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Abstract

Since 2018, the USA has unilaterally imposed tariffs on imports of goods from
abroad, especially from China. President Trump enacted since the inaugura-
tion for his second term further increases in tariffs, for imports from Mexico,
Canada, China, und announced recently tariffs for imports from Europe. Why
did a politician who explicitly advocated foreign trade protectionism become
again president of the world’s most economically developed country? Why do
US voters value the economic freedom of being able to buy cheaper foreign
goods instead of more expensive domestic goods less than the rather dubious
promise of making domestic industry great again? The paper answers these
questions based on a review of political-economic models published since Trump’s
first term as follows: Foreign trade protectionism has once again become po-
litically powerful in the USA because, within the framework of international
supply policy, US globalization losers could not be compensated, white lower
middle-class men in the old industrial areas of the USA were tormented by
status anxiety towards people of different colors and foreigners, about half of
the US electorate no longer identified with the nation as a whole but only with
their own social class, and after China joined the WTO, voters and party rep-
resentatives who were in favor of free trade became nationalists and protec-
tionist social conservatives. According to an economically liberal interpreta-
tion of natural law, however, free international trade does not contradict social
conservatism.

Keywords

Protectionism, Social Identity, Identity Politics, Social Conservatism

1. Introduction

In 2018, during his first term, US President Donald J. Trump unilaterally imposed
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import tariffs on steel, aluminum, and a wide range of Chinese goods to protect
US jobs. Since the inauguration for his second term, Trump enacted again tariffs
for imports from Mexica, Canada, China and announced tariffs for imports from
Europe. Why did the electorate in the world’s most economically developed coun-
try help again a politician to power who explicitly advocated foreign trade protec-
tionism, i.e. the country’s protection of domestic industries from foreign compe-
tition? Why did almost half of US voters give up the economic freedom of being
able to buy cheaper foreign goods instead of more expensive domestic goods for
the rather dubious promise’ of making domestic industry great again? Have own-
interested economic decisions become the frightening ghost against which a sup-
posedly powerful president promised protection?

That trade protectionism became politically powerful again with Trump’s elec-
tion as the 45th and again as 47th US President is worrying for most academic
economists and only partly understandable. Worrying because the imposition of
US import tariffs reverses the 70-year trend of worldwide falling import tariffs and
accepts global welfare and growth losses. This “new protectionism” is partly un-
derstandable because after tariff cuts, some domestic sectors of the economy (e.g.
the US steel and automotive sectors) could no longer cope with foreign competi-
tion, companies went bankrupt and jobs were lost, while jobs in other sectors of
the economy were not found immediately or at all. Representatives of industries
with strong foreign competition then turned to politicians with a request for an
increase in import tariffs and received these increases if the business representa-
tives pledged (financial and ideological) support to the government (Grossman
and Helpman, 1994).

However, this explanation is only partially satisfactory. As in 2016, Trumps for-
eign trade policy rhetoric during the 2024 campaign was aimed at broader sections
of the electorate than just members of individual economic sectors. Trump’s mes-
sages fundamentally question the advantages of the freedom in international eco-
nomic relations achieved so far—through the multilateral world trade order—by
pointing to the “melting down of industrial cores” and the associated loss of US
jobs. Although opinion polls before 2016 show a clear majority of the US popula-
tion to be in favor of free trade, by voting for Trump in 2016 and again in 2024,
about half of US electorate accepted the restriction of economic freedom to buy
goods where they are cheapest.

The explanation of this decision against economic self-interest in the US voting
booths in November 2016 and again in November 2024 has led political scientists
(Mutz, 2018) and economists (Grossman and Helpman, 2018, 2021; Bonomi,
Gennaioli and Tabellini, 2021; Gennaioli and Tabellini, 2018, 2019, 2024) to see
not only the benefits from the consumption of material goods but also the psycho-

social benefits from revived national pride and identification with a social group

'That this promise is indeed rather dubious, in any case in the long run, underlines Kotsunis (2025)
by claiming that both the growth rate of world GDP will decline, and US GDP will suffer from recent
tariff increases.
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that is important for one’s own self-esteem as relevant to the decision. As ex-
plained below, economic and/or cultural shocks generate fears of social decline
and cause individuals to identify with different social groups than before. Loss of
material benefits because of an increase in import tariffs is accepted in exchange
for the gain in benefits from warding off loss of status (“America great again”) and
re-identifying with a social group that is only like one’s own and clearly different
from an out-group. This re-identification has enabled Trump in 2016, as a politi-
cal entrepreneur, to stoke anti-elite prejudices (“us” and “them”) (Grossman and
Helpman, 2018: p. 20) and exploit the fears of loss of status among the white lower
middle class in the US (Mutz, 2018) to achieve his goal of becoming president.

The electoral success of a decidedly protectionist presidential candidate (“I am
a tariff man”) was also due to the prevailing international macroeconomic politi-
cal environment. Since the liberalization of exchange rates in the early 1970s, the
macroeconomic supply policy of Reagan and Thatcher and the liberalization of
international capital movements in the 1980s, the scope for national fiscal policy
to counteract negative globalization shocks has been significantly limited. Since
the late 1980s, the main aim has been to maintain or to increase the international
competitiveness of each country. This was not compatible with massive national
intervention measures in favor of the losers of globalization (the “backward”).
Trump took already 2016 the “inaction” of the previous presidents due to this
“international supply policy” (Winkler, 2017) as an opportunity to advance
trade policy interventions to demonstrate activity in the interests of those left
behind.

The renewed foreign trade protectionism is not only to be seen as a (question-
able) political reaction to increased foreign competition since the economic rise
of East Asia. As will be shown below based on Grossman and Helpman (2018,
2021) and Gennaioli and Tabellini (2018, 2019, 2024), it is also cultural shocks
(such as the decriminalization of abortion, the questioning of the traditional fam-
ily) that make a policy of isolation from foreign countries understandable. Of the
81% of US evangelicals who voted 2016 for Trump, only a small proportion cited
Trump’s anti-abortion campaign as a voting motive in post-election surveys. For
most, however, Trump was still the lesser evil, which is an indication that this
group of voters also wanted to prevent Clinton’s socially progressive policies. 2016
and again 2024, social conservatism only seems to be possible at the price of for-
eign trade protectionism. Free international trade seems to contradict social con-
servatism. But is this current policy-defining sacrifice of economic freedom for
possibly higher moral goods such as the right to life from conception to natural
death inevitable from a broader meta-economic perspective? That is the question
that will be briefly addressed in Section 5 of this article.

In the next section the lost control of national macro policy after Reagan and
before Trump and Trump’s economic nationalism are described in line with Win-
kler (2017). Section 3 is devoted to identity politics and protectionist trade policy
by reviewing Grossman and Helpman (2018, 2021), while Section 4 deals with
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belief distortion, political division and protectionist social conservatism in line
with Gennaioli and Tabellini (2018, 2019, 2024). Section 6 concludes.

2. Loss of Control of National Macro Policy and Trump’s
Economic Nationalism

Adalbert Winkler (2017) analyzed the reasons for Trump’s 2016 election success
primarily from a macroeconomic perspective. He first notes that Trump de-
nounced during his first campaign the decline of the industrial cores in the USA
and the stagnation of real incomes of the (lower) US middle class since the 1980s
and used his slogan “Make America Great Again” as a reference to the “golden”
1950s, when the USA was not only militarily but also economically “great”. “Eco-
nomic growth was high [back then] and there was full employment. Income and
wealth were distributed much more equally than today, jobs were more secure and
the opportunities for social and economic advancement were much greater than
today.” (Winkler, 2017: p. 117) With his economic and foreign trade policies,
Trump wanted to bring back the good times of the 1950s for economically “left
behind” Americans. But is this possible if the presidents before Trump were una-
ble to prevent the negative developments diagnosed above?

To this end, Winkler (2017) describes US economic policy in the 1950s, the failure
of this policy in the early 1970s, the new consensus of an “international supply pol-
icy” (Winkler, 2017: p. 120), Trump’s departure from it towards economic nation-
alism, and the role of cultural factors in Trump’s political calculations.

Winkler attributes the economic boom of the USA in the 1950s to “national
Keynesianism” with high top tax rates, expansive fiscal and monetary policy and
extremely limited international capital mobility. In the fixed exchange rate system
of Bretton Woods with politically adjustable exchange rate parities, the current
account imbalances remained relatively small, in contrast to the large current ac-
count imbalances since the liberalization of international capital movements in
the 1980s. The fixed exchange rate system collapsed in the early 1970s because the
American government abused Keynesian budget policy as a cover for financing
expensive social programs and the Vietnam War, which led to inflation and in
1971 to President Nixon’s abolition of the link between the US dollar and gold.

