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A bstract

T his pgper inestigates the impact of industry ancaratian an
tracke pdicy. 4 nnual panel datebases of B raz lan industries for the
years 1988 thraudh 1994 ware used. T he regressias reparted hare are
rdoust O oanness indicator; anaatratian index, aarol variebles
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e resuls in the pgpar shov that the reduciian in protectiaon Was
smallerin mare ancentrated sectars. A ssuming that ancantratian is
agoad proxy Tormangpoly poneras itreducss the free riderprdolem
in coodinating a koby the results in this peperindicates thatinterest
gaupes with atrol over sped...c martkets in fct are bk 1 dotan
policy adhartegss that reduce (intermatianal) aompetitian.
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1 Inocductan

T he Iinkbetinsan magpaly poner-and gronth performance hes bean attrack
ing the atlention of an inaessing number ofFeconamists in reantyears. 0 T
aurse the idea that the aganized action ofinteresstgraupes may hae a kg
tem impactan inaome lbvek and gronth raes is notnew baing presatin
waks an ecaanichistory sudh as ll dr(1990) and Jaes(1988). T he st
authorstates thatin all armaost kxge sadeties the impulse Torgonmth wes
goparatall alog buthaed t© be undained and alloned O aome o frurtion.
T hese so calld dostedkss [10 gonth [ todk the Torm of unhebful vallies ad
institutias, espadally reigas vales the guls ad the Indian Gste sys
an.” | cenathy eampks in the reat (theaetical) gonth erature are
P aate adP rescott(1998), P resaott(1998), H dimes and Sdmitz(1995) ad
Tepara(999).

INn ae vway aranotter; all these pgpers induide a ssdtor or sectars With
sane degree of maxpaly poner oer the supply of saone fector thakt ean
impcee pricss and blbdk adption omewted ooy, INP arente and P resaott
(1998), Torirstance a calition ofFectarsuppliars is the magoadly sellerof
its inputservics. T he aaliian éan dicdate work pradicss and mamber’s
wagss and the maqpoly ridtis protected by B whidh makes itastly to
enterwith mare praductine tedrolagy. InH dimes and Sdmitz(L9 9 5), trade
betneen o aress and the extansian ofmarkets - arfiree moamantofgoocks
betneen these aress - reduass the resistanee o rewtsd oy, A can e
saurass of resistance are intersst gagps Who stard © e imts ifa new
tedroly is adpted.

A codliary of the bst artick is that bamears 1O trade sudh as tanio s
Quotss arany nantanie barviers impased by those interest graups e ectthe
auntry toal Bedorproductivty (T P ) bvel and gonth praspects. T his is
eadtly the pantof T exara(1999), who shons that under a quota arrange
mat. the mast praductive tsdnolagy W ll notbe usad ad invesstmantand
Gpital stodwi il be smaller-then underfree trace. Simulatians ofthe modkel
repraduce doserved atss auntry perapitat DP diverenas. 0 nee acan
e maxpadly poner; oar Batar supply of sane caalion gayps are the
impasing Toree behind the div erattrace regmes.

In summary, the agumeantof this Herature an be brden w into tho
aasaatie parts. Hist interest gauyps with maxqpoly poner oer ators
supply are abke 1o impcee bammears 1o trace and/ ar 1o tednology adgptian.
Seaod these bamiars hurtgonth. T he secod part of the aagumattwes
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tBsted anaygathers in Caakantt Ferrdrmaand R assi(1999), using a parnel
data set of B rad lan manuectunng industries. T he hypothesis thathider
bk dftaric s and e ective rate ofprotecian imply smaller'T B and Boar
productivity gronth could notbe rggedtied. Similar resulls ware dotained by
L ex(1998), using Kareen indLstry datat .

In the presatt pgper ve st the . 1ststiep of the agumaitaboe mae
eadly the Inkbetnean maxqpoly ponerand trecke proteciaon. W evwaitto
inesticate ifthere is any evidance from B raz lan manuectiunng data that
industries with higer mahgodly poner are mae protected then those in

W eaastructand estimate thogaops ofdatasets T B raz lanindustries.
T he..istaeis asnall ats sedian ata kel that conespads o the o
dgtdess.cation used in the U S. T he othergap is ampassd of anrual
ar bi-anual panel data sets at a higer dissaggrecatian bl then te .. 1st
gap, insane Gsss With 21 acss industry dossenatias and in others with
2. In most of aur regessias We use tho allemative messures of trace
protectian, averace naminal tarie s and er ecive rate of protectiay . Farthe
aGss sedian Gee Ve have three messures of industry aoncatratiaon butfor
e parel data anly ae butgven the high aneltian anag these sexies
we bstno infomation.

