Economic Geography, Electoral Institutions, and the

Politics of Redistribution

Chapter 1 — Who Gets What and Why?

The Politics of Particularistic Economic Policies
Stephanie J. Rickard

Why do politicians in some democracies provide npamicularistic economic policies
than in others? Particularistic economic policieestively assist small groups of citizens at
the expense of many. Government-funded subsidiesximple, help people employed in the
subsidized industry but do so at the expense @atgers. Subsidies to the US sugar industry
sustain a domestic sugar price two to three tinigisel than the world’s market price. As a
result, approximately 20,000 US sugar cane farmegsive an extra $369 million dollars a
year (Beghin et al. 2003, Frieden, Lake, and Szha®10: 234}. These benefits come at a
cost to American taxpayers and consumers. Theypadditional $2.3 billion dollars a year
for sugar due to the policies that support the stigqu(Beghin et al. 2003, Frieden et al. 2010:
234). In effect, particularistic economic polici¢ike subsidies, redistribute wealth among a

country’s citizens.

1 Above the internationally determined value for toenmodity. Calculations are for 1998
converted into 2006 US dollars.



While the political motivation behind such policiess well understood (e.g. Olson
1965), the cross-national variation is AdElected leaders in some democracies enact more
particularistic economic policies than others, sy in substantial differences in both the
frequency and magnitude of such policies acrossodeatic countries. Governments in the
United Kingdom, for example, often provided subssdto individual firms, including state-
owned companies like British Steel and British Aag®, during the late 1960s and early 1970s
(Sharp, Shepherd, and Marsden 1987). The Industty oA 1972 explicitly authorized
government subsidies for individual firms and indes in order to boost investment (Bailey
2013). To stimulate investment in the paper indudtie government provided £8 million
pounds of subsidies to the industry (Bailey 2013).

In contrast, during the same period, the West Gerg@aernment rarely supplied
particularistic economic policies (Owen 2012). Tdmvernments’ portfolio of distributive
policies consisted principally of programs thatdféed large groups of citizens (Owen 2012).
Subsidies, when provided, were made availableltma@listries in the manufacturing sector
rather than a select few (Shepherd, Danehand Saunders 1983). The government routinely
refused to provide subsidies to individual firmsl{&tz and Wolter 1987). It focused instead
on building a comprehensive framework of policieattwould benefit large numbers of
citizens called th&oziale Marktwirtschaft (Sharp et al. 1987).

The cross-national variation in particularistic eomic policies is puzzling. Why does

such variation exist among democracies? Demociadig¢utions are ostensibly designed to

2 Producers’ demands often prevail over the intsreStaxpayers and consumers because
producers are fewer in number and can consequerginize more easily than taxpayers
(e.g. Olson 1965, Alt and Gilligan 1994). Producds® have more at stake. Government
subsidies can mean the difference between bankraptt profit. However, for taxpayers,
the cost of any given subsidy program is negligibkxpayers consequently have few
incentives to oppose subsidies. Particularisticenuc policies are therefore an
understandable policy outcome — even in democracies
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serve the common good. Yet in some democraciegicmis routinely cater to the interests
of a few rather than the good of many. Leadersranée and Australia, for example, often
provide subsidies selectively to only certain prals. In contrast, governments in Finland and
Italy typically provide general assistance to laggeups of producers (Verdier, 1995: 4). Why
are democratically elected leaders more respomsiparochial interests in some countries than
in others? Furthermore, why does the variationartigularistic economic policies persist in
the face of globalization? International economtegration is thought to compel governments
to adopt similar policies. When a foreign competigceives generous government subsidies,
home governments often come under pressure to \suygghparable levels of support.
Subsidies to China’s steel industry, for instapcempted demands for government assistance
in other steel-producing states including Franke,Wnited States, Germany and the United
Kingdom (Wong 2014, Rankin 2016, Farrell 2016). de$pite the competitive pressures from
increased international trade, countries contirmexhibit different levels of support for
producers.

Even in the wake of the 2008 economic crisis, govents’ enthusiasm for targeting
economic assistance selectively varied across tgeanSome leaders raced to provide aid to
troubled industries. The French president unvedédtrategic national investment fund” to
buy stakes in certain French industries to praifeem against foreign “predator¥’ln Italy,
the Prime Minister called subsidies a “categoringberative” in times of economic distress
and rejoiced over their new post-crisis vodaée Australian government increased budgetary
assistance to industry by 26 percent from 20060tb02and the British government poured

money into select parts of the economy that weesngel to “make a differencé”.