The failure of national Keynesianism in the face of inflation and external eco-
nomic turbulence paved the way for the international supply-side policy men-
tioned above, which is not concerned with sufficient aggregate demand, as in
Keynesianism, but with the aggregate supply of increasingly open economies. The
aim of the international supply-side policy is to be internationally competitive, or
to become so again. This is understandable for several reasons: Firstly, since 1973
the exchange rates of the currencies of the countries that were leading in the 1970s
have been determined by supply and demand on the foreign exchange markets
and are no longer fixed by the national central banks. Favorable national produc-
tion costs (an important supply factor) increase the real value of the domestic cur-

rency. Secondly, technological progress in the post-war decades has led to a dra-
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matic fall in transport and communication costs between the leading industrial
countries (excluding the Eastern Bloc and Communist Asia), which gave countries
with favorable supply factors greater advantages. Thirdly, the bad experiences that
the countries of the “free” world had with Keynesian demand policy brought the
advantages of a policy of supply management through lowering top tax rates, de-
regulating private economic activity and privatizing state-owned companies into
the focus of economic policymakers inclined towards economic freedom (Reagan,
Thatcher). Fourthly, the collapse of the Bretton Woods system with its strict re-
strictions on international capital movements paved the way for international cap-
ital movements based on purely economic calculations: a nationally controlled fi-
nancial system became a globally market-controlled one. All this significantly lim-
ited the scope of action of national fiscal policy to ensure full employment and an
equal distribution of income, leading to the loss of control of national macro-pol-
icy, which Winkler (2017: p. 123) regrets, following Rodrik (2011).

From then on, national production and employment developments were heav-
ily dependent on the development of the global economy. Following the collapse
of the Soviet Union, the fall of the Iron Curtain, European integration, China’s
accession to the WTO and the opening of other populous Asian countries (such
as India) to the global market, the number of labor providers increased by around
1.6 billion. In addition, the sharp reduction in international transport and com-
munication costs worldwide has given companies in highly developed countries
with high labor costs the opportunity to relocate production to cheaper countries
abroad. This costs domestic jobs that were filled by relatively less qualified work-
ers. In addition, technological progress accompanied by computerization, digiti-
zation and the worldwide web accelerated the demand for highly qualified work-
ers and drove up their wages, while demand for less qualified workers declined
and their pay stagnated despite economic growth. Finally, the development of in-
ternet-based platforms has increased the importance of intangible business invest-
ments over traditional investments in machinery, buildings and land and has
enormously increased the profits of successful internet pioneers, while the in-
comes of low- and medium-skilled white Americans have declined or stagnated,
something which Trump already in his 2016 campaign has publicly complained
about.

For the US presidents before Trump, these were regrettable but unavoidable
consequences of the now worldwide (apart from parts of Africa) division of labor
between less and more developed countries. For the few critics of this interna-
tional economic laissez-faire policy, such as Rodrik (2011), this was a policy failure
that enabled Trump to win over the US losers of international supply-side policy
with a new form of economic nationalism (“I am a tariff man”). “Massive re-
strictions on free trade and immigration are intended to give the nation state back
its ability to act and thus its responsibility for economic development.” (Winkler,
2017: p. 125) For Trump’s lower-middle-class voters, the promised isolation from

foreign countries was attractive because jobs would be retained (at least in the
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short term) in the sectors protected by tariffs?, and less immigration from abroad
would reduce the pressure on domestic wages for the less qualified. Both promised
an improvement in the economic situation of Trump voters.

Winkler (2017) also points out the importance of socio-cultural factors for
Trump’s election victory over Clinton. The core of this explanation for the rise of
economic nationalist politicians is the rejection of socially liberal values, as em-
bodied by the socially progressive Democratic presidential candidate. Even if the
combination of economically liberal and socially liberal positions is not necessary,
it is precisely this that is used by power-hungry politicians to promote and imple-
ment economically illiberal policies. Because with state protection of domestic
economic sectors against cheaper foreign competition and a restrictive immigra-
tion policy, it is easier to keep the promise of protecting traditional (conservative)
values in parts of the population. In addition, socially conservative policies prom-
ise immediate economic benefits for white US men: women concentrate again on
their role as mothers and housewives, abortion is again prosecuted, marriages are
only accepted as a heterogeneous sexual union and are legally (financially) pre-
ferred, immigration is strictly controlled for reasons of national security, the
shortages on the labor markets change in favor of the white US men who have
come to kiss the hand. They are needed again as “breadwinners” because they are
less displaced by the “others”. They can be proud of their country again, exactly
what Trump wants with his slogan “Make America great again” and was imple-
mented during Trump’s first term and is in the process of being implemented with
renewed vigor during his second term.

For Winkler (2017), it was this combination of socio-cultural and economic
factors that explains Trump’s 2016 victory and the defeat of the socially liberal
elite. And it is no exaggeration to claim that his 2024 victory can be also referred
to this combination of socio-cultural and economic factors, even if economic cir-
cumstances as consumer price inflation have changed. For President Biden and
his team, the decline of American industry due to the use of labor-saving technol-
ogies and the relocation of production to cheaper countries abroad, as well as the
poorly controlled immigration from abroad, was “unavoidable” because it was the
result of global economic developments. Trump promised those “left behind” by
this development an alternative: to make up for the national loss of control due to
international supply policy by isolating themselves from foreign countries.

Finally, Winkler (2017) mentions the global financial crisis of 2007/2008 and
the subsequent major recession in 2009 as reinforcing the acceptance of economic
nationalist policies. The near collapse of the global financial system and the sub-
sequent losses in real income and growth, particularly in the highly developed
countries, have firstly shaken confidence in the market-economy system, even

among those income groups that had always benefited from it. Secondly, in the

2Oxford Economics (2021) found that contrary to Trump’s first term promises to protect US industry
and US employment from Chinese competitors, the US-China trade war cost the USA 245,000 jobs
with a 70% decline in agricultural exports to China and a 0.8% decline in US manufacturing gross
value added 2020 compared to the pre-Trump no-tariffs situation.
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face of the impending collapse of the financial system, politicians have resorted to
“rescue measures” that fundamentally contradict the principles of neo-liberal eco-
nomic policy. The billions of dollars in state bank rescue and the trillions of dollars
in unconventional monetary policy may have prevented the collapse, but the po-
litical elite and the media can no longer fully support the relatively free global
market economy. In return for the interventionist state’s domestic economic re-
treat through tax cuts and deregulation, restrictions on international economic

freedom are accepted, as was the case in the USA in 2016 and is again in 2024.

3. Identity Politics and Protectionist International Trade
Policy

Winkler (2017) attributed the return of protectionist US international trade policy
to the inaction of the US governments before Trump to cushion the loss of US
industrial jobs through a supranational full employment and redistribution pol-
icy. This did not happen in the pre-Trump era and will not happen soon. So, the
only option left is domestic redistribution, but with Erich Weede (2018: p. 99) it
is doubtful whether “domestic redistribution in favor of the losers of free trade is
sufficient to cushion the political consequences of ‘creative destruction’ (in Schum-
peter’s sense).” Even if doubtful, Trump’s voters seem to believe that their political

favorite’s promise will materialize.

3.1. Loss of Status and the Preference for Protectionist
International Trade Policy in the 2016 Campaign

This is especially true if it was not the individual job and income losses of those
“left behind” by globalization that determined the voting decision for Trump and
against Clinton in 2016, as Diana Mutz (2018) shows in a comparative empirical
analysis of voter opinion polls before the 2012 and 2016 presidential elections.
Rather, it was fears of losing the high social status of white men with Christian
beliefs in the Northeast and Midwest of the USA (“rust belt”), which made them
more likely to vote for Trump rather than Clinton in the 2016 election.

The feeling of being threatened with one’s achieved status generates defensive
reactions. The first is that the status quo ante and hierarchical social and political
arrangements become more attractive. “Thus, conservatism surges along with a
nostalgia for the stable hierarchies of the past.” (Mutz, 2018: p. 331) The second
defensive reaction consists in defending one ‘s own dominant group, emphasizing
conformity of group members with group norms, and other social devaluing
groups (“us” and “them”). People feel good when they belong to the dominant
group, and to maintain this state, when threatened, inexpensive measures are
taken such as voting for politicians who promise to eliminate the status threat.
According to Mutz (2018), two threats to perceived group status were particularly
strong in the USA: First, the feeling of being in decline as white people compared
to their fellow citizens of color who are rising the list. Second, white Americans

felt threatened by growing dependence on foreign countries. This feeling is con-
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firmed by economic data that the USA will soon no longer be the largest economy
in the world and will have to give way to China and India in the not-too-distant
future. In addition, around half of the US population believes that trade with for-
eign countries (especially with China) creates jobs abroad at the expense of Amer-
ican jobs. Foreign trade is seen as a zero-sum game (=what one wins, the other
loses), a view that poses a threat to US dominance.

In 2016, firstly, significantly more voters than in 2012 voted for the more con-
servative Republican Party and secondly, in 2016, noticeably more voters than in
2012 evaluated international trade negatively. In 2016, the gap between the aver-
age voter’s opinion on foreign trade and the perceived position of the presidential
candidate was significantly smaller for Trump than for Clinton. Mutz (2018: p.
334) concluded from this, “that it was change in how candidates positioned them-
selves on status threat-related issues... that predicted increasing support for the
Republican candidate in 2016.” And: “[T] he candidates’ changing relative posi-
tions on trade account for the greatest net impact on Trump support.” (Mutz,
2018: p. 336) It was not so much the economic problems in the old US industrial
areas, but the feelings of status threat among the previously dominant section of
the population that decided the 2016 presidential election. Trump’s 2016 election
slogans were closer to the positions of status-threatened Americans than those of

his competitor.