In the pariad ofFanalysis, 1988 10199 4, the aauntry experienced a majar
tracke beralzation with general tane reductian and eliminatian ofnan tarie
rsstrictias. H onever; notall ssctars were ar ectied equally, and vhi E taric
disparsian wes reducd same direrenass remained. T he interesting part
hereis thatprotectian fran trace Ell Ess in some sectiars Where aonaantratian
is hidh ad the Koy sttag (eg, mator\eide) thaen in mare aampetitive
saars (eg, EBx<tiks). T he man gquestian of the pgper; hae is o tsstif
this anecdotal evdence extiancs 10 the Whoke manuieduning sector ad is
statistically sigi..cait

I'thes tobe sad thatthis terature doss notdam exactly thatmangooly
ponerofthe Tam we Lse is the ulimate Gause ofbarriars o trace arto et

! Bvidence of the necative er ect of trecke protectian an gronth atcountry kel is alko
sttag (52 rirstenee Ednarcs (1997), H armison (1995), and Taylor (199 6§ amag
mary), butsane ofthe data used in partofthese studies have been aftiazed by R adriguez
andR adrik(1999 ) Tornotmessuring track barriers acouratiely.

2\ e do not hae data an quantitative restrictians, but this is not a serias prdblem
in the presat Gse because in the pariad of study - 1988 11994 - tarie s ware the main
policy instrumeants and aimcst all quantitative barriers hed alveedy been abandaned.
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nology adgotion. H onever; weollonT eter(19 9 3), anagathers, inassuming
that geater anatatian allevates the firee nder prdolem in coodinating
a by so that it retects aris prgpatiaal 1o the political poner of the
industry Iobies.

T his study reltss 1 the erature of pditical econany of trace pdl
iocy (eg, Brokad |l agp(1978), Teter(l993) ad ¢ rssman and H el
man(19 9 4)), whidh studies the endoganals determination of tracke proectian
ad is suneyaed iIn R adndq1995). In6 rssman and H eloman(1994), e
dal inferest gayps make donatias 1o elbedtian ampags 1o dotan trade
protecion. T he madel predicls anag other things, thatprotectian shauld
be higerin industries represaied by a kbby  In this madel honever; all
Iobies are egLally infuent and the rekbvant dic erae iIs Whether a sector
is aganized arnot Kagjianau ¢ ddbergand il ag(1999) tested and cauld
not riggect the main aandusias ofthis model T reter(199 3) adil anelad
R a(1983) anag aothars, Tound a paative relatiaship betneen seller an
atration and prolectian inU S. industry. | aeover; Tefer(199 3) ..nds that
business ldoloying had mudh mare infuaence then aganized Eboran b mer
ican tracke paicy vWnidh minimizes, O a cartain dages the prdolem caused
by the bd< of Bbardata in the presentstudy.

T his pgper is aganized in 4 secias in additian o this inroducian.
T he next section disassss the data and same speaubatinve evidence an the
reltiaship oftracke pdicy ad industry caonaantratian in B razl Sectian 3
presents the atss ssclion estimatias, sectian 4 the parel data esimatias
and seaian 5 aondudes.

2 Industry aaantration ad tracke barmers
iN the B raa lan mauleduning industry

B eftre the trade Iberalizatiaon started in 1988, disparsian of naninal ad
e adtive tane s Waes exttanely hich in B raal Tabk 1 presatts the aarage
nominal e for 16seciars of the B raad lan manuectunng industry ata
kel that rouchly aonespads toa2-dgt keel in the dessi. catian adpted
in the U nited Stades. In B&ct; in 1985 the ratio betnean the maxamum ad
theminimum aerage naminal &ne isaincstGoutinly ) 7 itell t02.7. T he
stancad deviatian in 19 85 wes aimcsthalfthe (naonwadhted) averace tarie

whikin1997 itwes dse o ae guarter krameen tanme 10 times smalkr.



TabEl: A varacel aninal Tane s

Sector Y eaxr

1985 1990 1997
I ametal mineral produdts 98.7 245 7.0
Il etabnorking 728 237 1280
Il achinery Q.1 I35 1390

Ebcranicand ammun. equip. 1004 3 6 1455
T ranspart and motonehidess 1159 559 1&/0

P gper and pgper praducts 8§22 231 1190
R ubberpraoducts 1017 A .6 1280
Chamicab A2 134 823
P harmacauticabk P2 26 10.00
P erfimes, scgp and candss 1844 592 1000
P bstic praducts 183 40 10
Textiks a6 38 1580
Cboth., Ebricprad. and footnearr 1922 50 1.8
Food 84.2 274 12.15
B everagss 1833 751 1450
T doaao 2047 7.6 9.00
mean 11781 415 1286
DP 5&1 19.02 340
max</ min 599 54 2.8

T he..gures Torer ective rate diprotectian acevaenmae eling in1985 it
wes 27% TortheP BsticP roductindustry and necative Torthe T doacoad
B everagss industries. 1N additian, the standard deviation wes of the same
ater of magiitucke as the aerace rate (ebaut100% ). A fier Eberalizatiaon
teaaarrae el o Ess ten20% ad the standad devation oae thid
ofthis rumber:

T he same pattem Gan be doserved fram mare dissggracate datas 11988
e higest estimatied e eclive rate of proleciaon anag the 46sub ssatars
Tovwhidwe hae datlawss 270% inthe R esins” industry and the smalllsst
ware-0.7% adl6 , inthe“Fertiizer” and “B asicstee] products” industries
respectinely. L ikenise in the same year the meen rate ad the standard
deviation were extramely hidh araund 70% and &% , respectinvely. Sixyears
Her, temen rae Bl 17 ad the dispersian ©12 8% .