3 The Economist Nov 1, 2008: 62.

4 The Economist Nov 1, 2008: 62.

5> The Economist Nov 1, 2008: 62 and author’s calculations from Aalsin budget data
available ahttp://www.budget.gov.au/past_budgets.htm
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Not all governments rushed to help domestic produdellowing the economic
downturn. Germany’s economics minister, Michael Glovarned that privileging certain
industries went against “all successful principtésour economic policy®. The Swedish
government refused to bail out the ailing domeatitomotive industry. The Prime Minister
said he would not put “taxpayer money intendedniealthcare or education into owning car
companies”. The varied governmental responses to the Grea¢Rim highlight the key
puzzle motivating my research: why are democrdyicgected leaders in some countries more
willing to supply particularistic economic policiéisan in others?

| argue that electoral institutions and economuamggaphy work together to explain why
particularistic economic policies are more generiousome countries than others. Electoral
institutions generate incentives for politiciansd gparties to pursue certain (re-) election
strategies. Geography determines which policiesd=mplish the institutionally-generated
electoral tactics. Sometimes particularistic ecomopolicies are the most efficient option to
aid (re-) election.

Particularistic economic policies take various fernGovernments can assist select
groups in the domestic economy using low intergstnicing, reduced regulation, tax relief,
price supports, monopoly rights, and subsidiesratoe just a few possibilities. These policies
are often referred to as “industrial policy” or fporate welfare”. | focus on the primary tool
of industrial policy: subsidies (Stdllinger and Eioér 2016). Subsidies assist producers via
financial support from the government. Fiscal sdiesi appear in governments’ budgets and
include grants, loans and guarantees granted derenéial terms. The amount of money
governments’ allocate to subsidies varies acrogatces. | seek to explain this variation and

in doing so shed new light on the politics of rélition.

6 The Economist Nov 1, 2008: 62.
" http://on.ft.com/29RVywf




Why Subsidies?

Surprisingly little is known about the politics et government-funded subsidfes.
On their face, subsidies are a type of distribuggicy. They involve taxes and transfers and
necessitate decisions about the allocation of gowent assistance to identifiable localities or
groups (Golden and Min 2013). Subsidies may corsettjushare the political characteristics
of other distributive policies. Yet, different diktutive policies benefit different groups and
therefore engender dissimilar politics. Even subsidvary greatly with respect to their
beneficiaries. As a result, subsidies cannot easilglassified as being narrowly-beneficial or
broadly-beneficial without knowing more about tleeipients. Knowing who benefits from a
subsidy and where the beneficiaries are locatedrgebically elucidates the policies behind
subsidy programs.

Subsidies provide a valuable policy tool for goweemts. Government-funded
subsidies can increase employment and investmefti¢A et al. 2011, Criscuolo et al. 2012,
Stollinger and Holzner 2016). Traditionally, goverents used tariffs to achieve these goals
and support domestic producers. However, as théauof trade agreements limiting tariffs
on imported goods has increased, governments hewed to subsidies to assist domestic
producers (Ford and Suyker 1990, OECD 1998, Rick&tb). Governments often use
subsidies to offset the reductions in tariffs regdiby international treaties (Rickard 2012b).
The Japanese government, for example, plans teedser subsidies to pig farmers to
compensate for the reduction in pork tariffs essdleld as part of the Trans-Pacific Partnership

(TPP) multilateral trade agreemérBecause international agreements increasinglsicette

8 Although see Blais (1986), Verdier (1995), Aliagt(1999), Zahariadis (2001), and Aydin
(2007).

® The Japan News, May 21, 2014, S Edition, BusiGession, p. 8. Accessed via Lexis
Nexis. Currently a tariff of up to ¥482 yen is inggal on one kilogram of cut meat, such as
pork tenderloin or pork loin. However, the figurdhgradually be reduced to ¥50 yen over
15 years as part of the TPP agreement.



use of tariffs and efficient capital markets rettexchange rate manipulation, subsidies are
one of the few tools policy-makers have remainihghair disposal to privilege domestic
producers (Blomstrom and Kokko, 2003: 4-5, Thom@872!° As a result, subsidies are
becoming the near universal mode of state inteiwemt industry (Verdier 1995).

Subsidies involve large amounts of money and makeru increasingly important
component of many governments’ budgets. In the @@an Union, subsidies to the
manufacturing sector accounted for 2 percent aie/aldded or approximately €1,000 Euros
per person employed in the sector (Sharp 2003012, the British government spent £14.5
billion pounds on direct subsidies and grants tmpcers (Chakrabortty 2015). In the United
States, the Fortune 500 corporations received i@ 16,000 subsidies, worth $63 billion
dollars (Mattera 2014). The Australian governmeardréased spending on manufacturing
subsidies by 26 percent over a four year periothf@D06*! In addition to manufacturing
subsidies, many governments also fund agricultndeemergy subsidies, including support for
wind and solar energy producers.