3.2. Social Identification and Trade Policy Preferences

These results from the empirical study by Mutz (2018) point to the importance of
group status in the formation of political preferences. This hint is considered by
prominent economic theorists Grossman and Helpman (2018, 2021) in which
they incorporate psycho-social components into political-economic models of
party competition. The aim of the model analysis by Grossman and Helpman
(2018, 2021), which is now presented in an overview, is to explain why a tariff on
foreign goods (import tariff) is in the interest of both the voters and the political
party or candidate who promotes the tariff.

Grossman and Helpman (2021) begin by stating that the increased preference
among voters for a protectionist foreign trade policy in highly developed countries
in recent years can no longer be explained by political lobbying by special interest
groups such as industries threatened by imports, as was the case in the 1980s and
1990s. Much broader sections of the population are nowadays opposed to depend-
ence on foreign countries and imports from cheaper countries. To explain this
change in opinion, which Mutz (2018) empirically documented for the USA, a
closer look at changes in the policy preferences of broader sections of the elec-
torate is necessary. It turns out that voters’ trade policy preferences are not based
solely on material self-interest, but also on the well-being of members of those
social groups with which the person in question identifies. This is not universal
altruism, but rather particular altruism, in that individuals only care about the

well-being of those people who appear like them. Changes in social identification
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triggered by economic and cultural shocks can then trigger unexpected leaps in
foreign trade policy.

Social psychologists define social identity as “the individual’s knowledge that
he belongs to certain social groups together with some emotional and value sig-
nificance to him of the group membership.” (Tajfel, 1974: p. 31) The theory of
social identity “studies how identification with a group influences individual per-
ceptions and behavior.” (Gennaioli and Tabellini, 2018: p. 5). The theory of social
identity is related to the theory of self-categorization (Turner et al., 1987) which
“studies primarily which of the many possible groups (e.g. occupational, religious,
etc.) an individual identifies with.” (Gennaioli and Tabellini, 2018: p. 5) Both the-
ories assume that individuals categorize their social reference groups according to
self-esteem which they derive from identification with a particular group. The in-
dividuals in the groups with which they identify do not have to be “accepted”, nor
do the members identified as the reference group have similar views to the indi-
vidual. Rather, the individual compares himself with a prototypical reference
group member and derives satisfaction from the status that the reference group
enjoys in society. The reference groups as social categories differ according to na-
tionality, race, ethnicity, gender, occupation, religion and can become significant
(salient) depending on the political, economic and cultural context.

According to Akerlof and Kranton (2000), an individual derives utility not only
from the consumption of material goods, but also from self-esteem, which in-
creases when the individual conforms to the behavioral norms of a social reference
group. Shayo (2009) models this idea in such a way that an individual experiences
a utility gain when he associates with a group with high social status but loses
utility if it identifies with a group whose prototypical member is far removed from
one’s own assessment of a social category. Shayo (2009) defines social identity
equilibrium as a state in which individuals categorize themselves within a set of
salient identity groups, depending on the actions and action outcomes of others,
with the actions induced by politicians and the policy environment and their out-

comes determining individuals’ identity decisions.

3.2.1. Model Economy

Grossman and Helpman (2021) apply a variant of social identity equilibrium to
the Heckscher-Ohlin model of international trade (see e.g. Farmer and Schelnast,
2021: pp. 283-295) in products from two industrial sectors between two small
countries that consider the world market prices of their products to be externally
determined. In each country there are only two factors of production, namely
higher and lower skilled labor. These are used to produce one product for export
and another that competes with a product imported from abroad. The production
of the export good requires relatively much higher skilled labor, while the import
good uses relatively much lower skilled labor. The better qualified individuals
count themselves as the upper class of the country’s society, but are in the minor-
ity, and identify themselves with the country’s “elite”. The less qualified majority

identify with the (lower) middle class. In addition, and not exclusively, members
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of both the elite and the middle class can identify with the broader social category
of the “nation” (e.g. “Americans”). Like Shayo (2009), Grossman and Helpman
(2021) assume that the non-material benefit from individual identification with a
social group of a certain category increases with the presumed status of this group.
The authors measure group status based on the standard of living (wage income)
of the average group member. The psychological costs of identification, on the
other hand, increase with the distance between the individual’s own economic and
cultural characteristics and the prototypical reference group member. This is
where the cognitive dissonance comes into play, which occurs when one is asked
to identify with someone who is different from oneself.

As for the political system, Grossman and Helpman (2021) assume two parties
(as is typical for the USA) with fixed ideological concepts. Individuals in their
function as voters differ in their preference for one of the two parties. In electoral
competition, parties use foreign trade policy, namely the level of an ad valorem
tariff on the imported product, to compete for votes. An individual votes for a
party if the preference for the proposed trade policy of that party outweighs the
preference for the ideological conception of the rival party. In social identity equi-

librium, both parties converge on the level of the import tariff.

3.2.2. Social Identities and Populism

For the purposes of this paper, it is crucial whether the inclusion of social identi-
ties and the self-categorization of individuals change foreign trade policy. First, it
must be noted that in the market economy of a small country without social iden-
tification described above, the welfare-maximizing tariff is always zero, i.e. com-
pletely free foreign trade is welfare-maximizing. Economic freedom at home and
between home and abroad is best for the common good of this country. This
changes when individuals take the benefits and costs of social identification into
account in their utility calculations. To make the why and how understandable,
Grossman and Helpman (2021: p. 1104) introduce an identification regime that
represents a list of all social reference groups with which the inhabitants of the
small country identify. In the simple model with two types of individuals, there
are only four identification regimes: Higher-skilled individuals can identify with
the elite as a social group or not, or they can identify with the nation or not. Sim-
ilarly, lower-skilled individuals can identify with the middle class or the nation, or
neither, nor both.

Of particular interest are situations in which a change in the political or eco-
nomic environment leads to a change in the identification regime. A striking ex-
ample is the change in voter preferences between 2012 and 2016 identified by
Mutz (2018), which is usually interpreted as a resurgence of “populism”. Follow-
ing Miiller (2016: p. 40) populism is “a specific form of identity politics in which
a group of voters rejects the elite members of society’s claims to moral legitimacy”.
“Populists do not just criticize elites; they also claim that they and only they rep-
resent the true people.” (Ibid) Populist politicians support policies that they be-
lieve rightly disregard the interests of the “corrupt” segments of society while serv-
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ing the interests of the “real” people (“little man™).

To depict the shift to populism in the model, Grossman and Helpman (2021: p.
1117) start with an identification regime in which the less qualified do not just
identify as the (lower) middle class, but with the entire population of a country,
including the more highly qualified. As a result of a populist revolution, the iden-
tification regime changes. The less qualified stop identifying with all their fellow
citizens, but instead rather they equate the “nation” with their own reference group.
The authors describe precisely the changes in the model parameters that cause
such a change in the identification regime and examine the consequences for for-
eign trade policy in the social identification equilibrium. They can show that the

new identification regime induces a discrete jump to a high import tariff.

3.2.3. Model Economy More Detailed

To better understand the logic behind these results, the model economy is de-
scribed in more detail. Both the less and the more highly qualified derive material
benefits from the consumption of export goods and other goods that can be pro-
duced domestically or imported from abroad (e.g. cars). The typical economic
agent in the small open economy also derives benefits from identifying with those
groups in society that are emotionally significant to the individual (psycho-social
benefits). Psycho-social benefits have two components: one positive and one neg-
ative. On the one hand, an individual’s self-esteem increases when they see them-
selves as part of a valued group, and the higher the social status of the reference
group, the higher the self-esteem increases. On the other hand, cognitive disso-
nance arises when an individual is asked to identify with a group that is very dif-
ferent from him or herself, i.e. the negative component of psychosocial utility is
an increasing function of the difference between the individual’s material well-
being and the status of a social reference group, which is either the “working class”
(=low average income), the “elite” (=high average income) or the “nation” (=sum
of working class and elite income weighted by the share of the population). A less
or more highly qualified individual will identify with the social group where the
total psycho-social utility (identification benefit minus identification costs) is not
negative, otherwise he or she will not identify. Under certain assumptions, for
each qualification level only two possibilities of identification remain: either with
one’s own group or with the broad nation, or not. The four identification regimes
are: (0,0) = neither the lower nor the higher qualified identify with the nation,
(0,1) = the higher qualified do not identify with the nation, but the lower qualified
do, (1,0) = the higher qualified identify with the nation, but the lower qualified do
not, (1,1) = both the lower and the higher qualified identify with the nation.

The competition between the two parties with clearly distinguishable ideologi-
cal positions for the votes leads to the result that policies are proposed which make
the sum of the voters’ benefits as large as possible. The policy instrument chosen
is an ad valorem tariff rate t>0 which increases the domestic price p of the
good being imported by the tariff rate compared to the world market price q:

p= (l+ t) 0. Which ad valorem tariff rate is the result of the political competition?
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As one can intuitively presume, the relationship between the domestic price of the
imported good and the wage income of the less and more qualified is important
for the optimal policy. The wages of the less and more qualified react to the do-
mestic price of the imported good according to the famous Stolper-Samuelson
theorem (see e.g. Farmer and Schelnast, 2021: p. 286): A higher price of the im-
ported good due to the tariff causes the wages of the less qualified to rise more
than proportionally to the price increase, i.e. the real wages of the less qualified
increases while the real wage of the more highly qualified falls. A higher tariff
therefore reduces wage inequality.

