who choose not to join the lobby—
those members remain a part of a pressure group but do not take part in collective action). Then these tariffs al-
low deducing the endogenous tariff actually applied according to the part of informed voters.

The trade policy depends strongly on the importance of informed voters in the global population. The wider
the awareness of economic and political mechanisms in the population, the more the given country will be seen
as a proponent of free-trade.

In our approach, the contributions paid throughout the election process do not make an explicit variable of the
model. If this may seem as a weakness in open transparent systems where contributions are publicly known, one
has to admit that opacity most often prevails in this field.

Adopting our way of thinking offers an alternative to current approaches better befitting some political sys-
tems in which the links between candidates and lobbies are a priori forbidden or not really transparent?.

In Section 2, we will present the model; in Section 3, we will solve it and in Section 4, we will discuss the results.

2. The Model

We distinguish five kinds of actors: the informed voters (not influenceable), the non informed voters, the owners
of specific factors (and inside this group, those who are engaged into lobbying action and those who simply re-
main part of an interest group), and the government (or “incumbent”, since our approach is not an electoral
competition approach).

The Figure 1 below makes it clear how these different actors connect together.

Informed Uninformed
voters voters
I Whole !
! population |
-
Pressure Interest
group group

Figure 1. Different kinds of actors.

The USA is the country where the economic and political processes are most transparent (see for instance [11], capable to carry out tests on
the contributions paid by American lobbies since a century). Conversely the lack of information on these relations is particularly pronounced
in developing countries (on these questions of data and methodology see [12]).
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The incumbent has an objective function (G) with respect to two variables: the lobby’s welfare (W') and the
rest of the population’s welfare (WF). Following [5] and [7] [8], the incumbent has such a function for each

economic sector. This function G :G(WP,W') is supposed to be of linear form, following Grossman and

Helpman’s standard objective function.

a s the part of informed voters in the global population. The weaker « , the more influential the lobbies®.
The population is normalized to 1.

Individuals have identical additive utility functions in the shape:

U =6, +>U(6)

& is consumption of good Z, which serves as standard with a domestic and international price normalized to 1.
Hxi is the consumption of good X, (i=12,---,n).

The utility functions are differentiable, rising and strictly concave. The standard good is produced from labor
only (a work unit produces a good unit). The other goods are produced each by labor and a specific factor with
constant returns to scale. All prices are measured in accordance with the standard. Since the domestic price of
good Z has been normalized to one, the competitive wage must equal one in any equilibrium in which this good
is produced ([8], for example).

We extend Grossman and Helpman’s standard model so as to consider that the government exerts trade poli-
cies (creating a gap between domestic and international prices) for political support motives.

We consider n economic sectors.

P =(P,P,,P,) isthe vector of domestic prices of non standard goods 7, =(,,7,,--,z,) is the vector of
international prices of non standard goods. I = (rl, K, rn) is the vector of trade taxes (a tariff on imports or a
subsidy for exports if superior to 1). So for each sector i we have: P, =zr,.

We have n interest groups (potential lobbies, corresponding to the factors owners); only one part of these
groups is capable to overcome the problem of collective action ([14]) and to become lobbies’.

The consumer surplus is the variable chosen to appreciate the voters’ welfare:

S(R)=2U(d(R))-2PRd(R) and: S(rz)=3U(d(rz))-2rmd (r7), with d; the demand in

good i.

The tax policy also determines the tax revenue (R). We write that g, represents the produced domestic quan-
tity of output for the sector i. We have the tax revenue:

R(r,7)= Z((r. -1z (di (rz)-aq (r7 ))) .

where d; (f7;)—0; (r7;) represents the demand minus the production, i.e. the imports (M;). A customs tariff
exists when at least one factor of production specific in the industry is present. The tariff (subsidy) also deter-
mines the rent earned from this factor of production. Given II; (P,) the rent aggregate entailed by tariff (sub-
sidy).

The general welfare (W) is the summation of these three elements to which we add the aggregate labor supply
(L) as in the Grossman-Helpman standard model:

W(I’,ﬂ)z L+iZHi(ri”i)+ R(I’,ﬂ)+8(r,ﬂ')

The right-hand side of this equation represents the sum of labor income (competitive wage being equal to one),
profits, tariff revenues and the total consumer surplus (welfare is then expressed in a monetary fashion).

We distinguish several groups within the population (normalized to 1). In sector i, y; is the part of capital
owners (interest group), z; is the part of capital owners who have overcome the difficulties stemming from

8According to this typology, the stronger the part of informed voters, the better the situation fits the theorem of the median voter. Conversely
the stronger the part of non informed voters, the more present the interest groups ([10], p. 39). How important it is to consider the part of non
informed voters is notably illustrated by [13]’s study. The author develops an analysis based on a model close to [7] to analyze the role of
the information the voters detain. He shows that the level of information is crucial in the choice politicians in office make to satisfy the in-
terests of the median voters or to get closer to the lobbies by swapping sector policies that favor the lobbies for some funding.

