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Abstract

Massive protests against — and spectacular failures of — international trade
negotiations are an important element of the “globalization backlash” developed
economies have experienced over the last two decades. We analyze a model of
endogenous social identity where the government chooses between accepting or
rejecting a trade agreement involving the recognition of a lower precautionary
standard. We show that protests by an NGO against the trade agreement can
alter the social identity equilibrium, feeding back into the political process and
possibly resulting in a polarization of society. We focus on two possible outcomes:
the trade agreement may either be maintained, but at lower welfare gains than
initially expected (the “CETA-case”), or it may be abolished altogether (the
“TTIP-case”).
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1 Introduction

Massive protests against — and spectacular failures of — international trade negotiations
are an important element of the “globalization backlash” of recent decades. The post-war
period was characterized by decades of steady tariff reductions combined with the general
public’s mild sympathy towards trade liberalization. More recently, however, part of the
public opinion has forcefully turned against trade liberalization. Cases in point, which both
motivate and guide our analysis, are the massive protests against the U.S.-EU Transatlantic
Trade and Investment Partnership (TTIP) and the Canada-EU Comprehensive Economic
and Trade Agreement (CETA) between 2014 and 2016, resulting in the failure of the
former.!

There is a recent and growing literature on other dimensions of the globalization backlash
(see Colantone et al., 2022 for a survey). Despite the major impact they can have on
trade policy, protests by NGOs and other civil society actors have received relatively little
attention by economic scholars. The aim of this paper is to contribute to closing this gap.

Our starting point is the notion that a fundamental novelty in modern trade negotiations
such as TTIP and CETA is that they include the recognition of (precautionary) standards.
Pascal Lamy, former European Commissioner of Trade (1999-2004) and former Director-
General of the WTO (2005-2013) writes: “In the old world, [opening trade] was done by
eliminating protective tariffs [...]. In the new world, this is done by harmonizing precaution.”
(Lamy, 2016, p. 4). We highlight in section 2 that concerns about the effects on regulation
and standards indeed loomed large in the skepticism towards TTIP and CETA in the
general public. Trade negotiations in the ‘new world’ therefore involve new issues and new
stakeholders. To cite Pascal Lamy once more: ”/.../ tariffs were roughly ideologically neutral.
[...] Precaution is ideologically different depending on cultures, history or religion. [...] think
about animal welfare, GMOs, or data privacy. [...] this has to do with [...] values. They
are areas where the spectrum of preferences among different groups of people is extremely
wide.” (Lamy, 2015, p. 5). In line with these observations, we argue that ‘new world’ trade
agreements touch at a fundamental question of social identity, namely “who do we want to
be?” — as a group within society or as society at large.

In this paper, we address the following main questions. How do ‘new world’ trade
negotiations interact with the narrative(s) of “who we want to be” within a society? Can
this explain why trade agreements — even if they are widely agreed to be economically
beneficial — are ultimately rejected by the general public? Why and how do NGOs play
a central role in this process? When do the very same governments that negotiated and
promoted the accords turn against them at the last minute — and what are the costs in
terms social cohesion if they do not?

We see social identity theory as the natural framework to address these questions. The

theory originated in social psychology (see Tajfel, 1981, Tajfel and Turner, 1979) and was

1'We provide details on the negotiations, the massive protests as well as the about-face of key European
politicians in section 2, where we also highlight that the negotiations failed before the 2016 U.S. presidential
elections.



popularized in economics by Akerlof and Kranton (2000, 2010). Based on the concept of
the social identity equilibrium introduced by Shayo (2009), Grossman and Helpman (2021)
introduce social identity theory into the field of International Economics and argue that it
is key for understanding modern-day trade policy. While their analysis is focused on the
‘old world’ question of setting tariffs, we use social identity theory to better understand the
recognition of foreign (precautionary) standards. In our view, social identity theory also
provides the ideal framework to rationalize the role of NGOs in the protests: we interpret —
to our knowledge for the first time in the Economics literature — NGOs as providers of focal
points of social identity, telling potential supporters who they should want to be. NGOs
thereby affect the social identity equilibrium and therefore also policy choices as well as
real economic outcomes.?

We analyze a model of endogenous social identity where a political process along the lines
of Lindbeck and Weibull (1987), Dixit and Londregan (1996), and Grossman and Helpman
(1996, 2001) results in a welfare maximizing government choosing between accepting or
rejecting a trade agreement that involves the recognition of a low precautionary standard
for the production of a specific good. The good can either be produced with a high or
a low standard, where the foreign country has the absolute advantage in low-standard
production. We consider a setting with two types of consumers. ‘Non-caring’ consumers are
indifferent concerning the standard, while ‘caring’ consumers, in contrast, do care about
the standard to a point that they get reduced utility from consuming a low-standard good.

Besides direct material utility from consumption, consumers derive utility from identifying
with particular groups. Specifically, they can identify with their own group (caring or
non-caring), with ‘society at large’ which includes both caring and non-caring consumers,
and with an NGO that promotes ‘ethical’ (high-standard) production. For utility from
identification with their own group and society at large, we follow Shayo (2009) and
Grossman and Helpman (2021) and assume that when consumers identify with a given
group, they derive utility from the level of material utility of an average member of this
group but incur a dissonance cost which is the higher, the more their individual material
utility differs from that of the average member of the group. While this dissonance cost is
zero when identifying with the own group (caring or non-caring), it matters for identifying
with society at large: a more unequal society is more costly to identify with — for both
groups. Note that different from the idea of membership of a group, identifying (or not)
with a group only affects the individual self-perception and does not change the size or
composition of the group: society, for example, always consists of all individuals living in a
country, no matter how many of them identify with it.

In addition to identifying with the own group and society at large, consumers can also
choose to identify with the NGO. In our model, the NGO provides a “focal point” of

social identity, which we define as a set of opinions and choices (economic, ethical and

2 There is an interesting tension here to Grossman and Helpman (2021), who argue that traditional theories
of the political economy of trade policy with Special Interest Groups (SIGs) lobbying for protection (e.g.
Grossman and Helpman, 1994) seem less relevant for explaining modern-day trade policy. We argue, however,
that when it comes to ‘new world’ trade agreements, a specific type of SIG has become much more, not
less, relevant: NGOs, their campaigns and their privileged position to affect the social identity equilibrium.



political) that characterize the prototypical (“ideal”) member of the group. For some of
these dimensions of the focal point, a supporter may be closer or more distant to the
prototypical supporter, varying the utility she gets from identifying with the NGO. We
model this with two groups of caring consumers, those fully and those partially congruent
with the NGO’s demands. Other dimensions of the prototypical supporter, however, may
be conditions sine qua non. We assume, for example, that, for its supporters, the NGO
rules out identification with the group of non-caring consumers, as these are diametrically
opposed to the values of the NGO represented by the prototypical supporter.?

We keep both the modeling of the NGO and the negotiation process very stylized. We
seek to focus on how NGO protests triggered by trade negotiations on precautionary
standards can alter the social identity equilibrium, lead to polarization and possibly make
governments abandon the agreement. We therefore abstract from incentives, trade-offs and
interactions both within a single NGO and between NGOs within the NGO sector.?

We take what Lamy (2016) calls the ‘old world” as our starting point. We model this as
a situation where previous trade negotiations have reduced tariffs to zero, but standards
had not been adjusted from their autarky levels. We consider a high initial standard in the
home country and a low one in the foreign country. We show that an NGO emerging into
this equilibrium in the home country leaves the ‘old world’ equilibrium unaffected, except
that all caring consumers start identifying with the NGO leading to additional welfare
gains for them.

