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While there has been a prodigious amount of literature on trade policy
written in the past two decades, very little of that literature has dealt with
countries in economic transition or nondemocratic regimes. There has
also been a lack of work dealing with state interests in trade policy
beyond realpolitik discussions of national security. This article seeks to
fill some of these gaps through a study of two samples: one of liber-
alization in 25 post-Communist countries between the years 1991 and
1999 and the other of 124 countries from around the world in 1997.
The study concludes that a key element in the choice between free trade
and protectionism is the level of ‘‘fragmentation of economic account-
ability.’’ Such fragmentation consists of two major components: (1) the
existence of a strong capitalist class that is independent of the govern-
ment; and (2) the dispersion of political power among actors both inside
and outside the government. Where the government is more account-
able to a wide range of interests, policies are more likely to be aligned
with market mechanisms, encouraging the adoption of reforms, includ-
ing the liberalization of trade policy. This article builds on the conclu-
sions of Frye and Mansfield in several ways: (1) it embeds political
fragmentation into a larger theoretical framework of economic account-
ability of government institutions; (2) it introduces the importance of
state ownership in shaping government interests; (3) it introduces an
idea of social, not just institutional, accountability; and (4) it proposes a
statist view of trade policy that is lacking in the present literature.

Since the end of World War II, the promotion of free trade has been a pillar of
international economic policy, promoted through numerous international treaties
and organizations. Among economists, the consensus seems to be that freer trade is
an imperative in the developing world (Caughlin et al. 1995; Sachs and Warner
1995). However, despite the pressure of international organizations and the advice
of economists, there is a large amount of variation in trade policy among states.
Why do some countries adopt lower trade barriers than others? Despite the wide-
spread recognition of the practical and theoretical importance of answering this
question, there remain several large gaps in the literature dealing with trade policy.
In particular, there has been very little work carried out to explain the trade policies
of states in transition or of states with nondemocratic governments.

Authors’ note: Ryan Kennedy is a Ph.D. candidate at The Ohio State University. He is currently working in
Moldova as a Fulbright researcher. The author thanks Timothy Frye, Marcus Kurtz, John Quinn, Philip Nel,
Christina Xydias, Allison Kennedy, and four anonymous reviewers for their comments on previous versions of this

article. He also thanks Brandon Bartels, Jan Box-Steffensmeier and Quintin Beezer for their help with the meth-
odology, and Timothy Frye and Edward Mansfield for use of some of their data. All errors are the author’s.

r 2007 International Studies Association.
Published by Blackwell Publishing, 350 Main Street, Malden, MA 02148, USA, and 9600 Garsington Road, Oxford OX4 2DQ, UK.

Foreign Policy Analysis (2007) 3, 145–169



Related to this, there has also been a lack of work dealing with the implications of
government interests outside of realpolitik discussions about the relationship be-
tween trade and national security. The literature in the area of foreign-policy anal-
ysis has focused on the ‘‘three i’s’’: interest groups, international structure, and
ideas. In the interest groups literature, government policy is viewed as the outcome
of competition between groups for trade policies that benefit their industry
(Schattschneider 1935; Milner and Yoffie 1989; Nau 1989; Milner 1995). Interna-
tional structure suggests that freer trade was a reflection of U.S. interests and its
hegemonic status after World War II, while a decline in free trade is a reflection of
the U.S.’s hegemonic decline (Krasner 1976). The literature on ideas suggests that
policy beliefs are reflected in laws and institutions. These laws and institutions, in
turn, carry a type of inertia that continues to influence policy outcomes long after
changes in international and domestic structure would predict policy change
(Goldstein 1989, 1995). In contrast to these explanations, this article suggests that
government interests in the economy and in maintaining stability also play a large
role in trade policy.1

This article seeks to contribute to our understanding of trade policy through a
study of liberalization in two samples of countries. First, it will look at the process of
liberalization in 25 democratizing countries in Eastern Europe and the former
Soviet Union from 1991 to 1999. Second, the sample will be expanded through a
cross-sectional study of 124 countries. The study contends that a key element in the
choice of trade policies is the level of ‘‘fragmentation of economic accountability.’’2

Such fragmentation consists of two major components: (1) the existence of a strong
capitalist class that is independent of the government; and (2) the dispersion of
political power among many actors both inside and outside the government.3

Where the government is accountable to a wider range of interests, policies are
more likely to be aligned with market mechanisms, encouraging the adoption of
economic reform, including the liberalization of trade policy. This article builds on
the conclusions of Frye and Mansfield (2003) in several ways: (1) it embeds political
fragmentation into a larger theoretical framework of economic accountability of
government institutions; (2) it introduces the importance of state ownership in
shaping government interests; (3) it introduces an idea of social, not just institu-
tional, accountability; and (4) it proposes a statist view of trade policy that is lacking
in the present literature.

This study will proceed in four parts. In the first part, some of the theoretical and
practical implications of trade policy in Eastern Europe and the former Soviet
Union will be explored. Second, a theory of economic accountability will be de-
veloped. Next, the theory’s components will be tested, along with several of other
variables from the literature, in the post-Communist cases. Finally, the theory will
be tested in a sample of 124 countries from around the world to see whether the
theoretical implications developed in the post-Communist cases can be expanded to
a larger area.

1In this way, it fits well in the literature of the ‘‘new statism,’’ which suggests that the state has interests that are
independent of social pressures (see Evans, Rueschemeyer, and Skocpol 1985).

2This term was first coined by Quinn (1999a, 1999b) and was inspired by Sklar’s (1987) emphasis on the ‘‘norm

of accountability’’ in the promotion of democracy. Sklar contended that accountability comes in parts, or ‘‘frag-
ments,’’ that foster the creation and deepening of other fragments of democracy.

3The original concepts of the fragments of economic accountability had six parts: ‘‘(1) a democratic polity; (2) a
large or independent farming class; (3) a strong foreign bourgeois class; (4) a small or uninfluential state role in the
economy; (5) regional monetary regimes or independent central banks; and (6) regional trade organizations and
treaties’’ (Quinn, 1999a, 1999b:131). All of these are encompassed in the two criteria above, with the possible

exception of (5) and (6). The fifth was left out as there was little basis for linking central banks to trade policy choices
and regional monetary regimes (with the exception of the short-lived ‘‘ruble zone’’) did not play a large role in the
economic decisions of the post-Communist countries involved in this study. The sixth criterion was left out because
of difficulties in determining whether it was a cause or effect of trade liberalization. As no clear pattern emerges in
the post-Communist setting, it was not included.
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Trade Policy in the Post-Communist Context

While there is a prodigious amount of literature on trade in general, there is very
little that has dealt specifically with the post-Communist cases. Several reasons can be
posited for this gap. The first is, especially when compared with the dramas taking
place in other parts of the political and economic scene, trade is perceived as a less-
exciting area of study. Indeed, trade policy choice seems a little tame when placed
next to tanks storming parliament buildings or the outbreak of ethnic warfare.

The second is that trade policy within post-Communist countries is often con-
sidered monotonic. Aslund (2002:171) points out that, for the most part, trade
liberalization in the region was a given:

Shortages prevailed in all socialist economies. Many products were not available at
all, while others, notable cars and consumer electronics, were exorbitantly expen-
sive. Therefore, the liberalization of imports enjoyed strong popular support.
Furthermore, initially extremely low real exchange rates in the transition countries
made all imports so expensive that price competition was out of the question.

In a few cases, the International Monetary Fund (IMF), World Trade Organization
(WTO), and European Union (EU) had to encourage prospective eastern Euro-
pean and Commonwealth of Independent States (CIS) members to raise their tariff
rates. The IMF viewed tariffs as a means of raising revenues for the new regimes,
the EU required perspective members to raise their tariff rates to match those of
the Union as a whole, and the WTO viewed some level of tariffs necessary for
countries to negotiate the lowering of those tariffs. Perhaps the disinterest of
scholars in this area is justified by the uniform acceptance of trade liberalization in
post-Communist countries.