*A lobby is first of all a group of interest (a group of individuals sharing a common individual interest) but, unlike the lobby, the group
members have not rallied to organize a collective action in order to pursue their common individual interest collectively. [4] explains the
different basic factors needed to transform an interest group into a pressure group.
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collective action (pressure group or “lobby”)°. We have y > 7 . The part of non-organized owners is
(x4 — %) and the population except the lobby is (1- 7).

WiI is the lobby’s welfare and W P the welfare of the population except the lobby.

The lobby’s welfare is expressed as:

W' (r.7)= %L +ﬁ'Hi (rm)+ Z-[R(rz)+S(r7)]
I

L represents the supply of labor, TT represents the productivity of the specific factor, R represents the tax
revenue, and S represents the consumer surplus.

The first term represents the part of labor offer coming from the lobby’s members, the second term represents
the part of the rent of the specific factor’s falling to active members of the interest groups (that is to say to lob-
by’s members), the third terms is the part of consumers surplus and customs revenue falling to the lobby’s
members.

The population’s welfare (except the lobby) is expressed as:

w* (r.n>=z[<1—;a>- L+ A2, (i >j+<1—;a)-[R(r.n>+8(r,n)]
i Zi

The first whole additive term represents the part of labor offer coming from the population except lobby’s
members and the part of the rent of the specific factor’s falling to the members of the interest groups (and not to
lobby’s members), the second terms is the part of consumers surplus and customs revenue falling to the popula-

tion.

3. Resolution
3.1. Optimal Tariff for the Population except the Lobby

In the typical situation of a sector politically organized since it is in competition with imports, the function is
rewritten:

WP (rz)=(1-2)-L + AT (rr ) + (1= 7)-[(6-2)- M, (1) +5 (5, 7)]
Xi
with M; the quantity of imported good i.
Remark: for the sake of simplicity from here on we won’t indicate indice i for y and 7 anymore, which
doesn’t change anything to the calculus and the results.

%VTPZM'H;(G”i)JF(l—}?)'[(G —1)M{(ri)+Mi(ri)+Si’(ri,7zi)]:0

i X
and (by Hotelling’s lemma)®:

K (1 2) (1M (1) =1 2)(M (5)+51(5.m))
entailing:

(- D) i)+ E g
(1-2)-M{(r)

®Helpman considers that an individual’s support of a tariff is an increasing function of the part of specific production he owns [15]. One may
conclude that it’s from the fraction (or concentration) of the factor of specific production owned that the benefit of the tariff is high enough
to compensate the cost of collective action and to make the political organization of the owners of factors of specific production possible. It
may be deduced in our framework that if the specific factor is unequally distributed, only those who own enough will see an interest in col-

lective action (7).

(5 -1)=-

drt
1T, (P) is the rent coming from the specific sector. With Hotelling’s lemma (see for example [16], p. 680), we have: d—P' =¢;; with g

the domestic quantity produced by sector i. The slope of the profit function is so the industry supply curve.
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This expression can be simplified. For one sector, the consumer surplus is:
Si (Pi):U |:di (PI):|_PIdI (PI)

The surplus is derived in relation to the price:
dSi ’ '
-SRIV Td(R)]-R]-
dP
A unit of standard good (price equal to 1) is produced with a labor unit, we have:

U'(d;(R)-PR)=0, entailing: ?:_d_

We rewrite:

(1-2)(Mi(r)-d,)+ £ % -q

(1-7)-M{(r)

The imports correspond to demand minus supply, thus we have:

(n—l)— )

(1 z) M/ (1)

The optimal tariff for the population is:

(1)=—8)_2 (1=2)
MI(r) x (1-2)
(ri" —1) is negative, which corresponds to an import subsidy or an export tax. In the absence of lobbies, not

only will the population favor free trade (maximization of the consumer’s surplus), but it may also wish the im-
port prices to be diminished through a subsidy (on this issue see also [15]).

3.2. Optimal Tariff for the Lobby

We have:
A )ZL+§H,( )+ 2 [R(r.z)+5(r,7)]
=21 ) () (0 -DMI(5) M (1) +50(5,)] =0
entailing:
;2(—qi)+%q.

(v —1)=M

M/ (1)

which corresponds to the optimal tariff for the lobby. It’s to be noted that the tariff depends only on the basic
characteristics of the lobby and its sector: sector production, rigidity of the import demand and part of the inter-
est group in relation to the whole population. The rigidity of the demand is a general principle in terms of taxes,
applicable in the framework chosen here.