As spending on subsidies grows, so too does tloditigal importance. In July 2016,
the British Prime Minister Theresa May created & mg@vernment ministry charged with
developing an industrial policy. The name of thevmeinistry included in its title the words
“industrial strategy’? This phrase was presumably included to send & nileasage that the
United Kingdom is not shy about having a proactindustrial policy (Pratley 2016). In fact,

the minister appointed to head the department lsaidad been “charged with delivering a

10 There are, of course, some international restriston subsidies. However, these
restrictions tend to be laxer than internationatrietions on tariffs. Furthermore, it is often
more difficult to determine if governments are sdizsng producers in violation of
international rules. Their relative opacity makebsdies a particularly inviting means by
which to aid producers (Kono 2006).

11 Author’s calculations from Australian budget datailable at
http://www.budget.gov.au/past_budgets.htm

12 The Ministry’s full title is the Department for Bimess, Energy and Industrial Strategy.
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comprehensive industrial strategy” (Ruddick 201@dustrial policy — and subsidies in

particular — appear to be enjoying something afreaissance (Stéllinger and Holzner 2016).

Understanding the politics behind subsidies isatoee increasingly important. | argue that the

politics of subsidies depends, in part, on the gaalgc location of the beneficiaries.
Economic Geography

Subsidies benefit people employed in subsidizedistrees by raising wages above
market rates and helping to ensure continued emq@ay in the industry. The number of
people working in a subsidized industry providesoagh estimate of the number of
beneficiaries® The beneficiaries of an industry-specific subsiiyy be more or less
geographically concentrated depending on the gebgralistribution of employment in the
industry. Some industries’ employees are geografifticoncentrated in a relatively small area
— sometimes just a single city or state. The U8l stelustry, for example, is geographically
concentrated — with most of its 149,000 employeeatkd in just three of the fifty US states.
But other industries employ people across the @gtiuntry. The Germany forestry industry
employs people in every region of Germany (Kiespsék and Schulte, 2009: 44). Similarly,
the construction industry in many countries emplogsple in virtually all regions.

The geographic distribution of beneficiaries inflaes the politics surrounding
particularistic economic policies. Geography mattbecause the incentives to cater to
concentrated or diffuse groups depend on a couwndigctoral institutions.

Electoral Institutions

Free and fair elections are a defining feature ehocracy. The rules that govern

democratic elections are often prescribed in atgisconstitution and are frequently referred

to as the electoral system. An electoral system set of laws and regulations that govern

13 Arguably, the number of employees provides a letingate of the number of beneficiaries.
The total number is likely higher as some peoplg benefit indirectly and the owners of
capital employed in the industry may also benefit.
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electoral competition between candidates or paotidmth (Cox, 1997: 38). These procedures
comprise a multitude of items, such as the electoraula, the ballot structure and the district
magnitude.

Scholars have devoted substantial research to stadeling the effects of electoral
systems on everything from the number of partieparliament and in government, to the
representation of minorities, and voter turnoutteAtion has recently turned to the policy
effects of electoral systems (e.g. Persson andllira#003, Chang et al. 2010). Despite the
growing attention to policy outcomes, no consermssemerged as to which electoral system
most incentivizes particularistic economic policieSxisting models make conflicting
predications about the relationship between elattostitutions and economic policies.

Present arguments typically focus on one key asyde electoral system, namely the
electoral formula. The electoral formula referght® method by which vote totals translate into
claims upon legislative seats (Cox 1990). Two nwtegories of electoral formulas exist:
plurality and proportional. In a plurality systemgtes are cast for individual candidates and
the candidate with the most votes wins office (Cb890: 906). In contrast, proportional
representation formulas allocate legislative seafzarties in accordance with the proportion
of votes polled by each party. Together these twmillas govern eighty percent of elections
held across the world (Clark, Golder and Golder0dter-Parliamentary Union PARLINE
database 2013).

The idea that the electoral formula is systemdticgalated to economic policy has a
long intellectual history. Studies by Ronald Roghwd987) and Peter Katzenstein (1985)
suggested a natural affinity between trade opersre$proportional electoral rules. However,
recent studies reach conflicting conclusions. Sauggests that particularistic economic
policies, like industry-specific tariffs, are mdrequent in plurality systems, as compared to

proportional systems (e.g. Grossman and Helpmab,Zb@dans 2009). Yet, others show that



particularistic economic policies are more frequantproportional systems (e.g. Alt and
Gilligan 1994, Rogowksi and Kayser 2002, Changl.eR@L10). The conflicting results raise
guestions about how democratic governance actualis in practice. Do the institutions in
contemporary democracies create incentives for rgovents to act in ways that reflect
democratic ideals? Or are some democracies mone pocspecial interest politics because of
the institutions governing their elections?