We then turn to the situation where the government can sign a ‘new world’ trade
agreement with Foreign, implying a recognition of the foreign low standard. This would
imply that Foreign, with its absolute advantage in low-standard production, would become
the only producer of the product. Just as in autarky, the government takes the impact of its
actions on the social identity equilibrium and the resulting effects on aggregate welfare into
account. We seek to model the fact that governments were taken aback from the massive
NGO protests against TTIP and CETA. We therefore assume that the government does
not anticipate that the NGO might adjust its prototype, i.e., we treat the NGO response
to the trade agreement as an ‘unknown unknown’ for the government.’

When the government announces the intention to sign the ‘new world’ trade agreement,

3 Hogg (2001), Hogg and van Knippenberg (2003) and Van Knippenberg et al. (2004) construct social
identity models where prototypes in groups emerge endogenously and leaders emerge that are congruent
to the group prototype. In our case, the NGO is free to define the prototype and the group of supporters
forms around it.

4We highlight in the conclusions how the setting could be extended to a model with many NGOs reflecting
the large number of NGOs involved in the TTIP/CETA-protests. This would shift the focus of the analysis
to the internal workings of the NGO sector, which seems a worthwhile endeavor in its own right.

5 There are different ways to think about this assumption. One is that the NGO emergence into the ‘old
world’ equilibrium is a novelty and initially there is limited information on NGO technology and its impact
both on the side of the government and the NGO. Another perspective is based on the observation that a
large coalition of very diverse NGOs joined the TTIP and CETA protests. This includes NGOs with core
issues like hunger relief, environmental protection, and food safety as well as trade unions, anti-globalization
groups, Christian groups, and others. Many of the NGOs involved have core issues other than precautionary
standards. Moreover, most of them had been quite indifferent to trade negotiations in the past. We therefore
think that it is plausible to treat the NGO response as an ‘unknown unknown’ of the government. Clearly,
one could also consider a model where the government miscalculates the level of resistance. We think of our
model as the zero-one version of this approach.



from the perspective of the NGO, this changes the character of society: it is transformed
from a society with production and consumption under the high standard to a society that
has betrayed the NGO’s values. The NGO therefore starts a campaign and adjusts its
prototype making identification with the NGO and society at large incompatible.

In the ‘old world’ equilibrium all caring consumers identify with the NGO and society at
large. With the ‘new world’ trade agreement, they have to choose between the two, leading
to a polarization of society. This creates losses in identity utility which the government had
not accounted for. We show that when the protests break lose, two possible cases arise. In
the ‘CETA-case’ aggregate welfare is lower than anticipated but still justifies ratification
even if this implies a more polarized society. In the ‘TTIP-case’, welfare losses due to
polarization of society outweigh the gains from the trade agreement so that the government

experiences ‘negotiator’s remorse’ and turns against the agreement it had just negotiated.

This paper contributes to the literature, pioneered by Akerlof and Kranton (2000), that
introduces social identity theory in the analysis of economic questions (e.g. Akerlof and
Kranton, 2002, 2005, 2010; Benjamin et al., 2010; Bénabou and Tirole, 2011; Bordalo
et al., 2016). Most related to our work are two recent papers that apply social identity
to trade policy. As outlined in the introduction, Grossman and Helpman (2021) provide
a rationale for populist trade policies using social identity in a political economy model
with unilateral tariff setting. Abramson and Shayo (2022) investigate the link between
international economic integration and social identity. They show that integration does not
necessarily lead to a common identity and that a national identity of a very large (small)
country even fosters (harms) economic integration. Other related studies use social identity
to analyze preferences for income redistribution (Shayo, 2009; Klor and Shayo, 2010); the
relation between tax policy and social cohesion (Harms and Niedringhaus, 2024); the rise
of populism and nationalism (Besley and Persson, 2021; Bonomi et al., 2021) and generally
how politicians can affect voters’ beliefs and identities (Ash et al., 2021; Balcazar, 2022).

Related to the above literature is work on the political economy of populism (see Rodrik,
2018, 2021; Guriev and Papaioannou, 2022, for an overview). Blanchard and Willmann
(2022) show how populism in response to macroeconomic shocks can shift trade policy
towards protectionism. The populist defines the “true” people along a certain social category
as the “in-group” as opposed to the “out-group” (Miiller, 2016). This process resonates
with the role we give the NGO in the social identity context: it determines the prototypical
NGO member and thereby defines the “in-group” and “out-group”, possibly leading to a
polarization of society.

A growing literature in economics and political sciences links trade exposure to support
for anti-establishment or anti-globalization politics (see, e.g., Jensen et al., 2017; Colantone
and Stanig, 2018a,b; Autor et al., 2020; Che et al., 2022). Some contributions directly refer to
social identity theory and consider both material utility and utility from group-identification
(Baccini and Weymouth, 2021; Ballard-Rosa et al., 2022; Ferrara, 2022).

Our paper also relates to the political economy literature on deep trade agreements

involving regulatory cooperation (see Maggi and Ossa, 2021 for an overview). Recent studies



show how the efficiency and ratification of such trade agreements is affected by producer
lobbies (Maggi and Ossa, 2020; Maggi et al., 2022; Blanga-Gubbay et al., 2025), lobbying by
trade unions (Blanga-Gubbay, 2020), regulatory differences (Parenti and Vannoorenberghe,
2025), and their design (Grossman et al., 2021; Maggi and Mrazova, 2024). Our work
adds to this, considering how (a change in) social identity affects the acceptance of trade
agreements involving the recognition of foreign standards.

Finally, this paper also contributes to the literature on NGOs in International Economics
(Aldashev and Verdier, 2009; Aldashev et al., 2015; Krautheim and Verdier, 2016; Hatte
and Koenig, 2018; Koenig et al., 2025). This literature mainly builds on the theory of
private politics a 1la Baron (2001, 2003) — an Industrial Organization approach to analyze
how social activists affect firm choices directly, instead of lobbying for regulation. Our
paper, in contrast, analyses how NGOs affect the ratification of trade agreements and

therefore the public politics of economic globalization.

2 Protests Against TTIP and CETA in Europe

Our analysis is motivated and guided by the massive protests against the TTIP and CETA
agreements around 2015 and their impact on government choices. TTIP was on its way to
become the deepest bilateral trade agreement in the history of trade negotiations and was
seen as a model for future trade deals outside the multilateral approach of the World Trade
Organization (WTO).% After the content of the secret negotiation process was revealed,
massive protests organized by broad coalitions of civil society actors erupted in many EU
member states.” The protests brought together a broad group of diverse NGOs and civil
society actors, including unions, environmental groups, consumer protection associations,
church organizations, anti-globalization and anti-capitalist initiatives, as well as other
grassroots movements.® The protests culminated in a series of mass demonstrations in
several major German cities including Berlin with over 150,000 participants in October
2015 (The Economist, 2015). On the EU level, more than 500 European NGOs supported
the “Stop TTIP” initiative, which collected over three million signatures for a European
Citizenship Initiative against TTIP (Bauer, 2016, p.70; De Ville and Siles-Briigge, 2016).
Along with the protests came a shift in the public perception of TTIP. While in February
2014, 55% of Germans viewed TTIP as beneficial for Germany, in February 2016, this
share declined markedly to just 17% (see PEW Research Center, 2014; Bluth, 2016, p. 15).