The part of the interest group in the population (which has a negative impact on the tariff level) comes under
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the Olsonian small size condition of creation and efficiency of the lobbies. The positive relation between the size
of the industry and its tariff was highlighted relatively early ([17]). It’s also present in Helpman [15], for whom
the tariff is an increasing function of the volume of production of an industry (Helpman explains that a high
production increases the stakes of protection) and it is also demonstrated by [18], specifying: “The positive firm
size variable validates the notion that larger firms wield greater political influence because of their greater
command over resources and more bargaining power with the government”.

This condition must not be mistaken for the one of the lobby’s small size which concerns the number of spe-
cific factors owners, not the sector’s output.

3.3. The Tariff Applied

(ri* —1) is the tariff really applied. This tariff is a mix of the tariffs both the population and the lobby prefer
(they are the two theoretical extremes).

We have: (' -1)> (" 1) >grf’ -1).

In the framework of traditional political support, whether it be in terms of regulation in the manner of the ap-
proach Peltzman initiated ([5]) or in terms of election competition in the manner of the approach Brock and
Magee initiated [19], the contributions are paid by the lobbies against tariffs so that the politicians may finance
their campaigns and influence the voters’ perception.

For the demonstration of the efficiency of lobbying, one can refer to [20]. The authors show that the firms
which spend more on lobbying in a given year will pay less taxes the following one. Thus, on average for a firm,
a 1% increase of lobbying costs decreases the effective rate of taxes in a range of —0.5% to —1.6%.

For the evidence of the efficiency of campaigns on voters’ choices, see [21].

We think here in terms of implicit contributions. The part of non informed voters is a proxy of the lobbies’ in-
fluence (and of their interests being taken into account). Indeed the contributions are linked to the tariffs, but
once we know which tariff the population and the lobby favor and we know the part of informed and non in-
formed voters, we can deduce the tariff applied without having to formalize the contributions (which are the tra-
ditional conveyor of the influence of lobbying, this influence being directly appreciated by (l—a) ).

If all the voters are informed (azl), the lobbies have no influence (and no justification—[22]). Then,

r-1)—(r"-1).
( Conversely, if all the voters are non-informed (a = O), then the lobbies have the upper hand, the voters are
completely passive and (ri*—l —(r' -1).

The reality lies in-between and one considers that the more informed the voters, the more taken into accounts
their preferences, according to a simple linear relation.

G is the decision maker’s objective function:

G= Zi:((l—a)~Wi' +aWip).

One assumes, in the manner of Peltzman, that such a function exists for each sector, we have:
G =(1-a) W' +aW?

In the framework of implicit contributions, maximizing G leads to the same solution as calculating (ri* —1)
from the following function:

(7 -1)=(-a) (i -1)+a(r" -1).
Then the endogenous tariff applied can be deduced:

(r-1)q (27D (7+a-)
| o M(z-Y
Thanks to this tariff a vector of trade policy can be expressed according (notably) to the part of specific fac-
tors owners in the population and according to the part of these owners who are organized into an active lobby.
We can observe that (r”—1) can be positive as well as negative. The tariff is positive when ( z+a-1) is
negative. Then we have trade protection (not an import subsidy, for instance), when (for a given lobby),
a< (1—;2), i.e. when the part of informed voters is sufficiently low (informed voters being able to know how
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harmful a tariff is concerning their welfare). Under the (1—;2) threshold of informed voters, the lobbies have
enough influence to impose a protection. This threshold will be all the higher (and a constraint) as the lobby is
efficient (i.e. 7 islow).

The next section analyses in depth the properties of this endogenous tariff.

4. Discussion

First of all it can be noticed that the tariff the population favors is negative, which is logical since, were it not,
the people concerned would be incited to organize in pressure groups, which fails to the other group considered
by the model (who favors a positive tariff).

Thus it can be noticed that the more inflexible the import demand (M’ being low), the higher the tariff ap-
plied, which can be interpreted as follows. Supposing one measure lowers the well-being all the less because it’s
little distortive, then a lobby’s demands will be all the more likely to be met because they are little distortive.

By reasoning on tariffs (distortions on prices) a lobby’s action decreases the well-being all the less as the
function of import demand is little flexible’.