If you add up the individual total utility across both qualification groups, you
get the political objective function that is maximized by choosing the ad valorem
tariff rate under the constraint that all identity decisions are individually rational.
If one or both qualification groups identify with the nation, the wage divergence
between the more and less qualified appears in the political objective function (=
total utility function). Then the aversion to wage inequality becomes an element
of foreign trade policy. However, this is not because voters value fairness, but be-
cause identifying with the nation as a whole means paying a price for identifying

with unequals. The aim is to keep this price as low as possible through tariffs.

3.2.4. Tariff Rates under Identification Regimes and Populist Revolution
Following Grossman and Helpman (2021: p. 1112, 1118), Figure 1 below shows
the optimal tariff rates (domestic prices) that politicians choose under the four
identification regimes and why there is a sharp increase in the tariff rate under

populism.

Total
utility (0.0)

(N

N

Cd
p(0,0) p(0,1) p(1,1) p(1,0)  domestic price (p)

Figure 1. Welfare-maximizing domestic prices in the four identification regimes and “pop-

ulist” revolution. Source: Figure 1 and 2 in Grossman and Helpman (2021: p. 1112, 1118).
Own adaptation.

In Figure 1, the domestic price of the imported good is plotted on the horizon-
tal axis and the total utility level dependent on it is plotted on the vertical axis. The
figure shows four strongly drawn and one broken, inverted U-shaped curves,

which show the course of the total utility function for the four identification re-
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gimes (0,0), (0,1), (1,1), (1,0), (1,1) and (1,1)’. The leftmost curve, marked (0,0),
corresponds to the identification regime in which neither the less qualified nor
the more highly qualified identify with the nation. The next curve from left to
right, marked (0,1), symbolizes the identification regime in which only the less
qualified identify with the nation. The middle curve, marked (1,1), corresponds
to the identification regime in which both the less qualified and the more highly
qualified also identify with the nation. The curve furthest to the right represents
the identification regime (1,0), in which only the more highly qualified identify
with the nation.

In Figure 1, the global utility maximum is initially reached at the domestic price
p(1,1) with the tariff rate t(1,1) = [ p(11)- q] / q . If politicians set this tariff rate,
it can be shown that the two groups of voters agree with the prevailing identifica-
tion regime in their own interest. This also applies to domestic prices p(0,1) and
p(1,0), and also to free trade policy, for which t(O, 0) =0 and therefore

p(0,0) = q. If the global utility maximum is reached at a tariff of zero, both qual-
ification groups identify only with their own social group, but not with the nation.
The optimal tariff is zero, as without social identification, although both the less
and the more qualified identify with their own social group, i.e. they care about
the welfare of the others in their own group. However, there is no protection of
the domestic economy because the interests of the less qualified are exactly the
opposite of the interests of the more qualified and their interests neutralize each
other: while the less qualified prefer a tariff to free trade, the more qualified want
a negative tariff (=import subsidy). If, on the other hand, the global utility maxi-
mum is reached at p(1,0)—here only the more highly qualified identify with the
nation—then the utility function to be maximized contains, in addition to the ag-
gregated material utility, a component that decreases with the wage difference.
These are the psychological costs for the more highly qualified if they do not only
identify with their peers. Because wage inequality decreases with higher tariffs, the
tariff rate at the point of maximum utility is greater than zero, and even greater
than the domestic price p(1,1), if the proportion of the population that is more
highly qualified is not too large. The argument is similar for the identification re-
gime (0,1). Citizens therefore vote for foreign trade protection if identification
(via the nation) with the other socioeconomic group causes psychological (disso-
nance) costs.

Now there is a change in the self-identification of the less qualified, such that
the less qualified, who had previously identified with the entire nation, now only
identify with the prototype of the working class. The identification regime changes
from (1,1) to (1,0). The more qualified are branded as a “corrupt elite” with whom
the lower middle class can no longer identify. The introduction of labor-saving
technologies (IT, robots and AI) or a lower world market price due to cheap for-
eign competition (individually or together) trigger this change in the identifica-
tion regime, which induces a discrete jump in the optimal tariff rate.

Before the regime change, the aggregate utility curve reaches a global maximum
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at the domestic price p(1,1). If, for example, a lower world market price due to
cheap foreign competition prevails, the (1,1) curve shifts downwards and slightly
to the right, as shown by the dashed curve (1,1)’ below the (1,1) curve in Figure
1. The high point of the (1,1) curve is only just above the high point of the (1,0)
curve. After the (1,1) curve shifts downwards, the high point of the (1,0) curve
becomes the global maximum. Instead of a small increase in the tariff rate when
the global maximum would be on the (1,1)’ curve, the policy now increases the
tariff rate abruptly from t(1,1)= [ p(11)- q]/q to t(1,0)= [ p(1,0)- q]/q in
order to take account of the change in the social identification of the less qualified ,
and this when the proportion of the more highly qualified in the population is not
too large. There are two opposing forces at work: on the one hand, the group of
less qualified people no longer gains any benefit from identifying with the nation,
which reduces the redistributive benefit of a tariff increase, and on the other hand,
the psychological dissonance costs of identifying with “different people” are elim-
inated, which makes protection less costly. Protection increases when the last ef-

fect is stronger than the first, and this is exactly the case in Figure 1.

3.2.5. Resume on Social Re-Identification and Trade Policy
From a purely economic point of view, protectionist foreign trade policy in a
small, open economy is irrational because it runs counter to the self-interest of the
average citizen. This is no longer the case if individual self-interest is not limited
to the benefit from consuming goods. As a social being, a rational voter is guided
not only by the likely effects of an election program on her material benefit, but
also by psychological factors such as pride, social acceptance and self-esteem. She
or he chooses those policies that make her or him emotionally satisfied, but not
necessarily rich. Social psychology teaches that emotional satisfaction and self-
esteem come in part from the fact that the individual sees himself as a member of
a social reference group. The individual seeks confirmation from others and wants
to belong. The individual identifies with fellow human beings whom he values, he
experiences satisfaction when the reference person is successful, discomfort when
the person one identifies with is not successful. It is therefore natural to see the
well-being of others with whom one identifies as part of one’s own satisfaction
and to support policies that benefit the people one identifies with as well as one-
self. Identity politics is then the logical consequence of this way of thinking. Pro-
tectionist foreign trade policy as part of this identity politics maximizes the mate-
rial and psycho-social benefits of the average citizen in the small open economy®.
Identification is entirely voluntary and cannot be forced from the outside. To
the extent that identity reflects self-categorization, it will respond to economic and
cultural change. Because identity influences political preferences, changes in the
identification regime influence political outcomes. Social identification occurs in
discrete steps (jumps): one is part of an in-group or part of an out-group. Strong

changes in political preferences, called the “populist revolution”, have been ob-

3This also applies in a large open economy like the USA, because the terms of trade effect in the large
open economy does not affect the psycho-social benefit components.
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served in the USA and other rich countries since 2015. Populism is understood as
identity politics, where individuals no longer identify broadly with the nation but
more closely with their own reference group. The other "elite” group is branded
as corrupt and the less qualified no longer see the elite as a legitimate source of
national pride. There is a shift in the identification regime from broad to narrow,
regardless of whether this is caused by technological progress or globalization. If
the proportion of the elite in the population is not too high, foreign trade protec-

tion is introduced abruptly, even if cheaper imports are not the trigger.

4. Belief Distortion, Political Division and Protectionist Social
Conservatism

Like Grossman and Helpman (2021), Gennaioli and Tabellini (2018, 2019), exam-
ine the mechanisms behind inter alia the increased voters’ preference in the USA
and several European countries for protectionist social conservatism in recent
years. In contrast to Grossman and Helpman (2021), in their political-economic
models, identification is not status-related but influences policy through voters’
beliefs. As political science shows, voter attitudes often have the property of being
distorted and exaggerating (fearmongering) facts. Alesina et al. (2018) show that
both US and EU citizens overestimate the actual number of immigrants living in
the country by several times, with the overestimation being significantly higher

among the politically conservative population.

4.1. Identity, Beliefs, and Political Conflict

Gennaioli and Tabellini’s (2018, 2019)* model approach focuses on belief distor-
tions and (trade) policy consequences and thus complements Grossman and
Helpman (2021). “Why do losers from free trade become nationalistic, hate im-
migrants and turn socially conservative? Why do they vote for platforms that in-
clude policies that seem to run counter some of their interests, such as tax cuts or
unsustainable budget deficits?” (Gennaioli and Tabellini, 2018: p. 2) In response
to these questions, the authors develop an economic theory approach that explains
why voter attitudes reflect political identities, and economic and/or cultural
shocks can induce major changes in political preferences across a wide range of
areas. The central idea included is “that voter’s beliefs are shaped by endogenous
social identities. Individuals routinely identify with a group of people or a party
with similar values and interests. Once they do so, they ‘depersonalize’: they at-
tenuate individual specificities, slanting their beliefs toward the ‘prototypical’ or
‘distinctive’ group member.” (Ibid). Social identities are not immutable. Signifi-
cant changes in the economic and social environment can trigger identity change.
As a result, attitudes change and become distorted into new, correlated dimen-
sions, amplifying the effects of economic or cultural shocks.