Argument in brief

| argue that institutions alone cannot explain @olbutcomes. Economic geography
must be considered together with political insttns in order to understand economic policy
outcomes. Electoral institutions generate incestfee politicians and parties to pursue certain
(re-) election strategies. Geography determineschvhpolicies best accomplish the
institutionally-generated electoral goals. In thsy, geography qualifies the effects of
electoral institutions on policy.

Institutions aggregate voters’ preferences. Theeefd is important to know what
voters want. Equally important, however, is wheogevs with shared policy preferences live.
The geographic location of voters with shared gdges matters because different electoral
institutions provide dissimilar incentives for galians to respond to concentrated (or diffuse)
groups. Knowing where voters with shared econonterests live is crucial for understanding
how electoral institutions shape economic policy.

Voters’ policy preferences depend, in part, on liogy earn their living. Most people
earn a majority of their income through their lalfdeoples’ incomes are therefore closely tied
to the economic fortunes of their employ&People want their employer to be economically
successful. Successful industries, for examples himd retain more employees, typically

offering more generous wages and compensation gaska/oters support government

14 1n the short to medium term.



policies that assist the industry in which they kveo they can enjoy higher wages and stronger
guarantees of employment.

Voters working in a given industry share a commoonemic interest in policies that
support the industry, such as subsidies and tariffdthough shared, this interest can be
described as “narrow” because most industries &lgiemploy only a small fraction of a
country’s total population. The heavily subsidiZzd8 steel industry, for example, employs
only 0.3 percent of the US population.

Narrow interests can be more or less geographicalhcentrated. It depends on the
pattern of industrial employment. Although indussrtoday have fewer constraints on where
they locate and employees tend to be more geogaphimobile, strong patterns of
concentration persist at both a national and redil@vel in many economies (Krugman 1991,
OECD 2008). However, not all industries are equatiycentrated. While the US steel industry
employs people in just a few locations, other indes employ people across the entire
country. In many developed countries, for examfle, tourism industry employs people in
nearly all regions.

Geography in Plurality Systems

In countries with plurality electoral formulas asithgle-member districts, politicians
have strong incentives to cater to geographicallyeentrated groups. To win office in a
country with such institutions, a politician mushwa plurality of votes in their geographically-
defined electoral district. To achieve this goalliticians cater to the interests of groups
concentrated in their district. By delivering ecamo benefits to their constituents, politicians

develop a personal support base among voters (personal vote).

15 Citizens who own factors of production employedhie industry, such as capital or labor,
also benefit.
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Cultivating a personal vote is the optimal way tm wffice in candidate-centered
electoral systems (Fenno 1978, Weingast, ShepsleJannson 1981, Cox and Rosenbluth
1993, Carey and Shugart 1995). Candidate-centdeetbeal competition encourages voters
to see candidates as the basic unit of representatiher than a political party (Shugart, 1999:
70). Candidate-centered electoral competition oft@erges in plurality systems with single-
member districts. In such systems, legislators se@k to develop a personal vote by providing
private or local public goods to their constituegf@®x and McCubbins 2001).

Subsidies can be used to develop a personal voen vihe beneficiaries are
geographically concentrated in a legislator’s distif an industry’s employees are located in
a given electoral district, a subsidy for that isuly is roughly analogous to legislative
particularism, or “pork barrel” spending. Bringirigork” back to their own district helps
politicians cultivate a personal vote and increhsé re-election chances in a plurality, single-
member district system (Ferejohn 1974, Fenno 19Vilson 1986). While the economic
benefits of such a subsidy are concentrated inliigen’s electoral district, the costs are
spread across taxpayers dispersed throughout thmergo

Subsidies to geographically concentrated groupsuarefficient way to win elections
in plurality electoral systems. In the United S¢atlor example, a 30 percent tariff on steel
imports was imposed by the Republican-led admiutistn in 2002 to win key Congressional
seats in the steel-producing states of Ohio anc®#rania (Read 2005). Leaders were able
to provide economic benefits to voters in theséestaising particularistic trade protection
precisely because the steel industry was geogralphaoncentrated® If the industry had been
geographically diffuse, steel tariffs would havebean inefficient electoral tool (i.e. it would

have bought votes in state where they were notatged

16 By doing so, the US risked violating their obligats as a member of the World Trade
Organization.
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When voters with shared economic interests arergpbgally diffuse, particularistic
economic policies are inefficient electoral toaispiurality electoral systems. If an industry
employs people country-wide, the benefits of augtiy-specific subsidy accrue to voters in
all districts. Promoting such a subsidy would barafficient way for politicians and parties
to “buy” the votes they need to win. Politiciansagk electoral success depends on support
only from their geographically-defined constituentgve few incentives to cater to
geographically-dispersed groups. Doing so neithdficeently rewards their efforts nor
maximizes incumbents’ chances for re-election beedhe electoral rewards from subsidies
are spread across districts.