Neither of these reasons, however, is particularly strong. Trade policy reform is
extremely important, especially in the context of broader economic and political
reforms. As Sachs and Warner (1995:2) point out:

[T]he international opening of the economy is the sine qua non of the overall
reform process. Trade liberalization not only establishes powerful direct linkages
between the economy and the world system, but also effectively forces the gov-
ernment to take actions on the other parts of the reform program under the
pressures of international competition. For these reasons, it is convenient and
fairly accurate to gauge a country’s overall reform program according to the
progress of its trade liberalization. (emphasis in original)

Sachs and Warner (1995) contend that this is even more important in developing
countries, where the process of convergence hinges on the import of capital and
modern technologies from wealthier countries, reaping the ‘‘advantages of back-
wardness.’’ In the post-Communist world, where the import of new technologies
and management ideas is essential for the restructuring of the state-planned econ-
omy, the importance of trade liberalization for long-term economic growth is fur-
ther magnified. For countries that are also attempting to reform their political
system, economic performance could also impact the success of the political tran-
sition (Przeworski 1991).

Trade policy takes on additional importance in the economic battle of ‘‘the val-
iant liberal reformers, fighting against self-dealing rent seekers profiting from in-
consistencies of the transition economy’’ (Aslund 2002:19; also Kitschelt et al.
1999).4 Many of the clientelist policies that shelter rent seekers are impossible to

4By ‘‘rent seeking’’ I am referring to investments of real resources (political or monetary) undertaken by
individuals or groups with similar interests in the expectation of: (1) obtaining an increase in their income as a result
of changes in legal rights, and (2) maximizing the benefit of earlier policy changes that created nonexclusive rights
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maintain in the face of competition in the international economy. On the other
hand, high tariff walls, export licensing, and artificial exchange rates provide nu-
merous sources of rents for business people who do not want to expose themselves
to market competition and for politicians who are trying to promote their own
parochial loyalties. Thus, trade policy plays a key role in the maintenance of both
economic and political liberalization (Rogowski 1987; Frieden 1991; Frieden and
Rogowski 1996). The prominence of rent seeking in a country can have far-reach-
ing implications for its economic development. Especially in underdeveloped or
transitional countries, rent seeking takes scarce resources out of productive areas in
the economy, using them to promote and/or perpetuate further rents (Murphy,
Shleifer, and Vishny 1993). In the post-Communist context, the relationship be-
tween rent seeking and growth has been noted by several scholars (Hellman 1998;
Hellman, Jones, and Kaufmann 2000; Aslund 2002).5

Liberalization of trade and currency exchange has also not been nearly as uni-
form or complete as some think. Export regulations persisted in many of the post-
Communist countries, and export licenses provided a large source of rents for
companies (Aslund 2002). State trade, run by the bureaucrats from the old state
planning system, survived well into the late 1990s in most of the CIS. It was not
until October 1998 that Kyrgyzstan became the first CIS country to join the WTO,
followed by Georgia in 2000. As of 1999, only 57% of the 26 post-Communist
countries rated by the European Bank for Reconstruction and Development
(EBRD) achieved a liberalization ranking that indicated full liberalization of their
trade and foreign exchange system, and only 27% reached the standards and per-
formance norms of advanced industrial economies at any point between the period
of 1991 and 1999.6 Only Hungary maintained a fully liberalized trade regime
during the entire period between 1991 and 1999, and three countries, Belarus,
Turkmenistan, and Uzbekistan, still had widespread import and export controls or
very limited legitimate access to foreign exchange in 1999 (EBRD 2000; Table 1).

Finally, on a theoretical level, understanding the choice of trade policies in tran-
sition countries is very important. A survey of economists in 1984 suggested that
one of the few things they agreed on was that, under most conditions, tariffs, and
quotas reduce the general welfare (Frey et al. 1984). The stubbornness of protec-
tionism in the face of international and academic pressure against it has led econ-
omists to seek explanations. These explanations range from the simple ignorance
of politicians to arguments about the rationality of protection for ‘‘infant industries’’
and ‘‘optimal tariff levels’’ in developing states.7 Faced with this frustrating ques-

(Hartle 1983). I am not suggesting that all policies that might cause distortions in market values are bad (Hartle
1983 provides an excellent critique of this stance). Some market distortions are inevitable, even without government

involvement, and not every government involvement in the economy hurts growth. The contention is that when
such distortions are prevalent in a society, parochial ties take the place of market mechanisms. This is the case in
many developing countries.

5All of this is not to be taken as a blind lobby for fully free trade in the developing world. Indeed, even the most
open economies still have many restrictions on free trade in the form of tariffs, quotas, and domestic subsidies.
Stiglitz (2002) points out that IMF policies that promote free trade in the developing world without regard to the
restrictions placed on raw materials in the developed world can be counter-productive. Nonetheless, most scholars

would agree that the levels of trade restrictions in many places in the developing world are much higher than is
optimal and that these policies are a hindrance to growth.

6Those achieving a ranking of four or higher, indicating full liberalization, were Albania, Armenia, Bulgaria,n

Croatia, Czech Republic,n Estonia, Macedonia, Georgia, Hungary,n Kyrgyzstan, Latvia,n Lithuania, Moldova, Pol-
and,n Romania, Slovakia,n and Slovenia.n Those marked with n achieved a score of 4 þ (4.3) indicating that stand-
ards and performance norms of advanced industrial economies were achieved. This ranking system will be

discussed in greater detail later in the article.
7While the level of tariffs declined dramatically after the depression years, there is ample evidence to suggest that

this phenomenon was due mainly to a pragmatic response to international political crisis and that the depression-era
tariff levels were probably unusually high historically. In general, there has not been any general decline in pro-
tectionism over the past two centuries and trade barriers have remained at a relatively high level (Nelson 1988).

Economic Accountability and Trade Policy148



tion, scholars have increasingly turned to political answers in order to explain the
choice of what would seem to be an ‘‘irrational’’ policy (see, e.g., Frey 1984; Nelson
1988; Nau 1989). The post-Communist cases provide an interesting addition to this
literature by allowing us to view a large number of cases, all making fundamental
choices on trade liberalization at approximately the same time. They also provide
the opportunity to perform some of the empirical research that has, so far, been
lacking in the study of endogenous trade theory, which has often been limited to
case study and formal modeling. As Findlay and Wellisz (1983:480) conclude,
‘‘[R]efined model building, unless accompanied by empirical work, soon runs into
diminishing returns.’’

For these reasons, the study of trade policy in post-Communist countries is nei-
ther boring nor fruitless. If no other argument from this article is accepted, it is
hoped that more exploration of trade policy in this region be pursued.

The Fragments of Economic Accountability

If hypotheses stressing economic accountability sound a little strange to readers
familiar with the literature on economic reform, especially in Latin America, there
is good reason for it. By contrast with theories of economic accountability, much of
the economic transition literature assumes that successful reform necessitates a
government that is insulated from the public in order to avoid the reversal of
reforms once the shocks are felt in society. Rodrik (1996:10) presents the general
view as follows:

Hence economists are often torn between two conflicting perspectives: on the one
hand, good economic policy should produce favorable outcomes and therefore
should prove also to be good politics; on the other hand, the implementation of
good economic policy is often viewed as requiring ‘‘strong’’ and ‘‘autonomous’’
(not to say authoritarian) leadership . . . The irony is that most of the reforms the
author discusses in the proceeding pages required the suspension of normal
politics and as heavy a dose of authoritarianism as seen anywhere.

Przeworski (1991) presents this argument as the J-curve of reform. In the short
term, this model predicts that reforms are likely to cause inflation, unemployment,
resource misallocation, and volatile changes in relative income. Such shocks create a
backlash and a reversal of reform.

Recently, a number of scholars have added an institutional dimension to this.
These scholars contend that reform is easier in systems that have fewer ‘‘veto
players’’Findividual or collective actors whose agreement is required for a change
in the status quo (Tsebelis 1995; Hallberg and Basinger 1998; Henisz and Mansflied

TABLE 1 Trade Liberalization in Post-Communist Countries

Degree of Trade Liberalization Frequency Percentage of Total

Full liberalization 23 10.1
Extensive liberalization 84 37.0
Partial liberalization 43 18.9
Some liberalization 31 13.7
Little or no liberalization 46 20.3
Total 227 100

Note. These figures are based on annual data for 25 post-Communist countries compiled by the EBRD (2000). The
criteria used for these categorizations are explained further in the discussion of the operationalization of the

dependent variable appearing earlier in this article.
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2004). Haggard and Kaufman (1995) make the explicit contention that fragmen-
tation of power is an impediment to initiating and sustaining economic reform.