Economic globalization, data-driven technological progress and cultural change

*With co-author Bonomi, Gennaioli and Tabellini (2021) published a refined and expanded version
of the (2019) paper albeit under the same title.

DOI: 10.4236/me.2025.164029

630 Modern Economy


https://doi.org/10.4236/me.2025.164029

K. Farmer

are creating new and serious conflicts of interest that are reshaping social identi-
ties. “The more disadvantaged members of society see themselves as more like a
nationalist or socially conservative group, whose distinctive features are the sector
of employment or the region of residence, rather than income. The distorted be-
liefs associated with these new identities dampen demands for traditional redis-
tributive policies and give rise to a reassessment of political demands over many
issues such as trade protection, control of immigration, less progressive civil
rights.” (Gennaioli and Tabellini, 2018: p. 3).

4.1.1. Model Economy in More Technical Terms

In their revised and extended model (Gennaioli and Tabellini, 2019: pp. 28-31),
the two authors assume, firstly, that there are different groups in society that differ
in terms of income, trade openness and cultural disposition. Each voter feels more
like a group whose interests are closer to their own and where the conflict between
the in-group and the out-group is greater. Secondly, as soon as an individual iden-
tifies with a social group, his or her attitude tends towards stereotypical group
attitudes, the position that is most recognizable from the outside.

Like Grossman and Helpman (2021), Gennaioli and Tabellini (2019: pp. 28-31)
consider a small open economy with a continuum of size 1 and two traded goods:
x represents the exported good, and m is the imported good. The price of the
exported good is 1, the price of the imported good is p. As in Grossman and
Helpman (2021), there is an ad valorem tariff t suchthat p=(1+t)q whereby
q is the world market price of imports. In addition to the tariff rate, the govern-
ment has as a second instrument: a distorting income tax rate 7 . Revenue from
both instruments is used to finance a public good g . Finally, there is a third in-
strument denoted as I which represents civil rights.

Individuals differ according to where their income comes from. Firstly, every-
one earns a random and taxable income from employment in the export sector of
1+&. The average of & captures the individual’s income & . Secondly, every-
one receives tax-free income from the supply of a factor that can also find employ-
ment in the import-substituting sector, with a probability that varies from indi-
vidual to individual and depends on a parameter that indicates the intensity of
competition in the import-competing sector. The income is 1 if employed in the
export sector, and p if employed in the import competing sector. The probabil-
ity of employment in the import sectoris o (1-7), whereby o €(0,1) captures
exposure to foreign competition, while 77 is a random variable with individual-
specific mean 7. An individual with higher 7 is more employable in the export
sector. Thus, the expected income of type 7 from the specific input is
1+0(1-7)(p—1). The average value of 7 is zero, so that aggregate output in
the import competing sectoris o .

The utility of a voter of type i=1,...,1 is:

w =x'+U (mi )+vg —(K/Z)(I‘ —(/7)2 , where U () is a quadratic utility func-

tion, vg is the utility of public consumption ¢, with v >1 andlarge, x>0
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and ¥ isindividual /s exposure to culture. The typical individual / derives ma-
terial benefit from the consumption of private export and import goods and public
goods (infrastructure). The third element in the utility function is the preference
for socially liberal civil rights with x denoting the utility coefficient of this pref-
erence. /'s budget constraint, based on expected income Y', demands:

X'+ pm' = y'. The type of voter is represented by the stochastic vector of individ-
ual income, trade openness and cultural progressivism: (&,7,¥ ). The typical in-
dividual derives material benefit from the consumption of private export and im-
port goods and public goods (infrastructure). The third element in the utility func-
tion is the preference for socially liberal civil rights.

Individuals are unsure about the consequences of an extension of civil rights,
and their socio-political views may be subject to stereotypes. The three individual
random variables income, openness to foreign trade and social progressivity
(8,77,;//) may be uncorrelated, but following Enke’s (2018) cultural predisposi-
tion for “communal values”, then social conservatism and opposition to foreign
trade are positively correlated p >0, while there is only a weak correlation with
income.

These assumptions lead Gennaioli and Tabellini (2019: p. 3) to two main ob-
servations: (1) Identification makes attitudes towards specific issues more ex-
treme, which fuels political conflicts. For example, a voter who identifies with the
group of poor working women will exaggerate the suffering of poverty because
she focuses on the distinguishing feature of this group, poverty. The opposite is
true for a voter who identifies with the rich. Therefore, expectations about one’s
own ability to earn income become more polarized and the redistribution conflict
becomes more intense compared to the world without identification. (2) Eco-
nomic shocks can change identification by causing polarization to occur in new
dimensions while decreasing along previous dimensions. For example, a globali-
zation shock (populous China opens to the world market) can cause individual
interests to accumulate differently than before: instead of poor-rich, they become
for-or-against globalization. Political conflict about redistribution decreases but

the conflict about globalization becomes more intense.

4.1.2. Three-Dimensional Political Conflict
As the results of the presidential elections in the USA in 2016 and again in 2024
show, this two-dimensional conflict is joined by a third dimension: namely a “cul-
ture war” between the socio-politically “progressives” and the socio-politically
“conservatives”. It is this three-dimensional political conflict that Gennaioli and
Tabellini (2018: pp. 23-24) examine in a probabilistic election model of a small
open economy like that of Grossman and Helpman (2021), but with the difference
that individual income, attitudes towards foreign trade and the chances of success
of progressive cultural policy are random.

In the small open economy under consideration, identification takes place in
the three dimensions of income, threat from foreign trade and social progressive-

ness. In the first dimension, the voter is poor or rich, in the second free trade or
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nationalist, in the third socially conservative or socially progressive, with the
boundaries between the respective pairs being historically given. Moreover, the
number of socially conservative and low-income voters is in the majority.

If an individual identifies himself through income class, then his in-group is
poor or rich, and so is his out-group. The same applies to identification along the
trade and culture dimensions. The individual chooses a dimension of conflict that
divides society into in-groups and out-groups. A voter who identifies with low-
income earners considers all high-income earners to be an out-group, regardless
of how they identify themselves. Similarly, a nationalist considers all free traders
and a social conservative all progressives to be out-groups. According to the the-
ory of self-categorization, an individual identifies along the dimension in which
his ingroup conflict is small, compared to the inter-group conflict. This concep-
tion of similarity and identification thus includes two types of conflict: that be-
tween the individual and his in-group and between his in-group and the out-
group in the chosen dimension. Gennaioli and Tabellini (2019: p. 17) measure the
conflict between an individual and his in-group by the loss of utility that occurs
when the voter deviates from his individually optimal tax rate, tariff rate and cul-
tural policy instrument towards the instrument combination of his in-group. The
inter-group conflict is captured by the loss of utility that the in-group suffers by
switching to the out-group. Adding the two losses of utility gives the relative dis-
tance between the individual and his in-group. The individual feels like the in-
group and easily identifies with it if the relative distance is small. This is the case
when the conflict with the in-group is small compared to the inter-group conflict.
The parameter 1 >0 represents the strength of the conflict between the groups
compared to agreement with the in-group and, if it is large enough, acts as a driv-
ing force for the identification of all individuals with only one of the three dimen-
sions. Two other parameters, namely 7 >0 and « >0, control the model re-
sults. » measures the importance of the conflict over foreign trade compared to
the income conflict and « the severity of the conflict over culture compared to

the income conflict.

4.1.3. Changing Identities and Correlation between Trade Protection and
Social Conservatism

A larger y promotes identification along the trade dimension and exacerbates
the trade policy conflict. » increases when individuals as employees in the im-
port-competing sector feel stronger foreign competition, when the price elasticity
of import demand decreases and the welfare costs of income taxation increase.
With alarger « cultural policy conflicts increase. « becomes larger when the
benefit costs of progressive cultural policy and income taxation increase. If the low-
income, nationalists and social conservatives are in the majority and is o > y, all
individuals identify along the lines of culture, otherwise, for « <y along the
lines of trade. In the first case, the “culture war” increases, in the second case the
trade dispute increases in comparison to the “class struggle” (over income) (Gen-
naioli and Tabellini, 2019: p. 30).
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Economic and cultural change, i.e. higher y and «, change identities. The
correlation between trade openness and social progressivity (depicted by coeffi-
cient p>0) is also important for the direction of identification. In fact, a
stronger correlation leads to cultural and trade identification dominating over in-
come-based identification. In addition, with a stronger correlation, identities are
more responsive to y and « shocks. Highly correlated dimensions are an ef-
ficient source of identification: they reduce conflicts across dimensions and in-
crease the individual feeling of similarity.