Geography in Proportional Systems

The geographic location of voters with shared eodnanterests is relatively less
important in party-centered, proportional rule &eal systems. Party-centered electoral
competition encourages voters to emphasize thety pmeference over that for specific
candidates. In proportional systems, legislativedsare awarded in accordance with parties’
vote share. Because every vote contributes tolliheation of legislative seats among parties,
politicians and parties competing in proportiongstems have incentives to cater to
geographically-diffuse groups.

Winning the support of a small, geographically-as# group of voters is electorally
valuable in party-centered, PR systems. Even atsiiggrease in votes can translate into a
relatively large gain in legislative seats for aay party. In Norway, for example, the Liberal
Party {/enstre) would have won 7 seats instead of 2 if it gaiped 0.1 percent more of the
national vote in the 2009 election (Aardal 201@)this case, providing subsidies to an industry
employing 0.1 percent of the labor force could hanagle a big difference to the Liberal Party’s

electoral fortunes’

170r the credible promise of subsidies once in govent.
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PR systems often have minimum threshold requiresnaevitich require that a party
receive a minimum percentage of votes to obtainsaays in the parliament. In Norway, for
example, there is a nationwide threshold of foucget!® Given such requirements, winning
an additional percentage of the national vote caldtermine whether political parties are
present in parliament or not.

Because the support of narrow, geographically gdéfgroups is electorally valuable for
parties competing in PR systems, these groupsrzhda@awin particularistic economic policies.
In Sweden, the geographically diffuse forestry @eawhich employed less than one percent
of the country’s total population, received tengesit of all government subsidies (Carlsson
1983)1° In Norway, the geographically-diffuse tourism isthy receives generous state
support. In 2013, for example, the government madeéeal with Disney regarding the
marketing of the film “Frozen”. For an undisclosathount of money, the Norwegian
government secured exclusive rights to use creaiements from the film, as well as the
Disney logo and brand, in the marketing of Norwayadravel destination (Innovation Norway
2014b). The deal is credited with significantlyneasing tourist numbers. Fjord Tours’ sales
in the American market doubled in the beginnin@@14, and ticket sales on the Hurtigruten
coastal express increased by 24 percent (Innovatway 2014b).

In sum, geography provides a bridge between twmprent, rival arguments about the
effect of electoral institutions on economic polit¥hile some scholars argue that plurality
systems lead to the most narrowly targeted polioésers reach the opposite conclusion. |
argue that both types of electoral systems incezatithe provision of “narrowly-beneficial”

policies under certain conditions. Leaders in pltyasystems have incentives to supply

18 However, if a party reaches 12 percent in onet@lakcdistrict, it will be represented even
if it does not reach the 4 percent level nationdlgbody has been elected based on the 12
percent rule up through the 2010 election.

19 During the mid-1970s.
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particularistic economic policies when the citizetimat benefit from such policies are

geographically concentrated. When the beneficiateggeographically diffuse, leaders in PR

systems will provide more particularistic economadicies, as compared to plurality systems.
Contributions

In this book, | bring together institutions and geaphy and show how they interact to
shape economic policy. My argument provides a swiuto the impasse reached by purely
institutional accounts of policy making. Understamgd why scholars have reached this
stalemate is important. Democratic theorists havey lworried about the power of special
interests. “Special interests seeking subsidiesomdy pervert the meaning of democratic
accountability but they also create deadweightdsssd distort economic incentives” (Cox
and McCubbins, 2001: 48).Given this, it is important to understand what mabliticians
most responsive to groups that seek benefits andelves at the expense of taxpayers.

| offer a simple solution to this debate: geograghgonomic geography qualifies the
effects of political institutions on economic pglicThe institutions governing democratic
elections create optimal strategies for politiciand political parties to win office. Economic
geography determines which policies most efficienglalize the institutionally-generated re-
election goals. As a result, identical institutionay produce different policies depending on a
country’s economic geography.

Although | am not the first to suggest the impoc&rof geography for politics,
previous studies fail to consider the interactiffeas of geography and electoral institutighs.
Many focus exclusively on either institutions orogeaphy. By examining only one or the
other, the two literatures miss an important pdrthe story and reach incomplete — even

inconsistent — conclusions.