In a similar vein, most of the literature on trade policy, particularly protection-
ism, has viewed it as the result of a classic pluralist clash of interests, where groups
try to influence the level of government protection in accordance with their eco-
nomic interests (Becker 1983; Frey 1984; Nau 1989; Milner 1995). The govern-
ment is relegated to being a black box, out of which the decision is made favoring
the more powerful group. Those studies that have tried to attribute a more active
role to the government in setting trade policies have focused on institutional in-
terests or norms (Goldstein 1995; Ray 1995). These theories assume that the policy
decision is being made by established and independent bureaucracies and that the
choice is about the continuance of free trade in the face of societal pressure to raise
barriers. Neither of these criteria fits easily in the post-Communist context.

More recently, this view has come under fire from scholars in post-Communist
transitions, who have noted that reform has progressed the least in exactly the
places where the civil liberties and government turnover are the lowest (Hellman
1998; Hellman, Jones, and Kaufmann 2000). These theorists suggest that the larger
problem in reform in post-Communist countries is the perpetuation of rent-seeking
behavior by ‘‘captor’’ firms, who purchase underprovided public goods and rent-
generating advantages directly from the government. Such firms are able to shape
the legal and business environment to their own advantage, at significant social cost.
From this perspective, it is these firms, and not the general public, who pose the
greatest danger to reforms.

All of these theories share the assumption that the state has a relatively passive
role in determining policy. In these theories, the state may resist social pressures
and maintain the status quo, due to veto points or bureaucratic inertia, but it does
not have an independent economic interest in the reforms. This assumption does
not reflect the reality of most developing or nondemocratic countries.

The economic accountability model differs from other theories of trade liber-
alization and economic reform by ‘‘bringing the state back in.’’ ‘‘Economic ac-
countability,’’ a term coined in studies of postcolonial Africa by Quinn (1999a,
1999b), refers to when actors or institutions provide a check on government power
in the economy. Such institutions are important for economic reform because they
force government policy into line with market mechanisms. In terms of trade lib-
eralization, while such forces are not likely to be uniformly in favor of free trade,
the conflict between these groups over the ideal tariff level is still able to promote a
lower level of overall trade restriction (Findlay and Wellisz 1983).

Two specific fragments of economic accountability are looked at in this article: (1)
the existence of a strong capitalist class that is independent of the government; and
(2) the dispersion of political power among many actors both inside and outside the
government. While it can be argued that there are more institutions that might
contribute to economic accountability, these two capture the most fundamental
aspects of the accountability thesis.

The first criterion, the existence of a strong independent capitalist class, refers to
the generally negative effect that government ownership has on trade liberalization.
Where the government controls the majority of the productive resources within a
country, that government is much more likely to choose protectionist trade policies.
This is for several reasons. First, under conditions of state ownership, companies
lose their ‘‘political insulation’’ (Shafer 1983). Essentially, companies are forced to
comply with policies that are not designed to maximize profit, but rather to maxi-
mize the political power of the government leaders (Bates 1981; Quinn 2002).
Describing the African case, Quinn (2002:76) points out:

[G]iven the incentives of politicians in states characterized by patron-client net-
works, such state-ownership of industries or the major export sectors greatly
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expanded the size of the economy to be distributed as patronage. These sources
of state patronage were further enlarged by state adoption of inward-oriented
development politics: currency overvaluation, protectionism, and over-staffing
allowed for greater distribution of rents while it reduced the ability of these firms
to compete.

Companies and productive resources are thus turned into political bargaining chips
that leaders use to form bonds of patronage and loyalty with important elites in the
country. Those who support the government are rewarded with managerial po-
sitions in important companies, while those who do not support the government
find it difficult to establish an independent source of income. Maintenance of these
fetters of patronage requires that the government pursue relatively closed trade
policies. Exposure to competition from outside market forces would undermine the
government monopoly on the productive resources of the country and would make
it difficult for the state-owned enterprises to compete while maintaining their dual
role as both political and economic entities.

Second, the insulation of state-owned enterprises from the accountability of pri-
vate property owners, market forces, or independent governmental oversight en-
courages members of this ‘‘managerial bourgeoisie’’ to pursue their short-term
interests in increasing their wealth and power, rather than their long-term interests
in improving societal welfare (Quinn 1999a, 1999b). This contention can be ex-
plicated as follows: tariffs and other taxes on imports and exports provide a source
of revenue for the government. Where the power to make tariffs is separated from
ownership of industry, raising tariffs past a certain level produces negative returns
because the demand for the product shifts to domestic providers (Findlay and
Wellisz 1983).8 However, where the power over trade policy and the ownership of
industry is not separate, the government has the ability to gain revenue through
both the increased taxes on imports and through the increase in demand for
products made by the state-owned factories. Thus, the state is able to maximize its
revenue, and, by effect, its political and economic power, by maintaining a policy of
strict protection. It is possible for this situation to be avoided where government
authorities have significantly long time horizons and low discount rates. However,
especially in authoritarian regimes, this is the exception and not the rule (Olson
1993).

A final reason for which state ownership inhibits the adoption of more liberal
trade practices is that state enterprises are, in general, less competitive than their
private counterparts, and therefore develop an independent interest in maintain-
ing protectionist trade practices. The World Bank (1995) notes that where state-
owned enterprises are prevalent, they are almost always the largest consumers of
subsidies and credit from the state, and, with very few exceptions, are much less
productive than the private sector (see also Saulniers 1994). Given their inability to
compete with international competition and their influential status vis-á-vis the
state, state-owned enterprises become an independent lobbying force for the
maintenance of trade barriers. Thus, state ownership produces a vicious cycle,
where the government uses state economic potential to further its own political
goals, and, in the process, produces a class of managers who have an inherent
interest in perpetuating their patrimonial privileges.

While the literature dealing with the link between government ownership and
trade liberalization, or lack thereof, is rather small and limited to the African case,
the evidence that government ownership promotes protectionism is quite per-
suasive. Quinn (2002), in an analysis of 12 sub-Saharan states from 1973 to 1985,

8This shift is the basic concept behind the idea of ‘‘infant industry’’ development, where new industries in
developing countries produce for the domestic market, as import substitutes, until they are efficient enough to
compete on the international markets.
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finds that countries where the state controlled 51% or more of the
productive resources, without exception, pursued inward-oriented (i.e., autarkic)
trade practices.9 Grosh (1991), in her study of public enterprises in Kenya, cal-
culated the effective rate of protection (ERP), defined as the difference between
value added at domestic prices and value added at world priced, divided by the
latter, for public, quasi-public, and private firms. She found that, on average,
Kenya’s public enterprises had an ERP of 47.1%, compared with 3.3% for quasi-
public firms and 22% for private firms. In addition, only 2.1%of public enterprises
operated in sectors where the ERPs were zero or negative, while 68.2% of quasi-
public and 35% of private firms faced similar challenges.10 Put simply, these
studies indicate that state-owned enterprises enjoy higher rates of protection from
the state, and widespread public ownership results in the pursuit of highly pro-
tectionist policies.

Turning now to the second part of the economic accountability theory, the dis-
persion of political power, two hypotheses are important: first, if the country is a
democracy, then we can expect more liberal trade practices; and second, where the
country is not a democracy, trade liberalization is more likely to occur where power
is more fragmented between actors within the regime. In post-Communist regimes,
there is a wide variance in the amount of fragmentation that exists. Some countries
have managed to maintain highly centralized authoritarian regimes, others have
maintained authoritarianism but have considerable competition among the gov-
ernment elite, while still others have democracies that rival their western European
models. From this perspective, we would expect them to also have very different
outcomes in trade liberalization.

Nondemocratic governments that have maintained a high centralization of
power have little incentive to liberalize their trade and foreign exchange practices.
Such practices, as has been noted above, provide the means for collecting rents that
strengthen the government’s political power and the wealth of its leaders (North
1981). In addition to the collection of rents, high trade barriers also provide the
means for the government to generate revenues, especially in areas where taxes are
difficult to enforce (Findlay and Wellisz 1983).