Historically determined clusters of values are therefore prone to become vehi-
cles of identification and political action, and thus of polarization, replacing class-
based identities. To put it differently, trade and technology shocks may have in-
creased the relevance of pre-existing fault lines within traditional political groups
defined on the left versus right dimension. Socially conservative poor voters, who
traditionally identified with left wing groups despite their social conservatism, are
now attracted by nationalism because it appeals to both their trade preferences
and their cultural views, and vice versa for voters with opposite political features.
As this happens, traditional income or class-based conflict wanes and is replaced
by new political cleavages over correlated dimensions (Gennaioli and Tabellini,
2018: p. 25).

The “depersonalization” of individual attitudes occurs when individuals over-
value stereotypical group attitudes. The parameter >0 measures the im-
portance of stereotypes in distorting individual means of income, trade openness,
and culture. If @ is high, identification-based attitudes deviate strongly from in-
dividual means (without identification).

Correlation between trade and culture changes the consequences of identifica-
tion: The low-income, latently globalization-critical and socially conservative US
voter understates his expected income before China’s accession to the WTO in
2001 due to identification with the low-income, while he is in the middle of society
in terms of trade and cultural policy. China’s accession to the WTO, the relocation
of labor-intensive US production to China and the mass import of cheap Chinese
products to the USA let » increase, which triggers a change in identity from in-
come-based to trade-based. The previously tolerant towards foreign trade policy
neutral voter becomes a nationalist and, because of the positive correlation be-
tween trade aversion and social conservatism, a social conservative. The income
prospects of the typical voter are no longer distorted, so he or she demands less
redistribution. The gap between in-groups and out-groups within trade and cul-
tural policy is widening, ifalso @ is increasing, i.e. the importance of stereotypes
rises. This increases polarization and conflict between different views of the world.

In contrast, in the 1980s the US population only identified with low-income or
high-income, the other two dimensions of identification were only latent. When
the conflict over the cultural dimension became apparent in the 1990s, it encour-
aged the adoption of new cultural identities. Overall, this accelerated social polar-

ization because culture by its nature encompasses broad areas. This and the fiercer
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import competition from China also exacerbated the conflict between winners
and losers of open borders and gave rise to new identities in terms of place of
residence and employment sector, which are correlated with the appreciation of

local places and regions.

4.2. Political Demand for and Supply of Protectionist Social
Conservatism

As explained by Gennaioli and Tabellini (2018, 2019) and presented in the sub-
section before, US voters attach increasing importance to cultural issues while
conflict over redistribution has declined despite rising income inequality. “Some-
thing similar has happened on the supply side. In their propaganda, US parties
attach growing importance to cultural issues relative to economic ones.” (Gen-
naioli and Tabellini, 2024: p. 2) Moreover, voters have realigned across parties:
less educated and poor white people increasingly voted Republican, while the op-
posite is true for top income earners and highly educated voters. (Ibid)

Gennaioli and Tabellini (2024) follow Bonomi, Gennaioli and Tabellini (2021)
in modeling the political demand for protectionist social conservatism while also
dealing with the political supply of it. Cultural conflict in the USA has intensified
as less educated, culturally conservative workers face increased import competi-
tion from developing countries, especially China (Autor et al., 2020). Low trade
barriers since China’s accession to WTO in 2001 increased the salience of the ed-
ucational and cultural divide and led to identity shifts already before Trumps first
term. New facts show that US voters in regions more exposed to the China shock
have become more anti-immigrants (if religious) and demand less redistribution
(if poor) than in the past. In addition, congressmen in these regions adopted a
more conservative rhetoric, particularly if Republicans (Gennaioli and Tabellini,
2024: p. 5).

4.2.1. Extended Model Economy

To provide a political-economic model explanation of these facts, Gennaioli and
Tabellini (2024: pp. 22-26) consider a small open economy consisting of several
districts indexed by z=1,...,Z . In each district there are two sectors, export X
and import m, with international prices 1 and q respectively. Voters earn their
taxable income 1+¢&' in the export sector. A distortionary tax rate r on his
income is applied to finance a national public good g . The national government
sets a social policy parameter I as in the previous subsection. A smaller r
means more conservative social policy.

New is the assumption that voters also earn a non-taxable income from two
units of labor that can be employed in either sector, with voter- and district-spe-
cific probability. Let 7’ be the probability that type i in district z is em-
ployed in the import sector. Half districts are non-exposed: z =n. Here, no voter
earns import-sector income: 77,i]j =0. Half districts are exposed: z =¢€. A voter
type i ] isgenerally characterized by the income-culture profile (gi ! ) whereby

there are two cultural types: Progressive P, and Conservative C,with y" =y

DOI: 10.4236/me.2025.164029

635 Modern Economy


https://doi.org/10.4236/me.2025.164029

K. Farmer

and y°=-y. Higher y >0 signifies more cultural disagreement. Moreover,
there are two economic types: Upper class U and Lower class L,with &' =¢
and &" =-¢, whereby &>0 captures economic inequality. The population is
equally split into four types: upper class and progressive i j =UP, upper class
and conservative i j =UC, lower class and progressive i j=LP ,and lower class
and conservative i j=LC.

Conservative voters in exposed district z earn import-sector income, with
equal probabilities across classes, 7,C =7 =5 >0, while progressive voters
earn no import-sector income: 77eU P =77eLP =0 . Therefore, aggregate domestic
production of the imported good is 7 /2. With rising 7 conservative voters in
exposed districts are more exposed to imports. That conservatism and import ex-
posure are positively correlated means that less skilled/less educated workers are
both more conservative (lower 1) and more exposed to imports (higher ﬂ;j ).

The utility function of voter i j indistrict z reads as follows:

uld =xii —%(W—m;j )2 +vg —g(r —y )2 ,
where Xij and mizj denote private consumption of the exported and imported
goodsand v>1, @#>0.

The expected disposable income of voter i j in district z is:

1 (7,t) = (14 8" ) (1= 1) =71 2+ 2 (1-n ) + (14 t) o) |.

Taking the government budget constraint g =7+T (t) into account, voter’s

expected welfare function reads as follows:
W () = 1 (1.0 S () +v(r T (1) -Z(r=v" )

where T (t)=tq(fM—17/2)is aggregate tariff revenue in terms of the export good,

M=o - (1+t)q is optimal consumption of imports, and the consumer surplus is

S(t) =—(12)(@ - —(1+1)qrh.

The first-order conditions (FOCs) for maximal WZij (z’,t, r) are as follows:

27! o (@-q)(v-1)-vp/2
—q(2v—1) witht = q(2v—1) .

To ensure t >0, it is assumed that (ZU - q)(v—l) >Vvn/2, and to have for all

7'l :v—(1+g‘), rl=yl t=t+

t positive tariff revenue w—q(1+t) >n/2 is assumed. The FOCs unambigu-
ously show that voter ij in district z prefers a higher tariff t,' with higher
exposure 77}). Moreover, less progressive voters, lower ', demand a more con-
servative social policy, lower r . Finally, richer voters, higher &', demand less

redistribution, lower 7, due to their greater tax burden.

4.2.2. Social Identity in Technical Terms
In line with social identity theory, a voter has several potential identities, defined
by income, occupation, religion, race etc. As mentioned above, a typical voter in

the present model can identify with his or her class, i=U,L, or cultural group,

DOI: 10.4236/me.2025.164029

636 Modern Economy


https://doi.org/10.4236/me.2025.164029

K. Farmer

j =C,P . The identity group of voter i j willbe denotedby (i j)=i, j —often
denoted by : for short. In principle, “the voter identifies with the group that is
most salient and to which she feels more similar.” (Gennaioli and Tabellini, 2024:
p. 14). The salience of ingroup : is formalized by its policy conflict with out-
group —:, measured by the welfare loss by the average ingroup when moving
from her ideal policy (r’ Nane ) to the average out-group (r” ot ) . The con-
trast between in-group and out-group now takes the form:

M) =5 (- (e ) +_q2(22V‘1)(t1 ey

A voter’s dissimilarity from his group is equal to:

\2
i K 4 % 1 1 i) 2(771_77;)
M@=l v ) gle ) =
ij
Using t!/ =1+ ] (22’\7/2_1) , we get
2 l_ 1
t—t" = (57(72\/171)),77“ =n" =%,T7C =%,77P =0. Remembering

2

n
T and
2(v-1) "

v =y b=y, et =—¢ 8" =¢, A(C,P):Zia//2+

A( LU ) =2&”. Under class identity, in exposed respective non-exposed districts

we obtain:

2 2

9
AP ()= K2 n dAC () =X ,2 L,
e ()=5v Talavon) (0)=3¥ T8(2v1)
2
N5 gy 7LV M9I=CP

Under cultural identity, in exposed respective non-exposed districts we have:

2
Al (C):%gﬁﬁ and A;P(P):%gz, fori=U,Landz=¢e,n.

Voter i]j identifies with the most salient ingroup :, economic or cultural,

provided he or she feels similar enough to it. Voter ij solves:

(i j)=argmax A(s,—1)— A" (1),
wedi, j}f

where A >0 is the relative weight attached to dissimilarity.