ITthe reductian of protectian is a general phenamaan, itdid notae ect
all the ssctars in the same Tam. T ake Torirstance the "autondoi ks, truds
and busss”’ad the arti. dal textik ..bers” sub-sectrs. B etneen 1988 ad
1990, the arrage taric anag the 46sub sscars - Whidh tooether riepresait
abauth 0% ofthe valle added ofthe marufectunng sectar- Ellby aquarter
whi kEinaessing21% inthe”automdoi ks, ttuds and buses” sub sectar: T he
&= in this sub sectorwattfran 153 times the mean tarie in 1988 ©2.40
tmesinl99I3ad 1.7 imesin1994. 0 n the other hand the aarae tarie
ofarti.. dal textike .. bars” sub ssctorwatfran 1.43 the mean t&ne in 1988
O Estan 0% ofthe 1994 mearr.

CEarly there are Taass gpad..c O the "autondoi ks, trudss and buses”
sub ssciar partially o setting the general mosemant of protectian reductian
of the B razlian ecoany. Il st praosbly thase Tacs ae weder in the
Btk indsty. | e think thatmanqgpoly poner and concarratian may be
tatfoe T he..gae bebwis i Lstrathnve

3.00

2.50 1

1.50 1
1.00 1

0.00

88 89 90 91 92 93 94

—&— cr4-Autom. —B— tariff-Autom. —A— cr4-Textiles —o— tariff-Textiles

Fgurel: Tancs and aonaantratian s a pragportian of the median (extikes
and motorvehicks)

3T hebdaviaroftheer ective tarin issimilar betneen 1988 and 1991 itell onaerace
3% butitinaessed by 236 in the arindustry. A fier that and until 1994, both the
sub sectorand the average protiedtion rates £l aatinuoasly but Ess soin the Tamer: the
a ective rate of protection in the sub ssctorvwant from 2.65tmes the aerage in 1988 1O
56iIn1993ad29 in1395. A s Torthe <tk indstry, the dance wss in the qopasite
drectian i 1988 rate wss very cloe 1o the mean, butanly halfthbe meen in 199 2.
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Fgure 1 presats the evoliion of naminal tane s and aoncaration of
both sectars as a pragportian ofthe median indiass ofthe industry. T hean
attatian index usad is the progpartian of the sector revaue gpprapnated
by the Tour xgsst..ms (CR 4). | ote thatwhi e aancaaratian in the ’au
tondo ks truds and busss” sedtoris at bsst thice as e as the median
aoaatatian of the manueduning industry, in the arti. dal extke . bers
iNndLstry itwnwes an aerace anly 75% ofthe median. A thesame time while
aerage naminal t&nie s ofboth sectars ware alincstthe same in 19 88, abaut
15 times ttemedian in199 4 ittvwes thicee themedian in“automdoi ks, trud<s
and busss” and exactly the median in the extike indLstry. In summary, the
deaesee in &ne s is notebly lrgerin the s anaatraied industry.

T he strag mangooly poner of the ”automdoi ks, truds and busss “ I
dustryis retected in thebdaviarofl nkaeg the o dalindustry Bdaration.
A maveais in fecta ponerful koby and hes bean aebke o dotain a number
of advantegss In tams of the imetebke of e  redudtian, tax bregks ad
subsidies that sectors with Ess political musde were not ebke 1o adhieg.
In the slb-ssctorof’A o pars’, Torinstance tane s drigpped steedil ly ad
stad mast of B raziian .. ims ather dose donn arwere sod o fadgt
ers ampanies as they auld not e ampetitian fran imparts. T his of
aurse bere. ted een Urther the “autondoi ks ttuds and buses” sector-
T he questian that we vant o inestigate econametrically nowv is whether
this relatiaship extands signi..catly 1o the other sectars of the B razilian
manuiectunng indLstry.

3 Indstry axeaetratiaon ad & s acss
section dala

T abk2 belowpresats 3 dir erantancatration indicss Torttesame 1lGnan
ubcturngsecias displbyad inT abkel. T heywarecalkublted with 1985 data

‘Farirstence affer the ) sian aisis, the average naminal tarie in the sectar jumped
1055% fran 20% , whi e the aerace taric ofthe manuledturng sectorwerit fran 11% o
14 .