20 See also Stigler (1971) and Becker (1985).
21 See, for example, Rodden (2010).
22 Although see Barkan, Densham and Rushton (2006).
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My conditional argument stands in contrast to “pumstitutional stories that suggest
institutions are the key determinant of countrexdnomic policies. Institutions have been held
responsible for variation in countries’ economiowth rates and levels of social welfare
spending (e.g. Persson and Tabellini 2003). Thesegtutional arguments typically ignore
geography. Some overlook geography entirely. Othheske strong assumptions about the
geographic distribution of economic activity. Mamyodels explicitly assume that each
electoral district contains one unique industryt teaentirely concentrated within the district
(McGillvray, 1997: 588 and 590, Grossman and Help@2@04, McGillivray 2004). In effect,
these studies only allow “narrow interests” to baaentrated geographically.

Ignoring the geographic dispersion of voters witlared economic interests may be
innocuous if politicians elected via different rsilare equally responsive to concentrated (or
diffuse) interests. But electoral institutions ughce the responsiveness of politicians to
concentrated interests. Therefore, geography nmagtaht of any institutional explanation of
policy outcomes. Purely institutional theories tearonsistent conclusions precisely because
they ignore geography. The assertion that politi@ plurality systems are more responsive
to narrow interests assumes that these interestsiginly concentrated geographically. Once
we acknowledge that narrow interests may be motessrgeographically concentrated then
existing predictions about how electoral institngonfluence particularistic economic policies
no longer hold.

Conventional wisdom about the political effectgyebgraphic concentration similarly
unravels when electoral institutions vary. Concaticgn is widely believed to be politically
advantageous for interest groups. This belief stéim® research conducted in plurality
systems. McGillivray (2004) examined the effectg@bgraphic concentration in two plurality
countries: the United States and Canada. In thesetes, McGillivray found that

concentrated industries tend to win more tradeegtain than diffuse industries. Similarly,
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Hansen (1990) established that geographically cureted industries are more likely to secure
protection from foreign import surges in the Unit&tates. Milner (1997) showed that
concentrated industries in the United States maerftrade concessions in negotiations over
the North American Free Trade Agreement (NAFTA).

Although geographic concentration is politicallwadtageous for groups in plurality
systems, it is unclear what role geography playsaportional electoral systeriSCognizant
of this limitation, McGillivray (1997) recommenddéuhat future research investigate the effects
of geographic concentration in proportional systéms04)?* My research responds to her
appeal by examining the effects of geographic coinagon across various electoral systems.
To the best of my knowledge, this book providesfitst quantitative test of the policy effects
of geographic concentration in multiple countriathvdifferent electoral systems. | find that
the effects of geographic concentration vary acre$sctoral systems. Geographic
concentration is not always a political asset.

Implications

| develop my argument in the context of economilicgoHowever, the logic of my
argument is general and applicable to other isseasa Whenever voters with shared
preferences exhibit varied geographic patterns,angyiment provides useful insights. One
example may be ethnic politics (Horowitz 1985, Migenaet al. 2003, Lijphart 2004). My
argument suggests that the influence of an ethoiggs shared policy preferences will depend

on the country’s electoral institutions and theugre geographic distribution. When an ethnic

23 Busch and Reinhardt (2003) argued that geogragimicentration may be an asset
regardless of a country’s electoral rules drawingorvey evidence from the Netherlands.

24 Although McGillivray (2004) hypothesizes about gféects of district marginality in both
PR and plurality countries, her empirical testdude only plurality countries. Her empirical
tests do not extend to PR countries (McGillivra§917: 271, McGillivray, 2004: 81).
McGillivray herself writes of her 2004 book, “Thggotheses for proportional representation
systems are not examined” (2004: 87).
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group is geographically diffuse, their preferencedl have greater expression under
proportional electoral rules than plurality rulés.this situation, it may be inopportune to
introduce plurality electoral rules — particulaitiyan ethnically diverse countfy.

Understanding that institutions alone do not deteenpolicy has further implications
for constitutional designers and reformaighen reformers deliberate over how to alter their
country’s constitution, they frequently focus onwhto achieve desired policy outcomes.
However, institutions alone cannot guarantee amgiip outcome. Instead, policy outcomes
depend on both institutions and economic geograpiilgen designing institutions with
particular policy goals in mind, leaders must cdaesithe geographic distribution of citizens
with shared interests.