A central criticism of TTTP and CETA concerned the harmonization or mutual recognition
of regulatory standards. NGOs warned that the agreements could allow the import of
products that do not meet EU norms, including hormone-treated beef, genetically modified

organisms (GMOs), chlorine-washed poultry, and pesticide-treated crops (see BEUC The

5 Maggi and Ossa (2021) write that TTIP together with CETA and TPP (the Transpacific Trade Partnership)
“are often viewed as the archetypes of modern trade agreements” (p.23).

" As the anti-TTIP movement gained traction, NGOs began to also link their campaigns to CETA which
had initially attracted less public attention, but contained similar provisions.

8 Some of the more prominent NGOs include national branches of Greenpeace, WWF, Oxfam, and foodwatch;
Verdi (one of the major German trade unions) and the Seattle to Brussels Network.



European Consumer Organization, 2014, p.5-8; BUND, 2025). These practices, common
in the U.S. and Canada, clashed with Europe’s precautionary approach to regulation
and stirred fears of weakened consumer protection and animal welfare standards (see
BUND, 2015; Friends of the Earth Europe, 2015; Institute for Agriculture and Trade
Policy, 2017). Focusing on normative concerns such as consumer protection, food safety,
and environmental protection, NGOs presented regulatory convergence as a threat to the
European way of life, and ultimately to European identity. For instance, the infamous
“chlorine chicken” became a symbol for broader fears about deregulation, U.S. dominance,
and the erosion of European values (Chan and Crawford, 2017, p. 695).

Moreover, civil society actors raised environmental concerns. They criticized TTIP and
CETA for impeding energy transition and European climate targets (see Neslen, 2016;
Stolper, 2025). Several NGOs also saw labor and financial standards at risk (see Finance
Watch, 2014; Corporate Europe Observatory, 2016). Overall, the public perception was
aligned with the NGOs’ standpoints: a study commissioned by the German Bertelsmann
Foundation shows that trust in EU regulatory standards appears substantially higher
than in their U.S. counterparts: 69% of Germans reported greater trust in EU food safety
standards, and 66% in EU environmental standards, compared to those of the United States
(Bluth, 2016, pp. 19). Moreover, the same survey shows that Germans were concerned
about the effect of TTIP on consumer protection, environmental standards and workers’
rights/social standards. Asked how they thought these issues would be affected by TTIP,
the negative views abound. Specifically, consumer protection: 12% positive, 48% negative;
environmental standards: 12% positive, 46% negative; and workers’ rights/social standards:
10% positive, 40% negative; the remainders going to neutral and don’t know (see Bluth,
2016, p. 18).

Moreover, the inclusion of the investor-state dispute settlement (ISDS) clause was strongly
condemned. These provisions enable foreign investors to sue states before international,
private arbitration tribunals over profit losses resulting from changes in domestic regulation
and legislation. Critics argued that the ISDS mechanism posed a severe threat to national
sovereignty and limited the ability of the government to impose stricter precautionary
standards in the future (see Gerstetter and Meyer-Ohlendorf, 2013; Foodwatch, 2017).

Another major concern was the lack of transparency of the negotiations. Confidential
negotiations had previously been standard in trade talks. With the new focus on harmonizing
precautionary standards, however, this was perceived as an exclusion of civil society actors
from the democratic process of opinion formation and reinforced the image of TTIP
as an elite-driven project (see Dullien et al., 2015, p. 6). In response to the protests,
the European Commission launched unprecedented initiatives to increase transparency
and public information. It published the TTIP negotiation mandate and EU negotiating
proposals online and granted Members of the European Parliament access to negotiation
documents (European Commission, 2014a, European Commission, 2015, p.19). Moreover, it
issued several plain-language fact sheets addressing myths about TTIP (e.g., see European
Commission, 2014b). Due to pressure from the U.S., however, key documents — including

joint proposals and detailed records of agreement and disagreement — remained classified (De



Ville and Siles-Briigge, 2017, p. 1500). Heldt (2020) argues that this partial transparency
backfired since it revealed that full disclosure was lacking and some negotiation texts
remained secret.

Heightened public pressure led key elected officials to reconsider their stance on TTIP
or at least their perception of the public attitudes towards TTIP with implications on the
course of negotiations. Sigmar Gabriel, the German minister of economic affairs at the
time and initially one of the main proponents of the TTIP accord in European politics,
turned against it and declared in August 2016 that the TTIP negotiations had “de facto
failed” (The Economist, 2016) — three months before the 2016 US presidential elections.
Ultimately, TTIP negotiations were terminated by October 2016.

Unlike TTIP, after several last-minute changes, CETA was provisionally ratified in
September 2017.° The initial ISDS provision was replaced by a revised framework for
investor protection that explicitly affirms the right to regulate, ensuring that governments
can implement environmental or consumer protection measures without facing risks from
investor claims (see European Commission, 2016). Several factors help to explain the
different policy outcomes of TTIP and CETA. Most importantly, criticism of CETA was
generally less intense. This is particularly attributable to the fact that CETA stipulates
that Canadian imports must fully comply with existing EU sanitary and phytosanitary
(SPS) regulations, including those concerning genetically modified organisms (see Chapter
5 of the agreement, European Union, 2017, pp. L11/39).

3 Baseline Model

We consider two largely symmetric countries, X and F'. To ease the presentation, we focus

on country X and only highlight where F' differs from X.

3.1 Production

Both countries produce two goods, a composite good produced with constant returns to
scale, which is used as the numéraire. The production of the second good is regulated by
the government, which imposes either a low (1) or high (h) production standard.'® We refer
to the good as the regulated good. Production costs cs with s = [, h are lower under the low

standard: ¢;, > ¢;. Under perfect competition, the price of the good is therefore given by:

p = Cs. (1)

For simplicity, we assume that both countries have identical technologies for producing
the regulated good under the high standard. The only asymmetry between the two countries

is that F' has an absolute advantage in low-standard production, i.e. cf <cg<cp= clhw .

9 CETA still awaits ratification by several national parliaments in ten EU member states (as of August 2025;
see European Commission, 2025). Meanwhile, all sections falling under the exclusive competence of the EU
are legally binding, including the elimination of most tariffs.
% One can think of standards regulating consumer protection e.g. for agricultural products, environmental
standards, workers’ rights or social standards.



3.2 Material Utility

Population is normalized to unity and consists of two types of consumers: consumerist
“non-caring” (n) and “ethical” (e) with populations shares A,, and A, respectively. While
non-caring consumers are concerned with goods prices only, ethical consumers are also
concerned with production standards.

Both types of consumers obtain a material utility from consumption. For non-caring

consumers, this is:
1—7y
Vp = qg don (2)

where v € (0,1), g, is quantity consumed of the good linked to the standard and qq,, is the

quantity consumed of the numéraire. For caring consumers, material utility is given by:
1—
ve= [l +0(1 -1 ¢ qpc " (3)

where the indicator function, I, is equal to 1 if the high standard is implemented and 0
otherwise. If the good is produced with the low standard, caring consumers receive only a
fraction ¢ € (0, 1) of utility. The value of § can be interpreted as a measure of the gap in
terms of the ‘ethical’ quality between the high and the low standard, with a low value of ¢§
implying a large gap. The parameter § is therefore a demand-shifter that is well-known
from the quality literature.'’ We extend the standard notion of quality to what could be
called ‘ethical quality’ - the levels of consumer protection, animal welfare or environmental
and labor standards that were respected in production.'?