On the other hand, nondemocratic regimes that have a higher level of frag-
mentation of political power and more interelite competition are more likely to
choose liberalized trade. Several arguments can be given for this conclusion. First,
fragmentation of political power makes it more likely that protectionist coalitions
can be defeated by reformist groups within the government. As Frye and Mansfield
(2003:642) state:

If political power becomes fragmented, these protectionist ruling coalitions
should be harder to maintain. Indeed, fragmentation creates political space for
reform-minded elites, thrusting groups that support commercial reform onto the
political stage. These include exporters, the service sector, and financial interests,
groups that have reason to favor openness and that are likely to have greater
influence over trade policy in the aftermath of communist rule.

Second, competition for political power tends to drive down rents, making it more
difficult to maintain the collusive agreements necessary to sustain protectionist
practices (Roeder 2001; Frye and Mansfield 2003). The reasoning behind this can
be expressed in terms of a simple prisoner’s dilemma game. Consider two com-

9Of the 12 African states analyzed from 1973 to 1985, all seven that were characterized by significant state

ownership produced strongly inward trade policies, while only one of the states where state ownership was in-
significant pursued similar policies.

10It should be noted that Grosh concludes that government enterprises, on the whole, are not overprotected.
She also contends that public enterprises can play a productive role in the economy, but even here she emphasizes
that independence from centralized control is important in their performance.
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peting players for political power within a nondemocratic regime. Both players face
a choice of maintaining the current level of rents, thus maintaining their current
level of political power, or receive a higher payoff if they could increase their
individual rents while decreasing the rents of the other player. In this situation,
both players have an incentive to defect and attempt to decrease the rents of their
opposition. This competition causes each player to undermine the rents of the
other player, resulting in a decline in the overall level of sustainable rents for both
players. As Verdier (1998:589) puts it,

Assume that the elites face two options: collude or compete. If they collude, they
can jointly exploit the masses up to the point of revolt. If instead they compete,
seeking to tax each other’s wealth as well as that of the masses, these elites must
lower the tax burden on the masses, since the amount of support that each elite
can elicit from the masses is key in deciding which elites win or lose the intra-elite
struggle.

In this way, opportunistic behavior by political leaders can actually lead to a de-
crease in the political power of the regime. For the purposes of this analysis, the
result of this equilibrium is the liberalization of trade policy. Finally, multiple cent-
ers of power make it more difficult for protectionist interests to ‘‘capture’’ the state,
a practice that would encourage policies like export quotas in order to increase the
market distortions of which the company could take advantage (Hellman 1998;
Hellman, Jones, and Kaufmann 2000).

The argument for why trade liberalization is more likely in countries with
higher levels of democratization and civil liberties flows naturally from the above
analysis. By definition, democratization encourages the fragmentation of power
among groups, due to the existence of free and fair elections and the freedom
of independent groups to form and pressure the government for policy out-
comes. Similar to the arguments presented above, democracy increases the op-
portunities for proreform coalitions to gain power, increases the competition
among elites and various interest groups, and decreases the likelihood of a
few particular industries being able to ‘‘capture’’ the state. Because of this, many
post-Communist scholars have argued that democratization and the guarantee of
civil liberties are absolutely essential for reform to take place (Hellman 1998;
Hellman, Jones, and Kaufmann 2000; Aslund 2002). As Hellman, Jones, and
Kaufman (2000:33) suggest, democracy is necessary to ‘‘channel the strategies of
firms away from state capture to more legitimate forms of influence through a
combination of societal ‘voice,’ transparency of reforms, political accountability,
and economic competition.’’ By implication, these same ideas of accountability,
transparency, and competition make it more difficult for the state to benefit
through the types of rent creation and capital accumulation outlined above (see
also Verdier 1998).

Again, the literature on fragmentation’s effects on trade liberalization is small but
persuasive. In one of the few studies of trade policy dealing with the post-Com-
munist cases, Frye and Mansfield (2003) test the hypothesis of democracy and
fragmentation against a host of other explanatory variables for post-Communist
cases from 1990 to 1998. They find that democratic countries are almost certain to
engage in extensive liberalization, nondemocracies with high levels of fragmenta-
tion are almost equally likely to promote open trade policies, nondemocracies with
moderate fragmentation are only about 5–10% less likely than democracies to con-
duct open trade, and nondemocracies with highly concentrated power were very
unlikely to liberalize their trade practices. In a similar way, Pohl (1989), in his case
study of trade policy making in China, found that liberalization coincided with the
decentralization of production and investment decisions to local government and
enterprises. He also found that reforms have progressed the fastest in the rural
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sector, where decision making was devolved to the household level, and where
centralized Foreign Trade Commissions (FTCs) lost most of their monopoly power
or were branched off into smaller separate units.11

While a compelling case can be made for either of these two components of
economic accountability individually, the present study argues that an even more
compelling analysis takes them both into account simultaneously. This study takes
the next crucial step in this research, providing a large-N test of both variables as
part of a larger theoretical concept.

Testing the Theory of Economic Accountability

To test the validity of the economic accountability theory, this study begins by
examining 25 post-Communist countries from 1991 to 1999. The dependent vari-
ableFlevel of trade liberalizationFis operationalized using an ordinal measure of
trade and foreign exchange liberalization (Trade) compiled by the EBRD (2000).
This measure is coded as

1 ¼Widespread import and/or export controls or very limited legitimate access
to foreign exchange.

2 ¼ Some liberalization of import and/or export controls; almost full current
account convertibility in principle but with a foreign exchange regime that is
not fully transparent (possibly with multiple exchange rates).

3 ¼ Removal of almost all quantitative and administrative import and export
restrictions; almost full current account convertibility.

4 ¼ Removal of all quantitative and administrative import and export restrictions
(apart from agriculture) and all significant tariffs; insignificant direct in-
volvement in exports and imports by ministries and state-owned trading
companies; no major nonuniformity of customs duties for nonagricultural
goods and services; and full account convertibility.

4 þ ¼ Standards and performance norms of advanced industrial economies; re-
moval of most tariff barriers; and membership in WTO.12

These measures are initially coded by the EBRD’s country experts; they are then
defended before a panel of economists within the EBRD and scrutinized by the
World Bank and the IMF. Finally, they are reviewed by the editors of the Transition
Report before they are included. Unlike measures of ‘‘openness’’13 that are used in
many studies on trade, this measure has the advantage of being particularly ori-
ented toward measuring trade policy, rather than simply the overall level of trade.
Plus and minus scores are operationalized by the EBRD as 0.3 for a plus and � 0.3
for a minus. This system is transferred wholesale into the data set for this study,
resulting in 11 possible ratings, nine of which are found in these data.

In order to measure the significance of the independent capitalist class in each
country, a measure of the share of the gross domestic product (GDP) made up of
the private sector for each year is used. The larger the share of the GDP that comes
from the private sector, the lower the importance of state-owned industries, and,
this study’s hypotheses would suggest, the greater the degree of trade and foreign
exchange liberalization.14

The operationalization of fragmentation requires two measures. The first is an
index of fragmentation within the government. To measure this, a modified version

11It should be noted that Pohl (1989) concludes that fragmentation within the Chinese bureaucracy has slowed

the pace of reforms. However, this is compared with some theoretic level of future liberalization. Fragmentation or
power still played a key role in the initiation of reform.

12Data for this measure are taken from the EBRD (2000).
13Calculated as (Exports þ Imports)/GDP.
14Data are collected from the EBRD (2000).
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of the scale developed by Roubini and Sachs (1989) is used. It is calculated as
follows:

0 ¼ One-party government (no competitive elections).
1 ¼ One-party majority parliamentary government or united presidential gov-

ernment.
2 ¼ Two-party coalition government or divided presidential government.
3 ¼ Three or more party coalition government.
4 ¼ Minority government.