Additionally, my argument has implications for ctues’ international economic
relations. First, my argument suggests when vimhatiof international economic agreements
are most likely to occur. Many international agreets seek to limit particularistic economic
policies, such as industry-specific barriers teefgn trade. Restrictions on narrowly-targeted
policies have long been the focus of internatidredties because they are believed to cause
significant economic distortions (Rickard 2010). Mggument identifies the countries most
likely to violate these international restrictiom®»emocracies with plurality electoral systems
and geographically-concentrated industries arelylikdfenders because of the powerful
incentives to supply subsidies generated by thebawation of plurality electoral rules and
geographically-concentrated producers.

Second, my argument suggests which countries arg fikely to impede future
international cooperation. Governments that relygwiosidies to win (re-) election will tend to

resist new international restrictions on subsididge Indian government, for instance, froze

25 Of course, future research is needed to deterthméull extent to which my argument
applies to ethnic politics.
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multilateral negotiations about trade facilitatioreasures because of subsidies (Schott and
Hufbauer 2014). India’s objective was to permanergkempt certain subsidies from
international restrictions (Schott and Hufbauer80Similarly, subsidies to 13,000 Canadian
dairy farmers nearly scuppered the Trans-PacifitnBeship (TPP) agreement — an agreement
negotiated by twelve countries over five years thatld cover nearly 40 percent of global
trade?® This small group of farmers enjoyed such influebezause of their geographic
concentration and Canada’s electoral institutions.

These examples serve as a reminder that all poigtilocal. Violations of international
treaties or contentious international trade negotia can ultimately be traced back to
countries’ electoral institutions and economic gepy. Countries’ international economic
relations are shaped by the interactive effectarhestic political institutions and economic
geography.

Roadmap

In the following chapter, | provide a more detailettoduction to electoral institutions
and outline the ongoing debate over their polidgats. | argue that economic geography can
help to resolve this debate. In Chapter 3, | dis@nomic geography, which refers here to
the geographic patterns of employment. Some inégsémploy people in just a few parts of
a country while others employ people across thaeenation. | describe how | construct a
politically-relevant measure of economic geograpiking disaggregated employment data.
These data specify employees’ geographic locasomedl as their sector of employment in 20
economically-advanced countries over two decade®lty making it possible to empirically

measure the distribution of voters in different m@mmic sectors. With this variable, it is no

26 The finalized TPP proposal was signed by 12 caesitHowever, the 12 countries must
now complete their respective domestic treaty-catifon processes before the agreement can
come into force.
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longer necessary to make simplifying assumptiommsitlyere employees are located. Instead,
their actual geographic distribution can be meastire

These data confirm that industries rarely aligrhvgiolitically-relevant boundaries. In
fact, it is difficult to find a district that lookiske those constructed by assumption in existing
models. Relaxing these restrictive assumptionsalsveew predictions about institutions’
policy effects and provides a resolution to thegomg debate over which electoral system
generates the most particularistic economic pdicie

Chapter 4 develops my argument in full. Althougé libgic of my argument is general,
in Chapter 5 | test the hypotheses derived fromtmepry using data on government-funded
subsidies. Government spending on subsidies previdermation about how leaders weigh
parochial demands against broader societal interestause subsidies typically benefit
relatively small groups at the expense of many.

Statistical tests of subsidy spending in high-fiorehg democracies over nearly two
decades show that economic geography conditionsffieets of electoral institutions on
subsidies — while controlling for international sidy rules, trade openness, country size,
economic development and various other features ajuntry. Subsidies for manufacturing
industries constitute a larger share of governmagpéenditures in plurality systems than in PR
systems when manufacturing employment is geograpyiconcentrated. When employment
is diffuse, governments in PR systems assign velgtmore of their budgets to subsidies than
governments in plurality systems, holding all edg@al?®

Chapter 6 provides a closer examination of the misims linking electoral
institutions and economic geography to economiccjgs via qualitative evidence from two

cases. | examine two government subsidy programe: that supports French Cognac

27 Albeit for a limited number of countries given thighly disaggregated data needed.
28 These results are robust to alternative modelifsgations including those that relax the
assumption that electoral systems are exogenous.
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producers, and another that assists farm-gate m@rehants in Austria. Given the ubiquity of
government subsidies, it would be easy to cherly pases that fit my theory. To guard against
this, | use a methodical, multi-step selectioreciiin, as described in Chapter 6. The two cases
examined are the universe of cases that meet thetisa criterion. Both conform to my
theoretical expectations. In France, where legistatompete in single-member districts,
subsidies tend to be geographically targeted tacemmated producers — as in the Cognac
example. In Austria, however, subsidies tend to nbere broadly-beneficial. Austrian
legislators compete in party-centered electiomauti-member districts. Legislative seats are
filled via proportional electoral rules and pamyatiers determine the identity of the candidates
that fill the party’s seats. Given these institnaipmy theory predicts that the government will
be responsive to the economic interests of geogralpfrdiffuse groups. As expected, the
geographically diffuse farm-gate wine merchants. {(vine makers who sell their wine at the
place of production) won financial support from #heastrian government.