Tabk?2: Caxarration Indics

Sectar CR4 CR8 H

I ametal mineral praducts 0128 0.188 0.009
Il etalnorking 0200 0278 0.015
Il achinery 0.103 016 0.006

Ebcranicand ammunequip.  0.156 0228 0.012
Traspat admoionvehidss 0425 054  0.055

P gperand paper products 0170 0274 0.015
R ubberproducts 0666 0.8 0.116
Chamicak 0458 048 0.16
P hamacauticak 0.180 0285 0.019
Pearfimes, soep ad adis 040 082 0.115
P bstic products 0155 0210 0.010
Textiks 0088 0134 0.005
Coth,, Bbricprad.,ad footnearr 0099 0136 0.005
Food 0071 0120 0.004
B everags 0245 033 0.025
T doaao 0.86 083L 0277

A Ithoudch there are (saxiaus) potantial pradblems ofeggrecatian, a6 thesec
1as are ey broed the datla aboe areagoad staxrtingpant TheC R4 ad
CRS indicss messure the propartian of the sector revanLe gopropriated by
the Tourad adit exgsst..ims respectinvely. T he H indexis theH exs.ndal
inde?. A s eqected they are highly aonelted aacss industries and, or
instance axreltion betneen C R4 and CR8 isebowe 098 . 1tis warth men
taing theexttamely hidhdispasian oftteseindicess. the staendard deviation
ofFC R4 (020) is hidgher then the median index (175) ad the madmum is
aimcst ten times higer then the minimum: vhi e in the T doaco industry
te ur lrgst. ms geerate aimast 70%  ofthe sector revaLe, inthe Food
indLstry they generate anly 7% .

W e wait o st ifindustrty anatratian is anelted o tanes bel
A Hhoudh the degess of fresdon of riegressing tane s displhyed in Tabke 1
an the aonaanration data in Tebke 2 are oo small itis uselil as a .1st

5T he index is g'\,enbyHi(E»if where S; is te ith . m industry share messured
through retrevae. 4 113 indics and the variebER AK ware dotained inll acsdoad
P ortucpl(19 9 5).



Foprodmation. A goad resulthere auld gve s a hintabaut the type ad
sze of the e relAtiaship. W e tesstied Trexdaggaty of CR4, CRS ad
H wsingtheH aceman tsst(mae an this in the nextsessian) ad the resullt
rgjecied this hypathesis sowe usad adinary sstsouarss in all egessias.
W eregressad 1985 and 1988 tarias ((VT'85 and NT'88) an the ancaratian
indacss. A s alkeedy matiaed tracke lberalzation started in 1988, sowe
waied o &stifpsstaoaaatian in ay way acedled e newtaries. W e
are impliatly assuming thatmangooly poner taday & ects Bgsltionwitha
g due maybe 1o the g pditical procsss of kdobying ddoate in Cagess
and with bureauaats, ad voting  In all regressias we aatrolied for the
ssdtorpital rmquremait(RAK, de.ned as the praductofithe meen size of
the et dentplntand the ssctor epital intesity). 4 hariabks arein bos.

Tabk 3 R egessias oFaoaantratian an naninal &ie s

D epandat IndependentV ariablkes R?
CR4 CRS8 H RAK

0.44 §0.42

NTS5 (2.67) (54.19) 0.57
0.30 §0.29

NTSS (3.78) (6.08) 0.74
0.46 §0.40

NTS5 (2.38) (3398 0.54
0.32 §0.28

NTSS (3.45) (5.70) 0.72
0.22 §0.43

NTS5 (043)  (33.99) 0.55

NTSS 0.15 10.30 0.70

(323)  (§5.49)

T he resulls faarthe hypothesis oFmangoaly ponerae ecting trace pro
tedtion. For all messures of anaantration and both years the estimated
et dais aepateadsgi.ait | asoer; the magitudess esimated
are relatiely higr al00% direrence in the industry ancantratian implies
ics % ©OH% hiderftortheCR4 ad CRS indiacs ad 20% forte H
index. Itis aboworth matianing that concantratian in 1985 aredts tarie s
iN1988 (adin 1990, notdsplyed in the aboe tBbk), an indction that
the mastponerful sectars were eble o dotain achantagss in tams ofFhider
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protecian (arsmaller reductians in tarie s) durng the procsss oftrace iber
alizatiaP. | ole abo thattheR ? is aasistantly higherwhen the dgpendant
\ariebkeis NT88.

Falloning the endagenos tracke erature we induded in the regressias
amessure afimpartpaetration. T he estimatied et dattwes neersgif
icantat te usual bek in atresstwith the studies Torthe U S. econamy.
Itdd notar ect;, honever; the estimated ae¢ dents of the concantration
indias adRA K.

T he resuls Torer ective rate ofprotection are notas good a6 the prevass
ae. T hereis notmudh dis erence When the 19 88 series (ERP88) is the de
pendatt\ariabEe  the estimated aoet daent of the conaantratian index ussd
is alhays sigi..cant, pasitive and the magitudess are dose o thoe In T abke
3 althaugh theR ? is smaller (abaut 0.50). H onever; when the depadat
\aricbk is the 1985 er ectinve rate of protectian (£ R P85), the estimatied ao
eCaaitis oy sgi..cat(and at10% ), when C R4 is used but notwhen
CR8 ad H are. T hese resuls may indicaie an the ae hand thatthe ink
betneen mangpoly poner-and protection is mastly dotained directly thraugh
=i s an it praduds and notind rectly through tane s an inputs and other
s dyicied by the e ectinve rate of protectian. 0 n the aother had, it
may indicate that in this Gee aly the Bger ect hypothesis makes sase
T abk 4 bebwdisphys the results TorC R4.