The fragmentation of the government is calculated as the average fragmenta-
tion for a country for each year.15 In addition to the scores on government frag-
mentation, a measure is needed for the level of political and civil liberties enjoyed
by the citizens of each country. To represent this factor, the Freedom House (2001)
scores of political and civil liberties are averaged for each country for each year.
Each score ranges from 1 to 6, with 1 indicating the highest level of freedom and 6
the lowest.16 While Freedom House has come under fire for some of its measures,
there is a very high correlation between it and most other measures of democracy
used in scholarly research, and it is unlikely to bias significantly the results of this
study, especially when indexed with the government fragmentation scores.17 Fi-
nally, the total fragmentation index is calculated by dividing the governmental
fragmentation score by the Freedom House scores.18,19

Several macroeconomic conditions are generally accepted as explanations of
trade policy choice, and these are incorporated into this study as control variables.
Consistent with the pluralist theories discussed above, the most often cited variables
deal with the effects of economic decline on trade policy. The most intuitive version
of this theory contends that groups who lose during the process of trade liberal-
ization will form together to lobby for higher levels of protection. As the losers of
reform often have lower transaction costs than the winners, they are more likely to
get represented (Caughlin, Chrystal, and Wood 1995). Where reforms have been
especially painful, the power of antireform groups is likely to increase, forcing the
government to reverse its reform policies (Przeworski 1991).

Contrary to this pluralist theory, some scholars have argued that trade liberal-
ization is more likely where macroeconomic conditions are worsening. Rodrick
(1996:28) summarizes this argument as follows:

[T]he opportunity to do something that will benefit most everyone by a large
marginFan opportunity that arises only when the economy is mismanaged ter-
ribly and falls into deep crisisFallows reformist policy makers to sneak in,
alongside the stabilization, microeconomic and structural reforms which have

15The data itself were calculated by Timothy Frye and Edward Mansfield. This study is greatly indebted to them
for the use of their calculations.

16By accepting these rankings, this study is making an implicit decision about whether to measure democracy as
a continuous or dichotomous variable. The former is chosen mainly for its ability to show gradations on the amount
of pluralism that is allowed within the nondemocratic regimes in the study (for arguments in support of this choice,

see Bollen 1990; Elkins 2000).
17Frye and Mansfield (2003) test both the Freedom House and Polity II scores in similar models and conclude

that both measures are highly correlated and produce similar results.
18A discussant on an earlier version of this project suggested that it was possible that none of these variables

changed much, and thus any relationships were simply a matter of the stability of all measures. As demonstrated by
the following examples, this was not the case. On average, the trade liberalization scores for each country changed

by 1.87 between 1991 and 1999, which is quite significant for a 1–4.3 scale. Private share of GDP changed, on
average, 41.54%. Finally, fragmentation spanned an average range of 0.61 across all cases.

19These components were brought into a single index because they are used to represent a single con-
ceptFfragmentation in the decision-making process. However, tests were performed running them separately as
well. This did not significantly change the results.
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significant distributional implications and which would be difficult to implement
under normal circumstances.

Similarly, Sachs and Warner (1995) observe that liberalization in many developing
countries occurred after severe macroeconomic crises, such as a debt crisis or very
high inflation. Indeed, the entire post-Communist case could be put forth as such
an instance of severe macroeconomic crises allowing reformers to make striking,
and sometimes painful, economic decisions (Aslund 2002). When the economy is
already in tailspin, the public is more likely to accept radical measures to ensure
stabilization, under the rationale that things cannot become much worse and re-
forms offer at least a hope of future growth. Such stabilization measures would be
more difficult to pass under conditions of economic stability or growth, where
individuals would be unlikely to risk their current economic security for possible
future gains.20

In a similar vein, the level of import penetration has been hypothesized to have
an effect on trade policies. It is widely argued that higher levels of imports tend to
invite a backlash against free trade by sectors of industry in the domestic economy
that produce similar products. If these groups are well organized, they could be
expected to pressure the government into a more protectionist trade stance. Con-
versely, where a country is more reliant on imports for the satisfaction of consumer
demand, the harder societal groups can be expected to press for liberalization. This
pressure may be extremely important in countries emerging from the rampant
shortages of the late Communist era.

Finally, the size of a country’s overall economy can impact its trade policy de-
cisions. On the one hand, economically large countries are likely to have a higher
lever of self-sufficiency, and therefore a lower demand for imports. This allows
them to improve their terms of trade by pursuing a policy of optimal protection. On
the other hand, higher levels of national income are likely to increase the demand
for imports and the amount of products available for export, both of which might
increase demands for higher trade and foreign exchange liberalization.21

The operationalization of these variables is straightforward. The severity of eco-
nomic decline is measured using two variables: the level of unemployment and the
level of inflation.22 The importance of imports in the economy, or level of import
penetration, are the total value of merchandise imports. Finally, the size of the
country’s overall economy is measured by its real GDP. The data for these variables
are taken from the EBRD (2000).23

20This would, of course, depend on how large the individual believes those future gains will be and how low their
discount factor is.

21There are, of course, still more theories of trade liberalization that could be included. As one colleague said of

trade theories, ‘‘Anything one could think of has been set forth as an explanation of trade liberalization.’’ An
example of this is geography, which, when measured as distance from the nearest EU capitol, was statistically
significant in a cross-sectional analysis performed as a part of some preliminary research for this article (see Kopstein
and Reilly 2000 for a discussion of geographical diffusion theory). It did not alter the findings in those tests and was
left out of the final version because it did not vary over time. Ultimately, choices had to be made, for space and
methodological reasons, of what to include and exclude. While I have tried to include the most relevant hypotheses
here, it might be a productive area for future research to add more controls and see whether the results remain

constant.
22It should be noted that, although the EBRD statistics on unemployment are the best available, no unemploy-

ment measure is going to be completely accurate. The EBRD takes their measure from the International Labor
Organization and state agencies for unemployment statistics. However, firms have multiple reasons for wanting to
misreport their employment levels to state agencies. There are also definitional problems in determining un-
employment. For example, in Russia, companies will often not pay workers in the hopes that they will quit, and thus

the company will not have to pay them compensation packages for termination.
23Normally, these measures would be taken at t � 1 to show causality. However, this does not make much sense

with the EBRD measures as the dependent variable. These measures are not given until the end of each
yearFmeaning that they measure the degree of trade openness on December 31. It makes little sense to contend
that the economic developments of the year before still have an impact at that point.
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The cross-sectional time-series (CSTS) nature of this design has some well-known
difficulties (see Stimson 1985). Unbiased CSTS models must deal with both het-
eroskedasticity and autoregression problems at the same time. The model we are
dealing with here is made even more difficult because of the relatively low number
of both countries (N) and years (T) involved. The most efficient method for hand-
ling these problems is to estimate the impact of units (country) and time as random
effects, where two additional parameters (u and e) are estimated from a random
distribution. Two serious pitfalls present themselves with this approach. First, if the
variables are misspecified, this could result in biased coefficients as compared with a
fixed-effects model, which estimates either time or space as fixed parameters. In
order to test for this problem, a Hausman specification test was run comparing the
coefficients produced by the fixed effects and random effects models, and the
coefficients were generally found to be consistent.24 Second, there is a danger that
the standard errors, because they are not adjusted for group correlations, may be
misleading (Beck and Katz 1996). To correct for this, the models in Table 2 all use
panel-corrected standard errors.25

Table 2 presents the results of five models. Model 1 is the basic model, which
includes the independent variables laid out above regressed against the EBRD’s
trade policy measure. The next four models check the robustness of the results in
model 1: model 2 uses maximum-likelihood estimation to check the robustness of
the modeling choice, model 3 utilizes five new control variables that test the spe-
cification of both the political and macroeconomic variables; model 4 reruns the
base model without outlier cases; and model 5 tests the base model against an
alternative measure of trade openness (dependence).