While government spending on subsidies varies aaroantries, it also varies within
countries. Subsidies are often more generous twywers located in some parts of a country
than others. In Chapter 7, | explore the withinygoy variation in subsidies using novel
guantitative data on the geographic location osglybrecipients and qualitative evidence from
interviews of government ministers and bureaucrasponsible for the administration of
subsidy programs. These data come from Norway, lwldca particularly useful case for
several reasons. First, Norway uses proportionattetal rules. To date, most studies of
particularistic economic policies have been coneldiat plurality countries, most notably the
United States. Far less is known about the poliigsind particularistic economic policies in
PR countries. Second, Norway, like most PR cousitheas multiple, geographically-defined
electoral districts in which several parties coredet multiple seats. Most legislative seats are

awarded to parties proportionate to their shamisifict-level votes — rather than the national
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vote. As a result, the competitiveness of electivages across districts. District-level
competitiveness may shape parties’ election styaded policy priorities. Finally, Norway is

a “least likely” case for particularistic econonpolicies because it lacks the institutional
attributes usually associated with pork-barrel todi Few expect policy targeting in a
parliamentary system, with strong parties and peetytered elections (Shugart 1999,
Denemark 2000, Crisp et al. 2004, Morgenstern amdde 2005, Tavits 2009).

Two novel results emerge from the investigatiosuddsidies in this de facto closed-list
proportional system. First, political parties cortnpg in closed-list proportional electoral
systems engage in policy targeting (i.e. they supphefits to select, geographically-defined
areas). Second, political parties in this closet-PR system target economic benefits
disproportionality to districts where they haveatelely more supporters. Both findings run
counter to the conventional wisdom regarding dstive politics, which is derived largely
from studies of plurality systems.

Chapter 7 shows that government parties can seffiigi discipline their legislators to
target benefits to safe districts in a closedfi& system. Previous studies of open-list PR
systems, such as Italy and Brazil, demonstratepidudies are less able to discipline their own
members of parliament to target benefits to thégmrareas of core electoral strength (Golden
and Picci 20083 These contrasting results suggest that importamaton exists among PR
countries. | explore the institutional variation@my PR countries in Chapter 8. By doing so, |
move beyond the simple PR/plurality dichotomy oftsed in research on the policy effects of

electoral institutions.

29 Undisciplined legislators seek to target benefittheir core constituents who are typically
localized in bailiwicks (Ames 1995). Individuallpwerful legislators in open-list PR
countries can secure resources for their own daestis at the expense of the governing
parties (Golden and Picci 2008).
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In Chapter 8, | investigate the effects of two feas that vary among proportional
systems: list type and district magnitude. Listetygetermines the order in which a political
party’s candidates receive seats in the legislaiigrict magnitude refers to the number of
candidates elected to parliament from each disicth district magnitude and list type differ
across PR countries and these institutional featun@ay meaningfully influence policy
outcomes.

List type influences the nature of electoral contet In closed-list systems — where
voters select only a party at the ballot box —ted@s are party-centered. In contrast, open list
systems allow voters to select an individual caatdido support from a party’s list. The nature
of electoral competition shapes the optimal (ree¢t®on strategy of candidates and parties and
consequently their policy priorities. The natureetd#fctoral competition may also interact with
district magnitude to shape leaders’ incentivesuggply particularistic economic policies, like
subsidies (Carey and Shugart 1995, Shugart, Valand Suominen 2005, Chang and Golden
2007, Carey and Hix 2011).

Statistical tests show that subsidy spending atikely higher in closed-list systems
when the beneficiaries are geographically diffi&®en beneficiaries are more concentrated,
subsidy spending is relatively higher in open4igstems, all else equal. Furthermore, when
beneficiaries are geographically concentrated eg®es in mean district magnitude correlate
with greater subsidy spending in open-list PR syste

| supplement the cross-national tests with a qtetive statistical analysis of sector-
specific subsidies in a single closed-list PR systéhe single-country study holds constant
institutional features, such as list type, and eguagently isolates the effects of economic
geography, which varies across sectors within tenty. | find that subsidies are more
generous for geographically-diffuse sectors, aspaoed to concentrated sectors, in a closed-

list PR country. The single-country results confiim multi-country results.
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The conclusive chapter reviews my proposed theomhe role of economic geography
and electoral institutions in economic policy makimhe final section extends the implications

of the argument for a broader theory of policy mgkin a globalized international economy.
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