The social identity literature usually refers to group status as the source of utility from
identification. In economic terms, this can be translated into income or, as in Grossman and
Helpman (2021), into the material utility that can be obtained from a given income level,
represented by the indirect utility function. While identical in terms of income, caring and
non-caring consumers in our model differ in terms of indirect utility when production occurs
under the low standard. With Cobb-Douglas preferences, consumers spend a constant
fraction of their income E on each good. Substituting the optimal consumption bundle

into equations (2) and (3), indirect material utility is given by:
va = V(1= VEGT (4)
ve = [Is+6(1-1L)] v"(1 - ’7)(1_7)Ecs_7 . (5)
Equations (4) and (5) show that both consumers receive the same material utility if the

government imposes the high standard level. Switching to low standard-production drives

a wedge between non-caring and caring consumers’ material utility.

' For instance, see Baldwin and Harrigan (2011) and references therein for the incorporation of quality into
trade models.

12 Several empirical studies provide evidence that consumers care for ethical production and have a higher
willingness to pay for ‘ethical’ goods; see e.g., Loureiro and Lotade (2005), Bartling et al. (2015), and
Hainmueller et al. (2015).



3.3 Utility from identification

In addition to material utility, individuals obtain psychological utility from identification
with social groups (identity utility). This psychosocial concept is based on social identity
theory pioneered by Tajfel and Turner (1979). The basic idea, formalized in Shayo (2009)
and used recently in Grossman and Helpman (2021), is that individuals gain utility from
identification with given groups but suffer a dissonance cost the more they differ from the
prototypical (typically the average) group member. As a consequence, individuals tend to
identify with groups that are not too dissimilar to themselves. In our model, there are four
different groups an individual could identify with: caring consumers, non-caring consumers,
society at large and an NGO. Note that identifying with a group is conceptually different
from a membership. Identification with a group is an individual decision. It cannot be
denied by the group and the payoff is independent of the number of other individuals
identifying with the same group.

Similar in spirit to Grossman and Helpman (2021), we express total individual utility

for a non-caring consumer as
unzun+A+ou/n+]I§[AXJraXDXfBX’(anDX)H+O (6)
and caring consumers’ total individual utility as
Ue = ve + A+ ave + IX [AX +aXpX —pX ‘(ye - EX)H +IVgAN (7)

with utility parameters o, aX, 3% > 0. As outlined above, v, and v, represent material
utility of the two groups from Equations (4) and (5). A+ av; with i € {n, e} is total utility
from identification with the own consumer group. It consists of an exogenous component,
A > 0, as well as the average material utility of the group, v;.3

The part in squared brackets represents utility from identification with society at large

consisting of an exogenous constant AX > 0 as well as the average material utility given by
X = At + A [Is + (1 = 1,)6] vy (8)

scaled by the exogenous constant a. The dissonance cost of identifying with society at
large are given by the individual’s distance in material utility from the society average with
X being an exogenous scaling parameter. When the high standard is implemented (I = 1),
indirect utility of both groups is identical and dissonance costs are zero. Under the low
standard, the two groups differ and therefore, both groups differ from the society average,

implying positive dissonance costs for both groups.!# The last term in eq. (7) is utility

13 Note that we adopt two simplifying assumptions from Grossman and Helpman (2021). First, we assume
homogeneous groups so that each individual in group i € {n, e} is identical to the average, which implies
a positive utility from identifying with one’s own group with zero dissonance. Second, we rule out cross-
identification implicitly assuming that dissonance costs of identifying with the opposite group is prohibitive.
To avoid notational clutter, we already account for this in equations (6) and (7). The case of identification
with the NGO is more subtle and is discussed in detail below.

14 Note that it is common in social identity theory that utility of identification is independent of other



caring consumers obtain from identification with the NGO. We discuss its components and

origins in the next section.

3.4 NGO - focal point of identity

To our knowledge, we are the first to introduce an NGO into a stetting with formally
modeled social identity preferences. We think of NGOs as providers of social identity. The
NGO defines a focal point in the identity space, i.e., a vector of properties its prototypical
NGO supporter has. When identifying with the NGO, the utility obtained depends on how
close the consumer is to the prototype of the NGO. An important difference to identification
with the own group or with society at large is that the point of comparison is not the
(exogenous) average group member, but a reference point in the identity space defined by
the NGO.

We assume that support of the high standard is the central aim of the NGO. In our
model, the role of the NGO is simply to define its own prototype, this includes specifying
which social groups are incompatible with NGO-identification. For example, identification
with the group of caring consumers is compatible with NGO-identification (when they
support the high standard), while identification with the group of non-caring consumers is
not.'® As for identification with society at large, the core criterion is whether the society as
a whole acts in line with the NGQO’s values or not. This implies that the standard chosen is
key. When the high standard is implemented, all consumption and production respects
the high standard and identification with society at large is in line with the NGO’s values
(hence the indifference of NGOs to ‘old world’ trade agreements). This is different under
the low standard, and therefore under a ‘new world’ trade agreement: the regulation society
has given itself contradicts the NGO’s values and therefore identification with the NGO
and society at large are mutually exclusive.

Formally, we define a benchmark utility of identifying with the NGO as A > 0. Moreover,
we assume that apart from supporting the high standard, the prototypical NGO supporter
may have other properties (e.g., ideological positions, other core issues the NGO seeks
to support), which caring consumers may share to different degrees. To capture this, we
assume that a fraction 1 —n of caring consumers is fully congruent with the NGO prototype,
implying # = 1 and a fraction n is only partially congruent, implying =60 <1. The
indicator variable ]Iéy takes a value of one when a caring consumer with a given 6 identifies
with the NGO. This defines all elements in the last term in eq. (7).

individual’s identification choices. Different from a membership, where the sum of membership decision
determines the composition of the group, the composition of society is exogenous and it is unchanged
whether identifying with it inspires a sense of pride in some people or not.

15 Note that in principle also caring consumers may be unsupportive of the high standard. This would arise
when the benefit of the lower price outweighs the reduced utility implied by the implementation of the low
standard. This is the case e.g. for a high value of § implying that the high and the low standard are actually
quite similar in the eyes of caring consumers, or, put differently, that they do not care very much about the
difference in the standard. In appendix A.1, we derive the threshold ¢j below which caring consumers favor
the low standard and show that this threshold lies outside the parameter space that is relevant for our
analysis, which we define by assumptions 2, 3 and 4 in appendix A.2.
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3.5 Government objective

Following Grossman and Helpman (2021), we consider a process of political competition
along the lines of Lindbeck and Weibull (1987), Dixit and Londregan (1996), and Grossman
and Helpman (1996, 2001). This competition game results in both parties setting the
instrumental policy — here the level of the production standard — in order to maximize the
utilitarian welfare function.

Aggregate welfare is obtained as the sum of individual utility equations (6) and eq. (7)
weighted by the population shares. It depends on the identification regime that is summa-
rized by (rX,7X,7V): rX represents the fraction of non-caring consumers that identify with
society at large. Equivalently, for the group of caring consumers 72X represents the fraction
identifying with society at large. Considering NGO-identification, caring consumers are
split into a group that is fully congruent (fraction 1 — n with 0= 1) and a group that is
partially congruent (fraction n with § = 6 € (0,1)) to the NGO prototype. Therefore, rN
representing the fraction of caring consumers that identify with the NGO can be expressed
asrl = nre]}]) +(1— n)ré\jfc, where ré\lf) represents the fraction of partially congruent consumers
and ré\][c represents the fraction of fully congruent consumers that identify with the NGO.6

Aggregate welfare can then be expressed as:

rEre) = A4 (1+ )X
+ Aar [AY 4+ aX 7% = X1 = A) (v — )]
+ A [AY 4 a¥5Y = B (1= ) (v — w0

+ )\enrgﬂAN + Ae(1 — T])T'é\J[cAN. (9)

Ut

The first line captures material utility and utility from identification with the own
consumer group. A non-caring consumer that identifies, for example, with the group of
non-caring consumers does not only benefit from the lower price under the low standard
but also from the fact that the lower standard also increases the average material utility of
the group she identifies with.