A progressive voter chooses cultural identity if:

2 2 2 2
2y’ -|-2L—/1i Py | [ AR - ,
4(2v-1) 2 2 8(2v-1)

which reads after rearranging:
n® > 4(2v—l)(52 —Kl//z).

A conservative voter in a non-exposed district chooses cultural identity if:
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2 2 2 2 2
2xy’ +L—/i LN N Py | A —
4(2v-1) 2 2(2v-1) 2 8(2v-1)
which after rearranging reads as follows:
4-31
2 >4(2v-1)(e* -xy?).
7 ( 4+ 4 j ( )( v )
A conservative voter in an exposed district chooses cultural identity if:

2m//2+2—’72—/1 AN S ROV ) LA
4(v-1) | 2 2(2v-1) 2 8(2v-1)]

which after rearranging reads:

2(4+51
4+ 1

j>4(2v—1)(52—/<1//2).

As a next step, it is apt to study identity %xévitches. For this sake, define
n=2[(4+2)(2-1)(e*-xy?)(4+52) ] and 7=2[(2v-1(" ~xp))]
with 7>7. If ¢ >xy® and n~0, none of the inequalities exposed above
hold: all voters identify with their income class. If 7 increases and lies within the
interval (Q,ﬁ ) , conservative voters in exposed districts switch to cultural iden-
tity, all other voters remain income-class identified. If 7 rises above 77, but
n’(4-32)/(4+2)<4(2v —1)(32 - Kl//z) , conservative voters in exposed dis-
tricts and all progressive voters switch to cultural identity, conservative voters in
non-exposed districts remain income-class identified. If 7 increases above 77
and 7n*(4-31)/(4+2)> 4(2V—1)(€2 - K'l//z) , all voters switch to cultural iden-
tity.

These considerations bring Gennaioli and Tabellini (2024: p. 24) to the following:

Proposition: Assume that &° > x° and A >4/3.Thereisathreshold 7 >0
such that, if 7 <7, all voters identify with their income-class, while if 77_ >1,
conservative voters in exposed districts switch to cultural identity. Conservative
voters in non-exposed districts are all-income class identified. The identity of pro-
gressives depends on 77, but it is the same in all districts.

Thus, greater import exposure raises the salience of cultural conflict, since it
“heightens conflict over trade policy between conservatives versus progressives...
Conservatives demand a restrictive trade policy only in exposed districts. As 7
rises, they feel more like the average conservative in-group, who also demands
more protection, than to their (income-)class. The opposite happens in non-ex-
posed districts, where conservatives do not lose from trade. Here, higher 7
makes non-exposed conservatives less like their cultural group.” (Gennaioli and
Tabellini, 2024: p. 24).

4.2.3. Conservative Voters’ Political Demand for Restrictive Social Policy
In line with social psychology, identity distorts beliefs by “depersonalization”: the
typical voter moves his or her opinions toward those that are stereotypical of the
in-group, namely which are more frequent in the average in-group (5’ , 1//’)

compared to out-group (5”,1//”) . The beliefs of voter ijz when he or she
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identifies with group : read as follows:

gl =gz +6’(8’—5”),

p =y 0y -y ), =iy,

where £'17 respective y'” is the belief of voter i from district z=e,n
under the identity regime : and 0= ;{/ (1— 2 ;(), 7 <12 with >0 captur-
ing the strength of stereotyping. This has consequences for policy preferences. The
optimal solution for voter ijz who identifies i.e. with his or her income-class
1=¢g s

=0 =g (14 20), 7)) )" =1 =—£(1+20), j=C,P,

:riPn:l//riCn: |Cn_ l//,l—U L

& & e
If voter ijz identifies with his or her culture, his or her policy demands are:

Ljn _ _Lje _ Ujn _ _Uje _ R
T, =1, =& 1, =71, =-¢, ]=C,P,

FPn lPe_‘//(1+2€) ricn — 'Ce— (//(1+249) i=U,L.

v y

Demands in a policy domain, by each voter type, do not differ across exposed
and non-exposed districts within a given identity regime. Assume that at time
t=0 all voters identify with their income-class & : Then voter types exhibit
identical demands across districts, and so do average demands:

=1 =(12)y —(1/2)y =0 and 7" =7 =(1/2)&(1+20)—(1/2)&(1+26)

=0, where qzo, Zz=n,e and TZO, Z=n,e arethe average policy demands in dis-
trict z=n,e attime t=0.In other words: in the baseline, all districts are iden-
tical. Suppose now that exposure to trade increases to (77ce e ) . Then, only con-
servative voters in exposed districts switch to culture: r® —r® = (]/2)1//
~(Y2)y (1+20)=-y0 , while r™-r"=0, r*-7*=0 and ™-7"=0.
The demand for less progressive cultural policy in exposed districts is concen-
trated among conservative voters. For j=C , the change in r is 2yé@ in
z=e and 0 in z=n.For j=P, thereis no change within any district and
hence no differences across districts. Moreover, while the average demand for re-
distribution does not change within and across districts, it drops in exposed dis-
tricts compared to non-exposed districts if one condition on lower class voters
hold: Azt =7 —7*% =—e0 < Arh =7 — "% = 0. Assume that exposure to
trade rises to 7 >n, but 7 (4—3/1)/(4+ )< 4(2v—1)(52 —K!//z) . Then, also
progressive voters switch to culture, but not conservative voters in non-exposed
districts. Ar, =r*—r® =(1/2)y (1+20)-(1/2)y (1+260) =0,
Ar, =r™ —r" (1/2) (1+20)-(Y2)y =(1/2)y, while Az, =% -7 =0 and
Ar,=7"—7" =0. Also in this case, the lower-class demand for progressive so-
cial policy in exposed districts is concentrated among conservative voters, and
there is a reduction in the demand for redistribution by lower class voters across
exposed and non-exposed districts: Az = 7%t — 7"

=260 <Atr =7 —7"% = —£0 . These results lead Gennaioli and Tabellini

&

(2024: p. 25) to the following:
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Proposition (Voters’ political demand). A trade shock, i.e. a higher 7, causing
some voters to switch to cultural identity, affects exposed versus non-exposed dis-
tricts as follows:

a) Conservative voters demand more conservative social policy, ArS <Ar¢,
while progressive voters are unaffected, Ar” =Ar?. Thus, average demand for
progressive social policies drops, Ar, <A, .

b) The demand for redistribution drops for the lower class, Az; <Azy, and
rises for the upper class, Az, >Art, , leaving average demand for redistribution
unchanged.

Hence, foreign-imports exposed conservatives switch to cultural identity and
demand a more restrictive social policy in comparison to non-exposed districts
where identity does not change®. “The identity switch also de-polarizes redistrib-
utive conflict in the exposed districts, because exposed conservatives move away
from their class.” (Gennaioli and Tabellini, 2024: p. 25).

4.2.4. Political Supply of Restrictive Social Policy after a Trade Shock

There are two parties £ =D,R (asin US), “left” Dand “right” R, each fielding a
candidate in each district z , who is fully trusted by only some voters. Candidates
try to maximize their vote share in their district through simultaneously announc-
ing policy platforms Y,, = (z’z et 5), £ =R,D. Moreover, they elicit propa-

ganda a,,. foreachidentity group : of connected voters. A candidate may en-

gage in ectfnomic and cultural propaganda at strictly convex costs

(0/2)(&1,2Zf + aflz5 ), c>0.Party R isconnected to the upper class and to social
conservatives, party D is connected to the lower class and social progressives.
Voters not connected to party R are the lower class and progressive types,
i jz=LP while voters not connected to party D in district zare the upper class
and conservative types, 1jz=UC. O<a <1/4 of voters not connected to
party & does not believe its policy promises.

In line with Persson and Tabellini (2000), Gennaioli and Tabellini (2024) as-
sume probabilistic voting. Let W'’ (Y;' jz) denote the expected welfare of voter
ijz if party & wins the election, with Y;'* being the policy vector which
voter i in district zZ expects if party & wins. Then, voter k of type 1]z

votes for R if:
Wijz (Y”F;jz)_wijz (YAI;J'z)2 gk i
where & is a voter-specific popularity shock favoring party D . It is uniformly

distributed with mean 0 and density @ . Then, in each district z, each party &

solves the following problem:

e = max (1/4);”:35_(0/2)(awz§)2—(C/Z)<aw§)2

lay 268026 me e ts

max V.

{y2e e e et

where a_,. is persuasion effort by party &in district z toward its in-group

>Gennaioli and Tabellini (2024: pp. 27-31) provide persuasive survey evidence that respondents in US
commuting zones more exposed to the China shock favor social conservatism.
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voters identified along dimension ¢ = ¢,y , by taking into account that
x =x+a,, if 1=U,C and {=Rorif :=L,P and =D, where ¢ is
the group a voter of type i in district z identifies with. Party propaganda is
formalized as a costly effort to change y’ for the group to which the party is
connected. Party R is connected to conservative (C) and upper class (U) groups,
thus it affects y“and " . Similarly for party D . As a consequence, the distor-
tion parameter @ turns out to be group-specific as follows:

c :ZC/(]-_ZC_ZP) and 6° :ZP/(l_lP_ZC).