TabE 4 R egessias ofer ed\e rate of protlectian

an anaEatation
D epadant IndepaedantV anicbks R?
CR4 RAK
0.73 §0.43
FERPRS (1.79) ( i1~92) 0.28
ERPSS3 0.43 10.30 0.53

(2.83)  (§3.61)

A s aeedy sad the small degee of fresdon of the aboe regessias
doss notg\we s mudh an.danee in the sped.. catian tsts. H oneer; the

Ytis true that aonaatration indicss are vary steble so that CR 4 of 1985 shauld not
be very din erantfirom thatof1988 arl990. Butthe mgessas ofFCR4an T 14 arTh 95
rgjected the hypothesis oFCR 4 ap ecling taric s so that thare are mis o the BEgerect
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resuls dspbyed aboe ad partiaubrly those using naminal e s are a
istindcatiaon that there is a potatial Ink betnean trace protiectian ad
mangpaly poner: Il aeoer; the pasitive impact of concatratian messures
o Uture e s and e ective raties ofprotecian hints thata dynamicmadel
may .. tthe data better:

4 Indstty caaeEntration ad t&&ames pael
dala

T he parel data setusad In this secion Wes arstrucied with data fram t\o
div eratsaurass. A verage naminal &anie and aerace e edlive rake ofprotec
t1on dataware dotained fron Kume(199 § ad span fran 1988 1©1994. It
aignally induded 56sub sectors, butadhitofthese ware atheragriaultural
aminingssciars and sovnare eilminated. || asower; gesdineand alimparts
are public magpdiies and hence were alo eliminated. T he median namiral
| ofthe46remaning industries wattfran 41% in1988 ©13h in1994.
INn1988 the bnesttaric wes thatofthe ’Fertiizars” industry (14% ) and the
higest that of “0 ther Textike P raducts” sectar 0% ) whike in 1994 they
ware respectively thatofthe ) rti.dal TextikE Fibers ” indstry (226 )
ad thatof the P roesssad Il 1K sectar (0% ). T he behaviar of e ectinve
rate of protlectian is smilar: its medanwattfron 52.6% in1988 ®©15.29%

iNn1994.

D ata Tor ancaration were Iimited o the CR 4 index ¢ iven its hidh
arcBlEIN1CR 8 adi andthe dose results ofthe atss section estimatias
with the three aonaration indicss, this doss not ssam 1o be a prdolem.
T he data bese spas from 1986101995 ad indudes 51 sub ssdtars. In this
periad the median (ad the meen) CR 4 dnangd ittke althaugh there wes
sane fuduation. H onever; in aartain sedors itdaubled (P raesssed R i)
araimacstdabEd (' adines and Equipment’) and in others ("Sugar™) it
dedined © &% ofits 198 6\vale.

A partfiram the diz erace in the rumber of atss section and ime sexies
dosenatias, the tho data bases div er sanetimes in the sedtors indluded
in the aggecatiaon el and een in the de.nitian of sadtars. A s aaase
gene the numbeaer of atss sadtian dosenatias wWere reducd 121, whidh
are the rumber ofeactmatdes amag industries in the data besss. T hese
industries represants 46 of the total valle added of the marnuledunng in
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dustries. In addition O anatratian, we hae data an Gpital autput ratio
(KY), an total madhine and equipmeantpurdiesed as praparion of eaues
(M P), iniestmentautputratio( NV') and aboapro. tsbi ity messure (J)'.
T hesesaries wereaxrstructed fron P esguisal ndustriall nual’ datat nnual
Industry Suney, FIB6 E) and dotained fram ¢ eradinoda Siha(1999).

0 urdatla thaefoe aasist of a parel of 21 industries Tor seven years
(from 1988 ©1994). T hare are basically t\0o man tednigues Torparel esti-
matian. 0 neis the . >xa&d e ects methad whidhisessaially an0 L S rieges
san with atss sectian dummies. T he atheris the rendom-e2 ects methad in
wvwhidh the interagotis aasidered a random \ariabke ad the ganerallzed ksst
souare methad is used. A aooding toH sieo (19 86 the Tamer-is the proper
procdure When estimating regressias With a sped.. ¢ number of sectars of
..Ims and the infBrace is restricied 1 the bahaiarofthis set 0 n the other
had, ifthe study is aoncamed with a lrge numberofindividuak ar..imms,
sothat they auld be viened as a randaon sampke ofa exgerpoulatian, the
Etiermethad is recommeanded.