The second and the third line represent utility from identification with society as a whole
for non-caring and caring consumers, respectively. Dissonance costs for group members of
group i = n, e are X (1 —N\;) (Vn — ve).'7 Dissonance costs are zero under the high standard
when material utility is identical in both groups. The low standard affects both groups
differently and introduces inequality into the society, making members of both groups
different from the average. On the positive side, a high level of average consumption in the
society delivers a positive utility of a*X X for both groups. Through this channel, a caring
consumer associated with society will draw some utility from a non-caring consumer’s

utility of consuming a low-standard good. This does not imply that the caring consumer

16 Note that until section 5.2 the regime indicators r can only take value 1 or 0 as all members of the group
make the same identification choice. This only changes in section 5.2 when the NGO protests are introduced.

7 To see this, note that X = Avm + AeVe, that A\, + Ae = 1, that v, > v, and that the absolute value was
applied.
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approves of the way utility has been obtained, but just likes to identify with a society in
which people have a high utility, on average. By the same token, non-caring consumers
identified with society are negatively affected by the utility loss of the caring consumers
under the low standard. We interpret the fraction of individuals identifying with society at
large as a measure of social cohesion and its inverse as a measure of polarization of society.

Line four depicts aggregate NGO identity utility obtained by caring consumers. The
first term is aggregate utility from identifying with the NGO for the fraction n of caring
consumers which are not fully congruent with the NGO (5 =0 < 1), and the second term

for those that are fully congruent (§ = 1).

3.6 Population shares

For the sake of clarity and simplicity, we assume symmetric population shares, an assumption

we maintain throughout the paper:
Assumption 1. )\, = A..

Equation (9) implies that with equal population shares, both consumer groups suffer
the same dissonance cost for a given level of inequality. Given that both groups also have
identical benefits from identification, this has the great advantage that the two groups
either both identify with society or both dissociate. We formally establish this result in
lemma 2 below.'® This simplification seems in order, as it reduces the number of possible
identification regimes that would distract attention from the actual novelty of the model:
NGO protests leading a fraction of caring consumer to dissociate from society at large. We
discuss asymmetric population shares in appendix section B and show that this does not

affect our main results.”

3.7 The ‘old world’ and the ‘new world’

The central aim of the analysis is to better understand the role of NGO protests for the
social identity equilibrium. Our analysis requires the initial ‘old world’ equilibrium to have
some properties, which translate into parameter conditions. Two properties are of central
importance. First, in order to be able to capture the notion of polarization in response to
NGO protests, we need to start from a situation where the high standard is implemented
and both groups identify with society at large. Second, we are interested in a situation
where the NGO protests after the negotiations lead a fraction of caring consumers to
dissociate from society at large. We therefore need a setting where implementation of the
low standard does not mechanically trigger dissociation from society.

Throughout the paper, three main assumptions assure that the equilibrium features

the desired properties. We provide these assumption in appendix A.2 and their formal

18 An alternative to assuming equal population shares in the above formulation would be to model the
dissonance cost using a measure of inequality on which both groups put equal weight (both groups suffer
the same dissonance cost from observing the same level of inequality). And indeed: v,, — ve s a measure of
inequality in society and with A = A,, both groups put equal weight on it.

19 A complete analysis with unequal population shares is included in the Online Appendix.
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derivations in appendix A.4.1 and A.5.3 (assumption 2), A.4.1 and A.5.3 (assumption 3),
and A.5.1 (assumption 4). Subsequently, we refer to the assumptions when they become

relevant and explain their origins.

4 The ‘old world’ equilibrium

As the starting point of our analysis, we seek to construct an ‘old world’ equilibrium in
the spirit of Lamy (2016) who argues that a decades-long process of trade negotiations
had reduced trade costs but had left national regulation and standards largely unchanged.
We are neither interested in the transition from autarky to the ‘old world’, nor in the
effects of the progressive lowering of trade costs on regulation over time. We therefore
consider a situation where trade costs are zero but the standards are based on domestic
production of the regulated good, i.e. the standard in country X is set based on the value
of ¢; and the standard in F' is set based on cf , which would also be the reference point for
standard-setting in autarky. We take this as our ‘old world’ starting point of the analysis.
In subsections 4.1, 4.2 and 4.3 we first derive the ‘old world’ equilibrium in the absence of
an NGO and add the NGO in 4.4.

4.1 Identification choice for a given standard

We consider the following timing: the government moves first and sets the standard.
Consumers observe the standard and choose identification profiles that maximize their
individual utilities. We solve the model by backward induction.

The two consumer types maximize their respective utilities given by equations (6) and
(7). As outlined above, we consider the ‘old world” without the NGO in section 4.1 to
4.3 and introduce the NGO only in section 4.4. We therefore disregard the NGO-term in
equations (7) and (9) for the time being.

With Cobb-Douglas preferences, consumers spend a constant fraction, -, of their income
on the regulated good and optimally choose the groups to identify with, conditional on
the standard the government imposes. Both consumer types always identify with the own
consumer group, as there are positive gains of AX + av; at zero cost. Abstracting from the
NGO in this subsection, we only have to derive conditions under which consumers choose
to associate with society as a whole.

In the ‘old world’ and in the absence of the NGO, all individuals of group ¢ choose to
identify with the society in country X (rX = 1), when utility from pride and self esteem of
identification is larger or equal the dissonance costs. This is the case when in eq. (9) the
terms in squared brackets are positive, i.e. when AX +aXvX > X (1—\;) (v, — ve). When
inequality within society, represented by (v, — 1) is too strong, the condition is violated,
dissonance costs outweigh the benefits and the group dissociates from society at large
(rX = 0). Note that inequality only arises under the low standard: when the government
implements the high standard, caring and non-caring consumers receive the same material

utility, i.e. v, and v, in equations (4) and (5) are equal and inequality is zero. This implies:
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Lemma 1. In the ‘old world’ equilibrium without an NGO, when the regulated good is
produced under the high standard, there is no inequality between non-caring and caring

consumers and both choose to identify with society as a whole.
Proof. In the text.

If the low standard is imposed by the government, the cost advantage of low-standard
production leads to lower prices implying a higher material utility for non-caring con-
sumers, v,. While caring consumers also benefit from the lower price, they suffer from the
implementation of the lower standard. This is captured by the discount factor § in eq. (3)
and introduces inequality between the two groups. This inequality makes both groups
differ from the average member of society introducing a dissonance cost of identification
with society at large. When these dissonance costs grow too large, individuals cease to
identify with society. Given that within groups all individuals are identical, this would
imply four possible identification patterns: both identify, none identifies or only one of
the two identifies with society at large. Assumption 1, however, assures that only two
identification patterns can arise. The reason is that for A, = A, the two terms in squared
brackets in eq. (9) are identical and are therefore either both positive or both negative.

This allows to state the following lemma:

Lemma 2. In the ‘old world’ equilibrium without an NGO and symmetric population
shares, assumption 1 (A, = Ae), implies that under the low standard, either all individuals

identify with society as a whole (r;X,rX) = (1,1), or nobody does (r:X,rX) = (0,0).

noe

Proof. In the text.