A study of tariffs permits to confirm the standard results concerning the lobbies’ creation and efficiency.

|
Thus we have Zi = gllvl’ <0, which is the Olsonian condition of the efficiency of collective action condi-
X X
tioned by the lobby’s small size® (see [14]). It can be noted here that the part of the lobby in the population (;2)
doesn’t impact the determination of the lobby’s optimal tariff, contrary to the part of the interest group (;()
since, concerning the latter, the small size condition must be verified first so that the lobby may emerge and ap-

ply pressure in order to obtain a tariff.
o 0.7 . o I
Conversely we have, ——=——""——>0, which, by comparison with —-, is a clear illustration of the
oy x’M'(7-1) ox
antagonism between the lobbies and the population, this antagonism being itself the opposition between private
and general interests”.
Among the well-known results, it can also be noted that the more inflexible the import demand, (M" being
low), the higher the tariff.
Mixing the two results relating to y entails an applied tariff which decreases when the lobbies become less

efficient (s Jy = Ll < Oj ; which has been a well-known result since Olson’s work ([14]).
fi -
If one focuses on the sub-group of capital owners organized in lobby, we have:
or,
—=(1-%)-q- a > <0. This derivative can be interpreted as a deeper Olsonian condition: even af-

ox M ';((—1+ 7)
ter the collective action has started, the lobby will be all the more efficient as its size is small. This can be ex-
plained by the increase of the per capita gain, which further incites to lobbying and to maintaining the Olsonian
social pressure controlling the free rider comportment.

The part of informed voters is also factor of difference. We verify that o, _ (x-1)-q ——%—<0.1t
oa My (-1+ %)

means that when the part of informed voters increases, the tariff applied decreases: lesser influence of the lob-
bies on the population (informed voters being non influenceable), and lesser consideration by the decision maker
for lobbies and the contribution they could provide. This result echoes a [26] study, which analyzes the role of
demography in relation to trade policy in the field of political support.

The author shows that the choice to retire entails systematic effects on the voters’ choice that they should be
informed as well as on their preferences in relation to trade policies. This leads us to conclude that a life cycle

On this point see, theoretically, [23] (p. 383), [7] (p. 842), and [15] (p. 6).

8Wellisz and Wilson believe that a group can reach its objectives even if its sole advantage is its small size ([24], p. 367, p. 372).

°For a historical example of the antagonism between private interests and collective well-being in the case of an endogenous trade policy,
see [25]. The article shows how the American free-trade policy was damaged by the 1930 “Tariff Act”, initiated by Willis Hawley (a con-
gressman) and Reed Smoot (a senator), in spite of a petition to President Hoover signed by over a thousand American economists.
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effect does exist concerning the voters’ preferences on trade policies.

Finally we study the role of the specific factor concentration/dispersion inside the interest group. This con-
centration is already important at the sector level, having facilitated the emergence of collective action (i.e. 7
is low). The stronger the concentration inside the potential lobby, the closer 7 to .

£ is the concentration of specific factor, with g = % \We show that when S increases the tariff applied
v4

decreases™. It means that the higher number of factor owners in the pressure groups (and not in the lobby), the
less efficient it is. This result can be explained if we consider that since the factor concentration (part of the
lobby’s members relative to the whole population) allowed collective action to emerge, this collective action
will be all the more efficient as the actors mobilized are few in the group while the non mobilized actors still
benefit from their passive free riding action.

The concentration effect inside the group outweighs the free riding it entails.

5. Conclusions

By focusing part of our reflection on the respective comportments of informed and non-informed voters, we
make it possible to simplify Grossman and Helpman’s model by considering “implicit” contributions (present
but not formalized).

The model makes it possible to deduce the endogenous tariff applied by the decision maker according to the
relative force of informed voters. This tariff has the properties expected, notably the Olsonian condition of effi-
ciency through a small size.

Making a distinction between an interest group and its part organized as a lobby makes it possible to show
that the applied tariff has properties in terms of free riding comportment: it is being possibly counterbalanced by
the greater efficiency of a higher concentration of specific factors owners. Let’s note that free riding itself is
here of a particular nature in the sense that the strong concentration of the lobby’s members inside the interest
group entails mechanical free riding, which does not imply a strategic comportment on the free riders’ part: in-
deed they benefit from the tariff, but the part of specific factor they own doesn’t generate a rent amount higher
for them than the cost of collective action.

By differentiating the specific factors owners and the part of the specific factors owners organized in a lobby,
the QOlsonian condition can be seen as a two-step process for the lobbies’ formation and efficiency. On the one
hand, the small size of the specific factors owners allows limiting free riding and permits collective action, then
once collective action is effective, a second manifestation of the small size appears (when considering the small
size of the lobby within the interest group). It creates de facto free riding, albeit unable to threaten neither the
lobby’s existence nor its efficiency.

It is also shown that the tariff applied decreases with the part of informed voters. Since a “life cycle” factor
has been identified concerning the voters’ preferences on trade policies (see above [26]), the model will also
permit to formalize this life cycle by making the part of informed voters endogenous according to the age pyra-
mid in the population.
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