W e ran theH acemamn sped..catiaon E&stin ader o dedde betnen the
™o methads. W hen naminal tare was the dgpadant \variabke the result
Bvoed the . >ed e ects methad Wwhidh we therefare used in all egressias.
W hen e ectinve rate of protection wWas used the resulls were ambiguas de
pending an the aard vanabks induded in the riegressian ad the time
periad of the samplke. Farthe sake of comparisan, aly the estimatias that
used the .. >ed e ectmethad will be presatied  butsane ofthe resulis with
the altermate method wi ll also be disassaed.

In ssciaon 3 we argued that it is passible that maxgpdly poner today
& ects not aunent but future Bgskltian, due 1 the g pditcal procsss
of dobying ddoate in Cagess negotiatias with goermmattaot dak ad
voting T he evidence in faarofthis hypothesis was Tound tobe stragwhen
using atss ssclion dalas Far these reesas wWe dcse o presa it st rieges:
sas wth BEggsd CR 4. W e used the Tolloning equatian in alll ssimatias.

Ty =B, + ¢.Ziy + e, i=1,..,21, t=1988,...,1994

where T;; is ae ofthe t\o qpaess indcatars Torsscar: attimet, Z;; isa

T hevariabke Jis de.nad as the ast of producs and serviass baught by the sector
dvidd by is retrevane. Kl |, inits wm is the ratio betneen . >&d assets and net
raLe
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vector of independattvariables that alnays aattan the (bgped) coaantia
tian index and may ormay notaatain additical caatrol\ariabks (, isthe
indLstry spad..c.xadeect ade is tteenmartam. Tabke5 belowvpresats
the resuls Tr NT' (\ariebks are in kg exapptthe ttad) &:

Tabk5: NT regessias (F>xed Brectll ethad  bbg aoncantratian)

Il odel Indgpenda itV axieble
CRA(§l) CRA(§2) KY trend
1 0.37 i0.23
(3.35) (§29.43)
9 0.26 i0.10 i0.21
(2.95) (§2:29)  (§27.50)
3 0.39 i0.23
(4.29) (§29.22)
4 0.26 i0.09 i0.20
(3.60) (§297)  (§27.52)

I ofe Estatisticin paaithesss; 21 atss section dosenatias

T he resuls aboe faar the hypothesis that maxgpoly poner (i.e,past
iNdLstry aonaanratian) impacts naminal e s, as the estimated aoe¢ dait
ofF CR4 is patve ad sigi.cattath in all egessias. | asoer; the
estimated impactis lrgeg Tor a gven Gpital autput ratiq a dic eyrence of
20% 1IN CR 4 betneen industries implies5% ©7% hidertanes. .

T he indsian of a time trand Was meant 1 Gpture maacscoanicad
policy dangss thatar ected the ecoamy as awnokinthepeniad. 4 s alveedy
sad starting in 1988 thare wes a generalized reductian in trace bamiars
o the manufectiunng ssctar: I aursampke the median t&anie goss fran
458% 1©10.6 . Butths dd not e ect all ssctars equally, as taries of
sane sectars were in 199 4 still /0 oreven three times aboe the median
&= . T he presence of the time trad in the riegressian simply exdudess the
anman elBnentofthis phaxoneaxn. In Bt the esimated aoet denthed
e epaedted sigy ad wes highly sigii.cattin all egessias. Itsays that

$W e caud notthink of a solid thearetical algumanttfor using insttumattal methads in
this setup, as we ware notaaMinaed that aammerdal policy today auld ax ectindustry
anaatration toyears agn Bven ifthatwes the Gese regressias using theweigted tho
stece bsstsquares method dotained resuls vary similertothase of 0 L S regressians.
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thare was a20% necative ttad in the nominal t&ie \ale in the periad .
In this sensg itis maybe mae ecct o inEapretthe esimated ae¢ adentof
CR 4 as theimpactohndustry conantration dic erencss aaand tettad an
aeray allsecos hed thartane s reduasd by 20%  ayear; butthe reductian
was amaler in those industries were CR 4 wes hider-

T he resuls are rdoust 1o the indsian of addiianal vanebkes. D e erant
madeb with(\ariaus aombinatias o) IV V, I| P, J and KP ware tested and
e estimated aet datt of CR 4 did not dange aasidarably ad alnays
remained sigi.cait T he necative estimataed impact of the Gpital autput
ratio(macek 2 and4) Ollons T efer(19 9 3). Itmay beindcatingthatKY acts
a5 an ary bamerforboth donestic and Tadaigh anpetitas, and notanly
domestic so that it reducss the need Torprotiectian and hence the doserved
bek of it s.