Lemmas 1 and 2 allow us to move to a graphical illustration. Lemma 1 implies that for
production under the high standard, both groups always identify with society, implying
that for aggregate welfare (eq. (9)) the case U1V (cy,) is relevant while the case U0 (cy,)
is not. Moreover, it follows from lemma 2 that, under the low standard, assumption 1
implies that U1V (¢)) and U0 (¢) are relevant, while mixed cases (0,1) of (1,0) never
arise (see appendix B for the case where they do).

The overall situation can be illustrated using fig. 1, which contains the main elements
of our analysis. It plots the domestic production cost under the low standard ¢; against
the aggregate utility depending on the identification patterns as well as the level of the
standard implemented.

The horizontal line represents aggregate utility U1 (¢,) from eq. (9) (without the NGO
terms in the last line) for the case that the high standard is implemented and both groups
identify with society at large. Under the low standard, the cost level ¢; is relevant and
aggregate utilities are represented by the two convex curves U (¢;) and U©9)(¢)).

Different elements shape the curves. On the one hand, lower production costs ¢; lead to
lower prices, which benefits both consumer groups. On the other hand, caring consumers
see their utility reduced by the factor ¢ in eq. (3) when the low standard is implemented.
Assumption 2 assures that the former effect dominates the latter for both curves leading

to the decreasing profile of aggregate utilities in the graph.
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Figure 1: ‘Old world’ equilibrium without an NGO

When the low standard is implemented, lower levels of ¢; increase inequality and
strengthen the incentive to dissociate from society at large. We define the dissociation cutoff
¢; below which inequality is so strong that consumers choose to dissociate from society
at large and social cohesion breaks down. At the cutoff, we have UMD (&) = U0 (),
implying )
050 [BX(1—8) = aX(1+0)]\”

AX ) (10)

¢ =

with ® = 77(1 — 7)!77E. Note that assumption 2 assures an interior solution for the
cutoff (see appendix A.4.1). A higher dissociation cutoff implies that social cohesion is
more fragile and breaks down even for relatively high production costs under the low
standard. Anything that increases the dissonance costs increases the cutoff: a higher 5%
scales the impact of inequality on the dissonance cost; a smaller § makes the low standard
more painful for caring consumers, increasing inequality and thereby the dissonance costs;
and higher expenditure on the regulated good, ®, also increases inequality and therefore
dissonance under the low standard. On the positive side, the parameters AX and o
increase the benefits of identification with society and thereby decrease the cost level at

which social cohesion breaks down.

4.2 Government decision for given identification patterns

As outlined above, the political process leads the government to maximize welfare —
consisting of both material and identity utility of both consumer groups. The government
moves first and takes into account how the choice of the standard affects inequality and
therefore affects the choice of consumers to identify — or not — with society at large. We
proceed in two steps. In this subsection, we analyze which standard maximizes welfare for
given identification patterns (dissociation, or not, from society at large). In the following

subsection we characterize the resulting equilibrium.
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Depending on the identification pattern, there is a cutoff for ¢; below which the low
standard leads to higher welfare. For the case where both groups identify (1,1), we label
this cutoff ¢; and for the case where both groups dissociate (0,0) we label it ¢.

In case (1,1), the government is indifferent between the high and low production standard

when UM (¢;) = UMD(¢). Solving for ¢ delivers the following expression:

11
14+a+aX (11)

i (0.5[(1+a+ax)(1+6)5X(15)])i

aq = ¢ .
Assumption 2 assures an interior solution for ¢; (see appendix A.4.2). The cutoff cost level
depends negatively on X since a stronger weight on inequality that arises under the low
standard requires higher cost savings to compensate for this inequality. The cutoff increases
in § because a large 6 makes production under the low standard less painful for caring
consumers.

In case (0,0), where all consumers dissociate from society, a lower standard delivers
higher welfare if ¢; < & where the cutoff is pinned down by UV (¢;,) = U9 (&). Solving
for ¢ delivers:

1
(1+a)(146)0.59 g

c = . 12
: (14 a+aX)dc,” + AX (12)

One last aspect of fig. 1 is the ranking of the cutoffs of ¢ < & < ¢. This occurs when
UMD (ep,) < UMD (&), which places a lower bound on ¢j,. We show in appendix A.4.4 that

the ranking is assured by assumption 3.

4.3 ‘Old world’ equilibrium

Recall that as our starting point, we seek to construct an ‘old world’ in the spirit of
Lamy (2016) who argues that a decade-long process of trade negotiations had reduced
trade costs but had left national regulation and standards largely unchanged. We therefore
now turn to the optimal standards and the resulting identification patterns emerging in
a pre-liberalization world, i.e., a world in which the production of the regulated good is
domestic. Combining the insights of the two previous subsections, the following proposition

summarizes equilibrium standards and identification patterns in the ‘old world’:

Proposition 1. There exist three cost ranges which determine the ‘old world’ equilibrium
without an NGO:

(i) For ¢; < ¢; the government implements the high standard and consumers identify

with society at large (range a).

(ii) For ¢; € (¢,¢;) the government implements the low standard and consumers identify

with society at large (range b).

(iii) For ¢ € (0,¢;) the government implements the low standard and consumers do not

identify with society at large (range c).
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Proof. See appendix A.4.

By our symmetry assumptions, the same pattern holds for the foreign country, which
features identical cutoffs. For trade negotiations involving recognition of standards, these
standards need to be different in the first place. We therefore consider the case where the
difference in the production cost under the low standard (ch < ¢;) implies a high standard

in country X and a low standard in country F in the ‘old world’ equilibrium.?°

4.4 ‘Old world’ equilibrium with NGO

We now add the NGO to the ‘old world’ equilibrium. As outlined in section 2, the strong
interest of NGOs in trade negotiations is a relatively recent phenomenon so that the process
leading to low trade costs in the ‘old world’ was by and large unaffected by large scale
NGO interventions. In this section we introduce an NGO into the ‘old world’ equilibrium
of country X and show that it is essentially unaffected.

As outlined in section 3.4, the NGO offers consumers a focal point in the identity
space. This means that in addition to identifying with the own group and society at large,
consumers can also choose to identify with the NGO. Different from the other groups,
where the reference point for inequality is the average group member, the reference point
for the NGO is the prototypical group member defined by the NGO. This includes defining
which social groups are incompatible with NGO-identification. As country X has already
implemented the high standard, all of the regulated good consumed had been produced
under the high standard in the ‘old world’ equilibrium without the NGO. When the NGO
emerges into this equilibrium, identification with society at large and with the NGO are
not mutually exclusive. In the absence of a cost of identification with the NGO, all caring
consumers identify with it in the ‘old world’ equilibrium.

It follows from the additive structure of eq. (9) that the identification of caring consumers
with the NGO leaves all other identity choices and also the optimal standard set by the
government unaffected. Aggregate welfare increases as now the last line of eq. (9) is positive.
From the perspective of the government, the emergence of an NGO into the ‘old world’

equilibrium is unambiguously positive.

Lemma 3. The emergence of the pro-precautionary NGO in the context of the ‘old world’

equilibrium,
(i) leads all caring consumers to identify with the NGO, increasing their utility;

(7i) leaves the non-caring consumers as well as all (other) consumption and identification

choices of consumers as well as the governments choice of the standard unaffected.

Proof. In the text.