The results of model 1 provide strong support for the hypotheses laid out above.
In the model, the measure of government ownership is statistically significant
(p � .001). These results indicate that it would take an increase of about 33.3% in
the amount of the GDP accounted for by the private sector for a country to move to
a higher category in the EBRD measures of trade liberalization. Within these data,
this amounts to slightly more than 1.5 standard deviations. Put another way, if all
other variables are held at their means, a movement from the 25th percentile of
private share of GDP, 20%, to the 75th percentile, 60%, would take a country from a
score of approximately 1 to approximately 2 þ .26 The measure of government
fragmentation is also significant (p � .009) and has an estimated coefficient of .357.
This indicates that it takes an increase of 0.84 in the fragmentation index, or about
1.21 standard deviations, for a country to be assigned a þ (0.3) on the EBRD trade
liberalization scale. A move from the 25th percentile, 0.25, to the 75th percentile,

24The Hausman specification test failed to reject the null hypothesis, which stated that the difference in the

coefficients generated by the random effects estimator and the fixed (within)-effects estimator were systematic.
However, the w2 of 6.15 was high enough to be worrying. Ultimately, the primary difference in the coefficients was
due to the fragmentation variable. The most likely cause is that, because the main areas of variation in political
fragmentation are between countries, rather than within countries over time, a large proportion of its coefficient in
the random effects model stems from the between effects. And indeed, when this is mechanically corrected for (see.
Stata 2005:307), the coefficients are almost indistinguishable and the w2 becomes o0.01. This should put to rest
most concerns about bias in the coefficients.

It should be noted that while Beck (2001) suggests the use of panel dummy variables to model unit effect
explicitly, this is undesirable for this study for two reasons: (1) the efficiency losses associated with adding 26 new
independent variables are very large with a T of 9; and (2) it completely washes out any between effects, eliminating
the effect of any variable that varies systematically across countries, but does not show much relative change over time.
To use this, we essentially have to accept that assumed differences in states are more important than the explicit
variables separating them.

25The results were also compared with a couple of alternative models. One of these was using Beck and Katz’s
(1996) suggestion of OLS coefficients and panel-corrected standard errors. This model was also run using a basic
AR(1) correction for autocorrelation. It is worth noting that both the coefficients and hypothesis tests were nearly
identical to the results presented in Table 2.

26These values are hand calculated using the estimated coefficients from model 1.
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1.33, on the index, when all other variables are at their mean, results in a country’s
EBRD liberalization score improving from a 1 þ to a 2� .

Three of the macroeconomic indicators perform relatively well. The measure of
GDP has a positive relationship with trade liberalization; a 50 billion dollar increase
in GDP, about 0.81 standard deviations, adds aþ onto the liberalization score, and is
statistically significant (p � .001). This supports the contention that increased pro-
duction results in greater demands for trade liberalization. The measures of eco-
nomic downturn, inflation, and unemployment, have inconsistent results. Increased
inflation seems to have a negative effect on trade liberalization, and is marginally
statistically significant (p � .054). Unemployment is statistically significant (p � .004),
but it is positively correlated, indicating that greater unemployment results in great-
er trade liberalization. Overall, it is impossible to determine how economic downturn
affects trade liberalization in this model. Further inquiry into just how particular types
of economic downturn affect liberalization might be interesting. Finally, the measure
of import penetration is statistically significant (p � .001) and suggests that increased
imports result in less trade liberalization. This supports the contention that high
import penetration results in a reaction against trade liberalization.

The first test of robustness looks at the choice of model used above. The EBRD
variable of trade liberalization is not, strictly speaking, a continuous variable, which
the first model assumed. Because of the large number of values taken by the vari-
able, it is unlikely that this assumption significantly affects the results. Nevertheless,
some scholars may object to treating ordered categorical (ordinal) variables as
though they were continuous. In Model 2, the trade liberalization variable is col-
lapsed into four basic categories, and an ordered logit model is used for analysis. To
address heteroskedasticity, robust clustered standard errors were calculated, using
country to define the clusters. Dealing with autocorrelation in this context required
the use of a lagged dependent variable. This is a suboptimal strategy as, when the
lagged variable is also significant, it can cause an artificial and misleading decrease
in the coefficients of the independent variables (see Achen 2000).27 Nevertheless,
the main variables of interest remain statistically significant. Private share of GDP is
significant (p � .002) and has a positive correlation. The coefficient suggests that a
country in the 25th percentile in private ownership has about a 53% chance of
receiving a 4 on the EBRD ratings, � 9%, while a country in the 75th percentile
has an 82% chance, give or take 7%.28 Fragmentation is also significant (p � .001)
and the coefficient suggests that a country in the 25th percentile in terms of frag-
mentation has a 37% chance of receiving a 4, give or take 12%, while a country in
the 75th percentile has an 85% chance, � 5%. While the results are consistent with
those in model 1, collapsing the dependent variable into four categories means
giving up information, and the significant lagged dependent variable is troubling.
The rest of the models return to the random effects strategy.

Model 3 looks at several new variables to test the robustness of the economic
accountability measures to alternative specification. With the collapse of Commun-
ism, one of the weakest sectors in terms of international competition was agricul-
ture. Lacking the capital to modernize production, and facing competition from
subsidized Western goods, it could be posited that countries where agricultural
employment is high would be less likely to liberalize trade policies in order to
protect farmers from competition. The role of the EU is another important variable

27An earlier version of this article analyzed the effect of the lagged dependent variable and found that it has a
substantial effect on the coefficients, though not significance, of the main independent variables. This equation has

also been modeled using a maximum-likelihood CSTS estimator (see STATA 2005:302) and the results did not
change significantly. In addition, different models of autocorrelation have been used, both within the contempor-
aneous correlation and GEE context. Again, the results did not substantially change from those in model 1.

28These counterfactuals are calculated using Clarify software designed by Tomz, Wittenberg, and King (2001).
For more information, see King, Tomz, and Wittenberg (2001).
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in some of the literature. Some authors suggest that the possibility of EU integra-
tion drove reforms in potential accession states (Aslund 2002). It could be that those
countries that signed accession agreements with the EU will have higher levels of
trade liberalization. The third variable reconceptualizes the economic crisis idea
slightly. It is possible that employment and inflation crises have a consistent effect,
but that economic crises result in protectionism only if there is a large negative
trade balance. Thus, a variable of the net balance of trade is added to the model.

The last two variables in this model deal with potential alternative explanations for
the fragmentation results. First, a measure of political polarization is added. It is
possible that the fragmentation results are misleading from the veto player stand-
point. While there may be institutional fragmentation, this may be offset by a lack of
ideological difference between parties. Second, a measure of elite turnover is added.
This variable is in response to the idea that the fragmentation results are tautological,
as any fragmentation of the post-Communist government would be away from the
Communist leadership (see Frye 2002). At the same time, the GDP and import
penetration variables were dropped from the model to improve the goodness of fit.29

Model 3 shows that the addition of these variables does not significantly change
the conclusions of the first model. While the coefficients of both the fragmentation
and private enterprise variables decline slightly, they both remain statistically sig-
nificant. Of the new variables, only agricultural employment (p � .02) and trade
balance (p � .003) reach conventional levels of statistical significance. Both variables
react differently than expected, with increased agricultural employment resulting
in higher levels of trade liberalization, and more favorable trade balances resulting
in lower levels of liberalization.

The fourth model runs the results, minus significant outliers. While scatter plots of
the errors did not reveal any cases that were exercising undue leverage on the
results, this model was run to check that the results are robust. Six cases had standard
errors that were more than two standard deviations from the mean. Those were:
Azerbaijan in 1994, Croatia in 1994, Georgia in 1993, Moldova in 1995, Uzbekistan
in 1999, and Ukraine in 1994. When these cases are removed from the model, the
fragmentation and private enterprise variables retain their levels of statistical signif-
icance, but lose .01 and .001 in their coefficients, respectively. The removal of these
cases also improves the overall goodness of fit for the model by about 3%.

Finally, in model 5, the main set of independent variables is run against the
standard variable of openness. While openness is often used as a proxy for trade
liberalization, it has two shortcomings. First, it is a measure of trade dependence
rather than trade policy, and the two need not be related. Second, it is overly
determined by a number of factors unrelated to policy, including geographic lo-
cation, proximity to markets and exporters, dependence on exportable natural
resources, population, whether the country is a small island, and, of course,
whether the country has a high GDP. As an example of the first shortcoming, the
correlation between the EBRD measure of trade liberalization and the openness
variable is � .015. Not only is the correlation low, but is in the opposite direction of
what is expected. Either the EBRD is completely off in its analysis of trade policy or
openness is only loosely related to policy. The second shortcoming can be illustrated
by looking ahead at the global sample. If openness were really an accurate measure
of trade policy liberalization, then Bahrain, with a trade dependence of 148.58% of
GDP, would be more than four times more liberal in its trade policies than Japan,
with a trade dependence of 20.42% of GDP. As a frame of reference for this com-
parison, Bahrain’s mean tariff rate in 2000 (the latest year available) was 7.7%, while
Japan’s mean tariff rate in 2002 was 2.2% (Miles, Holmes, and O’Grady 2006).