T abk Gbhebwpresatts e autcone of e ER P reagressias (@llvaniabless
butte tad arein kop):

Tabk 6 FRP mgesias (F>ed Erectll ethad g concantratian)

I odel IndependentV arisble
CRA(§l) CRA(§2) KY trend
1 0.43 i0.22
(2.96) (§22.82)
) 0.33 §0.11 §0.20
(3.11) (§2.48) (§27.50)
3 0.48 i0.22
(5.12) (§22.85)
A 0.21 §0.15 §0.17
(5.00) (§8.10)  (§29.77)

I ote tstatistic in paaithesss; 21 atss sectian dosenatias

R esuls Torer ectinve rate ofprotectian are smi larto thase Tormaminal ar
ic althaugh the estimated ae¢ dattof bgped CR 4 is hiderin most Gses.
T he estimated trad remained araund 020 and KY wss foud sigi.ait
and necatinve in allmadek. 4 s in the prevass e We te5sted Tor rdoustness

YInfct 20% arual reductias of the 1988 mean tarin (459 % ) Torseven aonsaautinve
years alimcstmatded the 19 9 4 dosened aarace taric . T he BEtieris 10 5% and the famer
9 5% .
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induding dicerent combinatias of Il V, | P, J ad KP In several reges
das ad the estimated ae¢ dait of CR 4, trad ad KP did not dange
aasderably ad alnays remaned Sgii.cant

T he interpretation of the results in T able Galbko Tollons that of naminal
tairs there is a aanmaon tad aacss industries of er ective rake of pro
i redudtian, abaut20% peryear. H onever; in those industries where
aoaaatian is hider the deaeese in protecion wes smalller: 4 10% dif
rence in aonaaratian implies 2% ©5% diceranae in the e ective rate oF
protiection. W e thus dotain an indication thata gven industry s mangpoly
ponerabo infuenass the bvel of tarics an its inputs and Notanly ani's
onn e . T he anecdotal relerace 1o the auto industry seamns 1o extad
with statistial sigii.. ane 1o the otherindustries.

W e now tum  regessias with atempaary CR4. 0 ne impartant
qusstion o be addressed in this eeeis thatofendocpaty. 1['tan beargued
that the causatian goss the athervaay araund hidertanie s woulld praduce
s ampetitian and aseguatly higer coxaatatian. 1T this were the
e ten 0L S estimates would be bissed ad incosistatt To test this
hypaothesis we run avaersian ofthel ausman estprgpcsed by D aisdsonad
I ad<innon (199 3) and usad as instrumentthe variebke J, whidh is conelated
with CR4 butnotwith | T and ERPY°. A gain the resullts are anbiguaus.
FarNT thetestcould notrgject the hypothesis ofaasistietO L S esimates
butfor ERP, dgpending an the time periad the tesstmargrnally rgjects this
hypothesis. To ampare results we willl presaitin this cee e 0L S ad
(Wadtied) o stace bsstsguare results.

TabkE7 belwpresatts the resuls Tr NT'.

10T he testaasists oF 00 | S regressias. Inthe. 1stCR 4 is regressad an allexagenas
variebks (hare KY and atime ttad) and the instrumantand the residuak are retrievad.
T hen in e ssood r|egessian, we resstimate el T ar RP equatian incuding the
residuak fran the . 1Istregression as aedditianal riegressars. W e then dedkifthe aet dent
in te .. Iststece ssiduak are signi..cantly drerent fram zera, I this is the asg then
0l S estimates are axsistait
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Tebke7: NT regessias (F>ed Erectsil ethad)

I ethad INdegpendantV aricbke
CR4 KY trend
0.13 §0.22
OLS — (0.22) ( 126.96)
0.19 §j0.14 §0.20
OLS  (992)  (§422)  (i2L13)
50.02 §0.18
25LQ (Go.1s) (26.94)
0.27 §j0.14 §0.21
25LQ (999)  (§440)  (§28.67)

I ofe tstatisticin paanthesss; J wes the instlumait
in the o bEsteguatias. V axiabkes are in bos.

R esults aresmi er o thcee inT abES inthe Gase ofthe seacod and faurth
equation When K'Y is aboae ofthe dgpadatvaniabkes. Inthese asss the
estimated ae¢ dat of aconaantratian is signi.cGat ad paitive the tad
Tound tobe araund 0.20 and bamers toatry (KY) abosigi.cative. H ence
we auld not iIgect the hypathesis of past concaratiaon & ecting auac

tracke pdicy.

H onever; uniike the aee of past coaanratian, C R4 kses signii..canae
a2 KY is remosed fron ttemadel 4 nd this is still tutevwhen we intraduce
athenanabks inttemaodelsudhas INV axd J. 0 ne passibke interpretatian
is thatin fect the madel in whidh ancatration ax ects tradke pdicy withaut
delby have nosuppartby the data

R esuls Tor e eclive rate of protectian are similar; as shonn by tebke 8

belon
Tabk8: FRP regessias (Fxed Erectll ethad)
I ethod INdepaendantV aricbke
CR4 KY trend
OLS 0.22 §j0.14 i0.19
@894  (1.81)  (§3.01)  (§19.17)
OLS 0.20 i0.29 i0.17
(388-93) (3.19) ( §6.65) ( §20.60)
OLS 0.13 i0.22
@894  (0.75) (§20.62)