20 Note that in order to keep the setting simple, we assume that for the regulated good there is a slight home
bias leading consumers to choose the domestic good over the foreign good when prices are identical. This
assures that production under the high standard occurs in X despite the assumption of ¢, = ¢/. Combined
with symmetry of the two countries, this assumption assures that any cost level considered is always in the
same range (a, b, or ¢) in both countries, avoiding additional and largely uninformative cutoffs.
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In the ‘old-world’ equilibrium, the emergence of an NGO constitutes a windfall profit from
the perspective of the government: nothing changes compared to the initial situation except
that caring consumers obtain additional identity utility. As outlined in the introduction, we
are interested in the case where the NGO sector - here represented by the NGO, responds
much more strongly than the government had expected: in the TTIP and CETA protests,
a large number of very diverse NGOs, many of which had previously been indifferent
towards trade policy, responded with strong protests to the result of the negotiations. Here,
we model this by assuming that the government expects an unchanged prototype of the
NGO and the fact that it may change in response to the outcome of the negotiation is an

‘unknown unknown’ for the government.

5 Trade Agreement, NGO Protests and the Polarization of
Society

We now turn to the analysis of the ‘new-world’ trade agreement. We first consider the
situation where the government in country X takes the prototype of the NGO as given and
considers a trade agreement with country F' which includes the recognition of the foreign
(low) standard. We first analyze under which conditions the government would sign the
agreement. We then consider a situation where the NGO responds with protests adjusting

its prototype and thereby altering the post-agreement social identity equilibrium.

5.1 The ‘new world’-trade agreement

We consider a situation where standard trade costs including tariffs are zero, so that
differences in standards are the only remaining impediments to international trade. Without
loss of generality, we analyze the case where in the ‘old world’ equilibrium, country X
imposes the high standard and country F' imposes the low standard. For simplicity, we
consider a trade agreement, where the government in X simply chooses whether or not
to accept the foreign standard. The idea is that the lower standard is less binding in all
dimensions, so that there is no point for country F' to recognize the higher standard in
country X and mutual recognition is not an issue.?!

We first analyze the case where the government takes the NGO prototype as given. In
this case, the situation is fully characterized by proposition 1 combined with lemma 3,
except that the relevant alternative to produce under the high standard at cost ¢ is not
the domestic cost of low-standard production, ¢;, but the foreign cost, ch , with ch < q.

Figure 2 illustrates the government’s choices (FTA or no FTA) together with the expected
identification patterns with society at large (identification or dissociation) as well as the
relevant welfare functions for different values of ¢/” (ranges a, b and ¢). When the foreign

production cost under the low standard is too high, specifically, when ch > ¢ (range a),

21 As outlined above, we keep the trade negotiation side deliberately simple in our model. If one wanted to
place a stronger focus there, the analysis could be extended to study mutual recognition. One could, for
example, introduce another sector in which country F' starts off with the higher standard and then study
under which conditions mutual recognition of standards is an equilibrium outcome.
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Figure 2: FTA equilibrium

the government does not sign the trade agreement and production remains in X under
the high standard. When the cost advantage of low-standard production is strong enough,
ch < ¢, the government signs the agreement recognizing the foreign standard and social
cohesion — i.e. identification with society at large — is either preserved (range b) or breaks
down (range c).

Ratification affects aggregate welfare through two channels. First, importing the foreign
low-standard good generates standard gains from trade due to the lower foreign price.
However, caring consumers obtain less utility per unit from consuming the foreign low-
standard good than from consuming the high-standard good, which is governed by the
discount factor § in eq. (5). Hence, the overall effect on average material utility is positive
if and only if the foreign low-standard cost advantage is sufficiently high.

Second, accepting the trade agreement benefits non-caring consumers more than caring
ones. This inequality increases in the low-standard cost advantage of Foreign and we have
to distinguish between the following two cases: the impact of the agreement on inequality
is moderate and leaves the identification pattern unaffected, ch € (¢,¢) (range b); and the
impact on inequality is sufficiently strong to trigger polarization (both consumers dissociate
from society), ¢f” < ¢ (range c).

Range b is central for our analysis. Over the whole cost range, the government in country
X favors recognizing the foreign standard, expecting social cohesion to hold. In fact, for cost
levels in range b, which are above ¢;, the government only favors the foreign standard because
it expects social cohesion to hold). NGO campaigns, which we analyze in the following
section, can alter social cohesion under the trade agreement and thereby aggregate welfare
and possibly government choices. We therefore focus our analysis on range b.

The following proposition summarizes the main results:
Proposition 2. Social cohesion and ratification of the trade agreement:

a) There exists a range cI' € (¢;,¢;) (range b) in which
1

(i) cost savings from foreign low-standard production are sufficiently high such that

the ratification of the trade agreement maximizes aggregate welfare,

(ii) inequality between non-caring and caring consumers (in terms of material utility)
1s sufficiently small such that social cohesion of society is maintained and no

polarization occurs.
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(b) Within range b, there is a cutoff ¢ > ¢ given by eq. (12), above which the trade
agreement only mazximizes aggregate welfare when social cohesion is maintained. That
18, in the range ch € (¢, ¢) social cohesion is instrumental for the government’s

perspective on trade agreements.

Proof. In the text.

5.2 NGO campaigns

We now turn to the NGO’s reaction to the government’s intention to recognize the lower
foreign standard. From the NGO’s perspective, this changes the character of society: it is
transformed from a society with high-standard production and ‘ethical’ consumption into a
society with a low standard that is not aligned with the NGO’s ideals anymore. Therefore,
the NGO declares that identification with the NGO and with society at large are mutually
exclusive. This adjustment of the focal point takes the form of a campaign to inform and
convince consumers. In the ‘old world’ equilibrium, all caring consumers identified with
the NGO and society at large — now they have to choose between the two.

We have seen above that the introduction of the NGO into the ‘old world’ equilibrium left
the previous identification choices and therefore also the optimal choices of the government
unaffected and simply generated windfall profits in terms of identity utility. The government
takes these windfall profits as given. Proposition 2 highlights that this generates a range of
ch € (¢, ¢), for which the trade agreement is signed only because social cohesion is expected
to be maintained. The NGO forcing the caring consumers to choose between the NGO
and society at large may therefore alter the fundamentals on which the initial government
decision of signing the agreement was based, opening the possibility of ‘negotiators regret’
— a government regretting the very trade agreement it had just negotiated.

In our setting, there are three possible outcomes when the NGO declares the incompati-
bility with society at large: two corner solutions where all caring consumers identify with
society at large and none with the NGO — or the other way round. In the main text, we
focus on the interior solution where the group of caring consumers is divided between NGO
and society.?? In our model, this division is generated by the parameter 6 € (0, 1), which
implies that a fraction n of caring consumers obtains less utility from identifying with the
NGO than the remaining fraction (see eq. (9)). As a result, caring consumers differ in
terms of their trade-off between identification with society at large vs. identification with
the NGO.

Figure 3 illustrates this case. The cutoff ¢;, which shapes the government’s decision
to favor the agreement, is determined by the function U(Ll’l)(ch ), i.e., it is valid when
identification with society and the NGO is maintained after signing the agreement. With
NGO protests, caring consumers are split into a fraction n which continues to identify
with society at large (but not with the NGO) and the fraction 1 — 7 that chooses the
opposite. Hence, all caring consumers lose some identification utility. The identification
regime becomes (X, rX, rN) = (1,17,1 —n) and aggregate utility is given by U(l’"’l_")(ch).

nr»erte

22 We show in appendix A.6 that our main results hold also in the corner solutions.
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Figure 3: Effect on aggregate utility and ratification cutoff

The new ratification cutoff ¢ is determined by U111 (¢) = UL1=1)(&)).23 Solving for

¢, delivers:

B 050 [(1+a)(1+6) = (1+n)0.5 (B¥(1— ) - a*(1+0))] g
“ = (1+a+aX)®(cy)™ 7 + (1 —n)0.54X +0.5ANn0 ' (13)

This allows us to state the central result of our paper:

Proposition 3. In the relevant cost range of ch € (¢, ¢), the unanticipated NGO protests
lead to a loss in identity utility for caring consumers with non-caring consumers unaffected.