A voter of type i jin district z votes for party & with probability:

7, =(12)+ (@/z)[ (e —fe )Rz + R — 200 )+ (7, — 2 ) (7o + 70 201
ro(tz 6, ) (6, +E. —2t),

wherein 7'/, index : refersto the in-group of voter i j when the identity re-

1224
gimeis c=¢,y,p=0°(2v-1), ;' is the preferred tariff of voter ij in dis-
trict z and £ denotes the competitor of party &. The FOC for party ¢ in

district z vyield:

Zaf ‘/’gz’fze: _ZO‘” ;z' 2¢ Zalfjtzj’

ij . i
aa - ;q{ e(7 - AH)]?T+(}J f;)gf —a,, =0, c=cu.

ij 334

Notice that t,; >t,,forz=eandt,; =t,,forz=n, ie. party R proposesa
strictly larger tariff than party D in exposed districts.

If n increases to the point that conservative voters in exposed districts switch
to culture, the party platforms in exposed districts become
e =~(/(1-)y, ~(/(1-a))v.
o =—(Y(1-a))wb,, +(a/(1-a))w (1+26’V/e) tp=1"—(af(1-a))e (1+ 2958),
Top=1° —(a/(l—a )g .- The dlvergence between party D and party R is:
o= (2(e/(1-a)))y(1+6,.). 1 Too e = (Z(a/ (1-a)))v,
too — 7o = (2(a/(1-2))) (146, ), 725 ~1or = (2(2/(1-a)))& (1+29 ).
Thus: r,-r, > (rn*D nR) Moreover, Top — T < (75 =T, ). These results
lead Gennaioli and Tabellini (2024: p. 26) to the following

Proposition (Political supply). A rise in trade exposure 7 which causes some
voters to switch from class to cultural identity induces the following effects in ex-
posed compared to non-exposed districts:

a) Candidates from both parties announce more conservative social policies in
exposed districts, but especially party R candidates.

b) Party R candidates in exposed districts propose higher tariffs than party
D candidates. In non-exposed districts both party candidates announce equal
tariffs.

c) Party D candidates announce a less redistributive policy while party R
propose the same or a more distributive policy such that the divergence in 7

decreases.
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These results depend on persuasion effort through stereotypes. In exposed
districts parties engage in symmetric economic persuasion a:eR = a:eD = a:e >0.
Gennaioli and Tabellini (2024: Online Appendix, 8) showthat a,, >a_, >0 and
thus 6., <6,, which means the trade shock causes economic stereotypes to fall

in exposed districts. Moreover, a;eR >0> a;eD which means that party R

candidates in exposed districts fuel conservative stereotypes while party D can-
didates reduce progressive stereotypes. The effects of trade exposure are that party
R increases conservative propaganda and both parties decrease class propaganda

(Gennaioli and Tabellini, 2024: p. 26).

5. Finally: Social Conservatism and Trade Protection from a
Natural Law, Economic-Liberal Perspective

The exchange of material for psycho-social benefits and the cultural predisposi-
tion for local “community values” make it understandable why, after a phase of
social and foreign trade liberalism, social conservatism and foreign trade protec-
tionism became politically powerful. However, the question remains whether the
white, evangelical Christians, over 80 percent of whom voted in 2016 for Trump,
who advocated conservative Christian social policy and foreign trade protection,
only cast their vote to strengthen their self-esteem, as has been suggested so far.
They probably also voted for Trump and against Clinton so that someone in the
political arena would stand up for the highest moral goods, such as the right to
life from conception to natural death. This is not just a local community value,
but according to natural law a universal value that is inextricably linked to the
nature and dignity of every human being (including the unborn). There are there-
fore goods that must not be subjected to a psycho-socially expanded utility calcu-
lation. Christians are probably more capable of understanding the inviolability of
human life from conception to natural death than non-Christians, but according
to natural law all people are capable of “of distinguishing reasonable and unrea-
sonable choices and better and worse value judgments.” (Malhoney, 2004: p. 560).

If this is true, it is probably not entirely unreasonable to assume that the typical
Trump voter also voted against economic freedom without recognition of higher
values. The fact that there is no general agreement with natural law today is, as
Samuel Gregg (2018: p. 2) rightly points out, not a strong argument against a lib-
eral order based on natural law. “On the contrary, it underscores the imperative
of ... illustrating how natural law can supply a coherent basis for liberal institutions
that liberal ideology can’t.” The liberal ideology we are talking about here means
complete individual autonomy without recognition of higher moral goods, and
freedom from coercion by third parties (the state) alone. If the vote for Trump
was motivated by protest this empty freedom, it was legitimate in the author’s
view. Unordered freedom had rightly become a chimera to be abandoned.

This leads to the question of whether an “ordered” freedom (Gregg, 2003) in-
cludes or excludes foreign trade protectionism. In agreement with Dominican

Francisco de Vitorio and Hugo Grotius, according to Gregg (2013: p. 90), ordered
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freedom also excludes protectionism because people have a natural right to free
exchange and free trade. This is not an absolute right, but the burden of proof lies
with those who oppose free trade and support foreign trade protection. Therefore,
in contrast to the currently politically dominant position, social conservatism and
free trade are compatible with natural law, which is accessible to all people. This
allows on it hope that itself by “explaining natural law to those many intelligent
people of good will who have never encountered natural law or—more com-
monly—have been exposed to caricatures of it [and] defending natural law against
critics” (Gregg, 2018: p. 3) the unpleasant connection between social conservatism

and foreign trade protectionism again resolves.

6. Conclusion

This review article deals with the question why Americans voted again for a pres-
idential candidate who presented himself as a social-conservative and as a tariff
man to the US electorate already in 2010. The author reviews recent political-eco-
nomic models which provide microeconomic-psychological explanations of the
switch of American voters and politicians to social-conservatism, economic na-
tionalism and foreign trade protection.

Commencing, however, with macroeconomics, Winkler (2017) explains Trump’s
2016 election success by his turning away from the international supply policy of
Trump’s presidential predecessors and Trump’s turning towards restrictions on
free international trade and free immigration to give the nation state back its abil-
ity to act. Winkler (2017) points out also socio-cultural factors as the rejection of
progressive social-liberal values for Trump’s election victory over Clinton.

Turning to (microeconomic-) psychological answers Mutz (2018) firstly attrib-
utes Trump’s 2016 election victory to white Christian men in the Northeast and
Midwest of USA fearing a loss of social status. Secondly, Mutz’s (2018) compara-
tive empirical analysis of voter opinion polls shows that, in 2016, noticeably more
voters than in 2012 evaluated international trade negatively, being threatened by
growing dependence on foreign countries.

The importance of group status in the formation of political preferences is taken
up by Grossman and Helpman (2018, 2021) to explain within a Heckscher-Ohlin
model of international trade why an import tariff is in the interest of both the
voters and the candidate who promotes the tariff. The clue is that voters’ prefer-
ences are not based solely on material self-interest but also on the well-being of
members of those social groups with which the person in question identifies. The
psycho-social component combines positive feelings derived from pride in the
status of the in-group and a dissonance cost borne from identifying with the out-
group. In line with the change in US voter preferences between 2012 and 2016
empirically identified by Mutz (2018), Grossman and Helpman (2021) explain
Trump’s introduction of import tariffs in 2018 by a change in the identification
regime where the less qualified of US voters stopped identifying with the nation

but rather, they equate the “nation” with their own reference group. While this
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reduces the redistributive benefit of a tariff increase, the benefit of a higher tariff
rises since the psychological dissonance costs of identifying with “different peo-
ple” are eliminated. Less qualified prefer a disruptive tariff increase if the latter
effect is larger than the former which is certainly true when the higher qualified
are branded as corrupt elite during a populist campaign.

Complementing Grossman and Helpman (2021), Gennaioli and Tabellini
(2018, 2019) focus on the American losers of relatively free international trade and
explain why they become nationalistic, hate immigrants and turn socially con-
servative. Assuming both that voters identify with the social group whose interests
are closest to theirs and that features the strongest policy conflict with out-groups,
and identification causes voters to slant their beliefs of self and others toward
group stereotypes, they explain observed distortions in political beliefs, actual po-
larization, and consequences of changing political cleavages as the effects of inter
alia foreign trade shocks.

Moreover, Gennaioli and Tabellini (2024) based on Bonomi, Gennaioli and Ta-
bellini (2021) model political demand for and supply of protectionist social con-
servatism because of cultural instead of income conflict becoming more salient in
the USA during the past decade. While US voters in regions more exposed to the
China shock have become more anti-immigrants if religious and demand less re-
distribution if poor than in the past, also congressmen in exposed districts adopted
a more conservative rhetoric, particularly if Republican. Through their theory of
changing dimensions of political polarization based on endogenous social identity
and by adding parties spreading stereotypes to receptive voters, Gennaioli and
Tabellini (2024) show why the cultural conflict between US° voters and parties is
growing, why despite rising income inequality the redistributive conflict is damp-
ening, and why lower-class voters affected by the “China Shock” realigned from
the left to the right.

Finally, in contrast to the former and currently politically dominant position of
the former and recent Trump administration, social conservatism and free trade

are compatible with natural law, which is accessible to all people of good will.
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