I ofe Estatisticin paaitheses; V aneblks are in boos.
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T he estimated et dentofC k4 is araund (ar sightly aboe) 020 ad
that of the trad araund 0.20 oo (ar siditly belbon). H onever; Tor the
Ul ssampke te aet dattofC R4 is oy sigi.cattae 7% . W e induded a
regessian with a smaller ssmple 1o showv that this resultis not ridoust as
in e 88-9 3 sampk the ae¢ dattwss sigi.cattat the uisual bel The
prdolem hare honeer; is thaktae KY is eduded C R4 estimates are not
sgn..atay bhngey; as inthe previas e W e intepret this autcome as
addtagal evdence ecarstthe idea oFcotampaary e ect

W e abo estimated the modek eboe using an extanded data set In this
e e indlded sectors whare the guiality ofthe datawes notas goad a6 Iin
e previas data set butwe dotained 20 extra atss sectian dosenatlias.
P ridbEmns with the datavweare mastly due toimpredse de. nitian ohindustries
diz erantaggecatian bek betneen NT' andERP antteaehandad C R4
an the aother; and imperfect matdes betneen sectars (eg, the CR4 ad
NT refertodiveratt butdoe sub secars of the same industry). Insane
s honeer; we are noteven sure ifthare is any prdblem atall we anly
hae s an.daxe in the dala || aeoer; &aie digparsian aacss U
sscars is notvary e so that we bellee the guality of these data is
aaaptabke. |ndustries with mare seriaus data prdolems were eiminated from
the datsbese T hese 41 industries were riesspasibke in1994, T™r§0% of the
manuectiunng industry valle added as qopased 1046 In the previas data
set T he resuls are presanted in T abked belbow

Tabk!: Extadad data set (Fi>ed Ec ectll ethad)

D epencent IndepencentV aricol
CRA(§2) KY trend
NT ?;.158) (iio 425?53)
NT ?525 1) (iio 59274) (iio 425?30)
ERP ?65§ 1) (iio 321%52)
ERP ?éﬂjz) -(oi.g%g) (iio éffm)

I ofe tstatistic in paaithesss; 41 atss section dosernatias
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T he estimated ebstidty of e NT ar ERP O CR4( j2)!, ssintte e
ducsd datlaset is ahays paitive ad sgi..catt || asoer; thevales fourd
were in general asiderably hiderthen in T ablkes Gad 7. Farinstanae ae
aud eact thata sector thice mare anaatrated thatanother-vwoud hae
e edtive protiectian rades 50% higher than the Etier: T he estimatied trad
as inallprevas Gsss Is aboaraund minus 20% ayearin the 4 regressias
and barriers 1o tradke seamns o ply an impartait ok 0 ne acan the Ink
betnean industry aoncaaration and tradke protectian gppears 1o be solid.

5 CaxddirgR enaris

In this pgperwe estimated Laing dis erent data sets and ecoanetric edy
nigLes, the impactofmangpaly poneran trace pdicy. W edid notdvde the
industries betnean aganized and non arganized sectars, butwe assumed that
the degee dhindustrial conaentratiaon ofassciar et ects i'ts pdiical stragth
and the intuene ofthe sectar’s koby. W e assumed thatmangpdly poneris
praopariaal industry anaaration. W e abodid notestimate astructural
macel Insteed we estimated reduced form equatias thatwe think it ect
e idess behind the Merature an gorth, whidh asserts thatintleresstgraups
wrth acotrdl oersped.. c markets dotain sone Tam ofmangpoly nghts that
end up deaessing praductivty, 0 ur investigatian here Toasss an the .. ISt
part of this reesning - i.e, Whether atganized goups in Bct ae bk o
dotan pdicy achatagss that reduce aampetitian.

T he results derved in the pgper showv that there is strag evdence that
industries wWith higher maqpadly poner are those with higher trade protec
ton. T his resultis rdoust 1o dengss in the databese usad 1O estimatian
Bniges todangs in the dgpadatthwaiabke- naninlare eclinve tane s
- ad forthe aGss section data bese 1O aoncantratian index

INn many regessias we aattrolied for spirtal autput ratiq whidh wss al
ways Sgi..canbowth necative estimated er ect, Tolloning T eter(199 3). || ae
oer; the indlsian ofa time trad in the parel riegressian wes essatial 1o
e resuls as it aoled Tor the gereralizad redudian in trade bamiars
doserved in the caunry after'1988.  H ence anotherway ofinterpreting the
parel data resuls is that althaudh all industries epaeriencad reductian in
tracke protledian, in those sectars with higher maqpadly poner-the deareese
in taric s wes snalker: Fnally itwe belleve the erature that inks hider

1R esults T CR 4(-1) are simi larand hence we dhcse nottoshowvit
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tracke protectian o smaller productivity gonth, the resultin this pgper al
bns ae 1o adude that magoadly poner hes an indirect, and necatine
intuance an gonth by way ofits paative impactan naninal ad e ective
=nies.
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