29Including these variables leads to decline in the goodness of fit by nearly 20%. However, both of this study’s
main variables remain consistent, with the standard error of the fragmentation variable somewhat increased
(po.061).
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Nevertheless, because the openness measure is so widely used, the results of a
model 5 using it as the dependent variable are reported in Table 2, with import
penetration and GDP removed, as they are part of the openness index. The results,
unsurprisingly, are inconsistent with the other models. Private share of GDP now
has a negative coefficient and does not approach accepted levels of statistical sig-
nificance. Fragmentation, however, remains consistent, suggesting that a one-point
increase in the fragmentation index results in a 10% increase in trade to GDP.

Overall, the results presented in Table 2 support the fragments of economic
accountability theory laid out above. However, three problems remain. First, it is
possible that this result is simply due to a ‘‘spirit of the times,’’ and that the cor-
respondence between reforms is due to some post-Communist countries pursuing
political and economic transitions while others did not. In other words, political
fragmentation, privatization, and trade liberalization may all be part of the same
choice of transition. Second, it may be questioned whether the theory of economic
accountability can be generalized outside of the region. Finally, with the inconsis-
tent results provided by the openness (trade dependence) variable, some may
question whether the EBRD measures are unique in this relationship. What is
needed is a larger model that includes countries from more regions, including
those not going through radical periods of reform, and uses different measures of
liberalization. Such a model is analyzed in the final section of this study.

Expanding the Sample: The Global Effects of Economic Accountability

Fortunately, the data for evaluation of the economic accountability theory on a
global basis are made available through the Economic Freedom of the World reports
produced by James Gwartney and Robert Lawson (2000). With the help of over 56
organizations spanning the globe, they compiled measures of what they call ‘‘eco-
nomic freedom’’ for 124 countries.30 Data are collected for 23 indicators of eco-
nomic freedom from 1997, and each are scaled from 0 to 10. Where higher values
are indicative of greater economic freedom, the formula for deriving the 0–10 score
is: (Vi� Vmin)/(Vmax� Vmin) multiplied by 10. Conversely, where higher values in-
dicate less economic freedom, the score is calculated: (Vmax� Vi)/(Vmax� Vmin),
multiplied by 10. In both cases, the resulting measures score lower economic free-
dom as a lower value and higher economic freedom as a higher value. Two variables
from this index are used to represent the level of trade liberalization. The first one
is a measure of the mean tariff rate. In this measure, higher mean tariffs will cause a
lower economic freedom score, so high tariffs are indicated by scores closer to 0 and
lower tariffs are indicated by scores closer to 10. The second measure is the amount
of revenue from taxes on international trade as a percent of exports plus imports.
This measure makes it possible to look at how heavily both exports and imports are
subjected to barriers in their free flow. Again, a lower score indicates higher levels
of taxation, while a higher score indicates lower taxation.

Operationalization for the level of government ownership also comes from the
economic freedom index, utilizing their measure of government enterprises and
investment as a share of the economy. Like the above measures, lower scores in-
dicate a higher level of government involvement. Thus, this study expects a positive

30Two notes should be made about this data set. First, not every country had scores for every category used here
in 1997. In these cases, the 1995 scores were used if they were available. This should not significantly affect the
outcomes as these scores rarely change dramatically over such a short period of time. Second, some of the data used

here are not necessarily of the highest quality. For example, Albania and Bulgaria, which both have private sectors
that make up more than 70% of their GDP, have the same score on importance of government enterprises and
investment in the economy as Chad, the Central African Republic, and the Republic of the Congo, and a lower score
than the Democratic Republic of the Congo. Nonetheless, the overall quality of the data seems pretty good, es-
pecially for a sample of this size.
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relationship between the scale of government enterprises and the two measures of
trade liberalization.

Fragmentation is measured using the average of the Freedom House scores for
political rights and civil liberties for the same year (1997). While this measure does
not capture fragmentation within the governing coalition as explicitly as the Rou-
bini/Sachs scores, it gives a rough approximation of the plurality of voices and
opinions involved in policy-making decisions. It also has the advantage of covering
all of the countries involved in the economic freedom index.

The macroeconomic variables are operationalized using measures similar to
those used in the previous section. The size of the economy is measured using the
GDP statistics from the World Bank (2006). Economic downturn is measured using
yearly calculations of inflation in the consumer price index (World Bank 2006).
Finally, import penetration is calculated using the value of imports as a percentage
of GDP. Additionally, a measure of the importance of the trade sector is also in-
cluded. This measure takes the percentage of the GDP made up of firms in the
trade sector of the economy and converts it into an economic freedom score, with
higher values indicating higher percentages of the GDP made up of industries
involved in trade (Gwartney and Lawson 2000). All these variables, with the ex-
ception of the size of the trade sector, are taken at time t� 1.

Although this model is a simple cross-sectional design, there is still reason to
suspect heteroskedasticity. In cases of heteroskedasticity, the OLS estimates should
be unbiased, but the standard errors might be biased, resulting in misleading tests
for statistical significance. A heteroskedasticity-consistent covariance matrix
(HCCM) is an appropriate way to correct for this problem. When Nd250, an
HC3 version of the heteroskedasticity-consistent standard errors is the only method
that reliably produces correct inferences (Beck 2000; Long and Ervin 2000).
Therefore, OLS estimates are utilized along with robust HC3 standard errors to
make inferences of statistical significance in this sample.

Table 3 presents five models. Models 6 and 7 present the base model laid out above
regressed against the tariff rate and taxes on trade, respectively. As in the previous
section, the next three models test the robustness of the original results: models 8 and
9 add three control variables to test the variables under alternative specification, and
model 10 utilizes the measure of trade openness as the dependent variable.

Turning to the results of model 6, which analyzes the effect of the independent
variables against the mean tariff level, further support for the economic account-
ability argument is found. The only macroeconomic indicator to achieve statistical
significance is import penetration (p � .026), which has a positive direction, indi-
cating that higher levels of import penetration result in an increase in the economic
freedom score (lower mean tariffs). Both of the indicators of economic fragmen-
tation achieve high levels of statistical significance and show the expected direc-
tional relationships. Government enterprises and investment as a share of the
economy is significant (p � .002) and is positively correlated with the measure of
tariff levels, meaning that a lower level of government ownership is significantly
related to lower mean tariff rates. For example, a country in the 25th percentile will
have a predicted mean tariff score of 6.76, give or take 0.23, while a country in the
75th percentile will have a mean score of 7.44, give or take 0.19. This is an im-
provement of over 2/3 of a point on a 10-point scale, or about 6.7%. In a similar
manner, the Freedom House scores for a country are significantly related to the
mean tariff rate (p � .001) and have a negative coefficient, which, in this context,
establishes that countries with higher levels of political and civil liberties have a
lower tariff rate than less free countries.31 In this case, countries in the bottom 25th

31DfBeta statistics were calculated for this model on both the government enterprise and freedom variables. In
both cases, the resulting values for all cases were well below the standard cutoff of 1.0, indicating that none of the
cases are exercising undue leverage as outliers.
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percentile in their Freedom House score, the highest numeric scores, are expected
to have economic freedom scores on tariff rates of 6.71, � 0.23, while countries in
the top 25th percentile have an expected score of 7.68, � 0.20. This is an im-
provement of almost a full point, or about 10%, on the 10-point economic freedom
index of tariff restrictions. The adjusted R2 is 0.387, meaning that 38.7% of the
variance is explained by this model. While not nearly as high as in the models
above, it is relatively good considering the number of different countries and areas
involved in this survey and that it is only analyzed for one period in time.32

Model 7, which uses taxes collected on exports and imports as the dependent
variable, has comparable results. Here, the only macroeconomic indicator to
achieve significance is the percentage of the economy made up by industries in the
trade sector. This relationship is statistically significant (p � .001) and positive,
suggesting that larger trade sectors encourage trade liberalization. Again, both in-
dicators of economic accountability are statistically significant, and have coefficients
in the predicted direction. It is slightly surprising that, while most of the other
variables show dramatic changes in their level of statistical significance and/or the
size of their coefficients, both significance and size remain remarkably consistent for
both the government share of the economy as well as the Freedom House scores in
these models.33 In this model, a country in the bottom 25th percentile of economic
freedom in terms of government involvement has an expected score on trade taxes
of 7.05, � 0.28, and a country in the 75th percentile has an expected score of 7.91,
� 0.23. So a country in the 75th percentile is expected to be 7/8 of a point, or
almost 9%, higher on the 10-point economic freedom scale. Similarly, a country in
the bottom 25th percentile in terms of its Freedom House score has an expected
economic freedom score on trade taxes of 6.78, give or take 0.31, while a country in
the 75th percentile has an expected score of 8.29, give or take 0.25. This is an
improvement of one and a half points, or 15%, on the 10-point scale. The model as
a whole explains 46% of the variance in tax levels, which again is quite respectable
for a study of this kind.

Two alternative specification models are run to make sure these results are ro-
bust. As before, variables are added to include the trade balance of the country and
involvement in a free trade organization (in this case, the WTO).34 Also, a measure
of unemployment is added (World Bank 2006). This was left out of the initial model
because of its substantial effect on the number of cases. Agricultural employment is
not included because it has a very substantial effect on the number of cases and
systematically excludes states from Africa.35 In both models 8 and 9, which use tariff
rates and taxes on trade as dependent variables, respectively, the measures of eco-
nomic accountability remain statistically significant. The coefficient for government
enterprises loses some of its effect, while the coefficient for political and civil
freedoms increases. It is difficult to tell whether these changes are due to the
inclusion of new control variables or the significant decrease in the number of cases.
Of the additional variables, none of them demonstrate significant and consistent
results across the models.36

32For both these models, a RESET test was used to make sure that the variables in these models have the proper

functional specification. In both models, the null hypothesis, that the difference between coefficient specifications is
zero, cannot be rejected (p4.2). VIF scores were also used to check for colinearity. None of the variables had a VIF
score above 2.00, the usual cutoff for colinearity, and the average VIF for the models was 1.29.

33DfBeta statistics were also calculated for this model on both the government enterprise and freedom variables.
In both cases, the resulting values for all cases were well below the standard cutoff of 1.0, indicating that none of the
cases are exercising undue leverage as outliers.

34It should be noted that only a handful of countries from this sample were not members of the WTO.
35However, it should be noted that the inclusion of this variable diminishes the significance of several variables

significantly. However, our two main variables remain significant at the po.10 level and maintain their causal
direction.

36Colinearity does not appear to be a problem, as VIF scores remained well below 2.00.
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In the final cross-sectional model, the economic accountability variables are in-
cluded alongside the measure of economic openness (trade dependence). The in-
flation variable is also included. It is the only original independent variable that is
not also a partial measure of, or part of the calculations of, trade dependence. As
before, there is little correlation between openness and the policy variables. The
correlation between openness and average tariff is about .315, and the correlation
between openness and taxes on exports and imports is .316. The results of model
10, as with the above model, deviate significantly from the models of trade policy.
Only the measure of political and civic freedom remains statistically significant and
has the same direction as in the previous models.

Overall, these models suggest the importance of economic accountability in pro-
moting the liberalization of trade policies. The macroeconomic theories fail to gar-
ner consistent support, and thus it is difficult to draw any conclusions as to their
effect. It would seem from this analysis that the positive influence of economic
accountability in the post-Communist cases is not simply due to an overall ‘‘spirit of
the times,’’ but is part of a more generalizable theory of trade policy choice.

Conclusions

In this analysis of trade policy theory, two indicators of economic accountability
have been developed and tested against levels of trade liberalization in a sample of
post-Communist countries from 1991 to 1999 and in a global sample from 1997. In
both of these analyses, the results show that significant government ownership of
the productive resources of a country has a negative effect on trade liberalization,
while fragmentation of decision-making authority, expressed as fragmentation
within the government and pluralism in society, has a positive impact on the lib-
eralization of trade.

In the post-Communist context, these results make a strong case that, contrary to
much of the literature on transition economies, fragmentation, and accountability
are good for reforms, and that an insulated government is not necessary for lib-
eralization to take place. Instead, it may even be counterproductive where that
government also takes an active role in the economy. This study also points out that,
far from being the weaklings they are often portrayed as, the institutions of the state
have an important and active role in the process of reforms in Eastern Europe and
the former Soviet Union. Finally, the results here indicate that shifts in macroe-
conomic conditions do not uniformly affect the policy choices of post-Communist
countries. The contrary effects of the two measures of economic downturn, infla-
tion and unemployment, make it difficult to draw conclusions as to how countries
react in policy to economic downturns.

In the global context, this article sheds light on areas not normally studied in
trade policy literature. It demonstrates that pluralism, while it may sometimes en-
courage a government toward protectionism, is generally a force for liberalization
of world trade. The results also demonstrate another danger associated with state
ownership of productive resources, a policy that has been widely derided by econ-
omists, but has not declined in recent decades (World Bank 1995). Interestingly, the
strong relationship between state ownership and trade policy may pose a problem
for the literature dealing with the effects of both on growth, because the close
relationship between the two may makes it difficult to identify the effects of either
one independently.

This study will end by pointing out that trade liberalization may not be the only
economic policy influenced by the fragments of economic accountability, nor is the
influence of state interests in trade policy something that should be unique to
modern politics. Exploring other ways in which accountability influences economic
reform and performance through time may prove to be an interesting and impor-
tant area for future research.
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Appendix A: Cases

A1

Sample 1:
Albania 1991–1999 Kyrgyzstan 1991–1999
Armenia 1991–1999 Latvia 1991–1999
Azerbaijan 1991–1999 Lithuania 1991–1999
Belarus 1991–1999 Moldova 1991–1999
Bulgaria 1991–1999 Poland 1991–1999
Croatia 1991–1999 Romania 1991–1999
Czech Republic 1991–1999 Russia 1991–1999
Estonia 1991–1999 Slovakia 1991–1999
Former Yugoslavian Republic of Macedonia 1991–1999 Slovenia 1991–1999
Georgia 1991–1999 Tajikistan 1991–1999
Hungary 1991–1999 Turkmenistan 1991–1999
Kazakhstan 1991–1999 Ukraine 1991–1999

Uzbekistan 1991–1999

A2

Sample 2:
Albania Ghana Pakistan
Algeria Greece Panama
Argentina Guatemala Papua New Guinea
Australia Guinea-Bissaun,nn Paraguay
Austria Guyanan,nn Peru
Bahamas Haitin,nn Philippines
Bahrainn Hondurasnn Poland
Bangladeshnn Hong Kong Portugal
Barbados Hungary Romania
Belgium Iceland Russia
Belizen India Rwanda
Beninn,nn Indonesia Senegal
Bolivia Iran Sierra Leone
Botswanan Ireland Singapore
Brazil Israel Slovakiann

Bulgaria Italy Sloveniann

Burundin Jamaicann Somalian,nn

Cameroon Japan South Africa
Canada Jordann South Korea
Central African Republicnn Kenya Spain
Chadn Kuwaitn Sri Lanka
Chile Latvia Sweden
China Lithuania Switzerland
Columbia Luxembourg Syria
Democratic Republic of Congo Madagascar Taiwan
Republic of Congo Malawi Tanzania
Costa Rica Malaysia Thailand
Cote d’Ivore Mali Togon,nn

Croatian Maltan Trinidad
Cyprus Mauritius Tunisia
Czech Republic Mexico Turkey
Denmark Morocco Uganda
Dominican Republic Myanmarn Ukrainenn

Ecuador Namibia United Arab Emiratesn,nn

Egypt Nepal United Kingdom
El Salvador New Zealand United States
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