This has the following implications:

(i) The lower aggregate utility under the trade agreement leads to a decrease in the

ratification cutoff from ¢ in eq. (11) to ¢ in eq. (13), with ¢, < ¢.

(ii) For the range of production costs in Foreign of ¢f € (&),¢), an initially welfare-

mazximizing trade agreement is rejected (TTIP-case).

ii) For the range of production costs in Foreign of I’ € (¢,¢), a trade agreement is still
1 1
welfare-mazximizing, however, gains are lower than expected and society is polarized

(CETA-case).

(iv) A wider gap between the high and the low standard (lower &) leads to a lower value of

¢, and therefore makes the TTIP-case occur for a larger range of foreign cost levels

23 Note that when NGO protests are successful and the government decides not to sign the agreement (and
hence impose the high standard), there is no permanent damage of NGO protests on social identity utility.
Most notably, joint identification with the NGO and society at large is possible and aggregate utility is
again given by U<1’1’1)(ch).
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Figure 4: TTIP- and CETA-cases for low and high cost advantages of low standard
production (proposition 3 (i7) and (éi7)) and for wide and narrow gaps in terms of ethical
quality between the high and the low production standard (proposition 3 (iv)]).

(0¢, /06 > 0).
Proof. See appendix A.5.

Part (i) of the proposition is illustrated in fig. 3. The unambiguous fall in aggregate
welfare leads to a downward shift of the ratification cutoff. This occurs in the cost range of
ch € (¢, ¢) for which the maintenance of social cohesion is central for the trade agreement
to be beneficial (proposition 2b). Two cases may now occur. In fig. 4, we zoom into the
core part of fig. 3. In the upper left graph we illustrate the TTIP case (point (i7) in the
above proposition) where the foreign cost level ch is relatively high and lies in the range
between ¢, and ¢ (dotted, fat purple line). In this case, the unexpected NGO protests
erode social cohesion, destroying the grounds on which the government had favored the
agreement. This mirrors the about-face of European (especially the German) governments
when it came to ratifying the TTIP agreement between the EU and the US. Our model
with social identity delivers a possible explanation: an unexpected polarization of society
as a result of the NGO protests.

The graph on the upper right of fig. 4, illustrates the CETA-case (point (ii7) in the above
proposition). The graph is identical to the TTIP-case except that here the foreign cost
level ch is below ¢; (solid, fat purple line), where the cost savings of signing the agreement
outweigh the welfare lost due to NGO protests. It can be seen in the graph that even though

welfare exceeds the ‘old world’ level, due to the polarization of society, the advantage over
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the initial situation is smaller than initially expected by the government. This mirrors the
case of the CETA agreement which was barely passed after massive protests.

The two upper graphs in fig. 4 illustrate the TTIP-case and the CETA-case based on
differences in the cost levels of low-standard production. Equation (13) implies that not
only differences in cf can tip the balance in favor of the TTIP- or the CETA-case. With
the different TTIP and CETA experiences in mind, the most relevant in our context is
the gap in terms of ethical quality between the high standard in country X and the low
standard in Foreign, governed by the parameter ¢ in eq. (5). In the lower two graphs in
fig. 4, we consider an identical cost level cf , but different gaps between the standards. The
lower left panel illustrates a wide gap in ethical quality (low value of ¢), leading to a strong
shift of the ratification cutoff, placing us in the TTIP-case. The intuition is that a wide
gap in the standards places a heavy burden on the caring consumers when the agreement
is signed. Ratification therefore requires higher cost savings, reflected in a lower ratification
cutoff. The graph on the lower right features the same cost level, but with a more narrow
gap in the standards (higher ¢). In this case, foreign production under the low standard
places a smaller burden on the caring consumers implying a smaller drop in the ratification
cutoff, leading to the CETA-case.

6 Conclusion

Motivated by the massive protests against ‘new world’ trade agreements, in this paper,
we analyze a model of endogenous social identity where ethical consumers care about
ethical /precautionary standards respected in production of a consumption good, while
consumerist consumers do not. Consumers have different identification choices to make:
identification with the own group, with society at large and with an NGO promoting the
high standard. As the size of the consumer groups as well as the composition of society
are given, so is the average group member. That is, the reference point for identification,
the prototype of the group, is constant. The NGO, however, can guide its (potential)
supporters on how to respond the changes in the environment by altering the focal point
of identification, i.e., its prototypical supporter.

We start from an ‘old world’ equilibrium in which tariffs are negligible, but precautionary
standards differ across countries. The government can choose to accept the low foreign
standard or maintain the high domestic one. Making this choice, the government takes the
prototypes of all groups as given. While this is correct for the consumer groups and society
at large, the NGO may adjust its prototype when the low foreign standard is recognized.
In this case, from the NGO perspective, society is opposing the NGO’s values, leading the
NGO to adjust its prototype such that identification with the NGO and society at large
are incompatible. We argue that the case where the government does not anticipate the
NGO’s reaction is the relevant one. For one thing, scale and scope of the TTIP and CETA
protests exceeded the involved governments’ expectations by far. For another, this seems
plausible when we switch from ‘old world’ agreements on tariffs — towards which the NGO

is indifferent — to ‘new world’ agreements including the recognition of standards.
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We show that protests by the NGO, adjusting its prototype and thereby forcing caring
consumers to choose between society at large and the NGO, leads to a more polarized
social identity equilibrium. We show that the implied losses in identity utility, associated
to polarization, can lead to a situation where the government turns against the agreement
(the TTIP-case) or to a ratification but with lower welfare than expected (the CETA-case).

Our model remains explicitly stylized along two dimensions: the negotiation process
between the two countries and the NGO sector. In our analysis, we abstract from any
negotiation process and model the government decision as a take it or leave it offer. This
allows us to highlight how the recognition of a foreign standard triggering NGO protests
can lead to shifts in the social identity equilibrium and alter the government’s optimization
problem. Future work could integrate (possibly a more stylized version of) our social
identity model into a setting with multiple trade barriers, multiple standards and multiple
sectors in the negotiation process. In such a context, one could also investigate how different
choices concerning the negotiation process (content of the TTIP and CETA negotiations
were a well-kept secret for most of the process) interact with NGO activity and possibly
affect the strength of the NGO sector’s reaction.

Future work could also paint a more complete picture of the NGO sector. One could
introduce a large number of NGOs with explicit cost-benefit considerations for each of
them and possibly externalities in their (campaign) choices. This may allow endogenizing
elements like the degree of polarization when the trade agreement is signed or the scope of

the protests (with negotiations on precaution triggering larger-scope protests).
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A Appendix

A.1 Caring consumers’ preference for the high standard

If low-standard production yields sufficiently high cost savings, caring consumers prefer
the low standard. We therefore derive a threshold ¢f for the low-standard production
cost above which caring consumers strictly prefer the high standard. The threshold cf
derives from equalizing material utility under the low and the high standard, that is

1
ve(cf) = ve(cn) > ¢f = 07¢p. This implies caring consumer prefer the high standard iff:
1
cq>cf=067¢ (A1)

Therefore, our analysis is based on the cost range ¢; > ¢f to assure that we are in the

relevant parameter space.

A.2 Parameter restrictions

Here we collect the assumptions which assure that we are in the relevant parameter
space for our analysis. Their formal derivations are provided in appendix A.4.1 and A.5.3

(assumption 2), A.4.1 and A.5.3 (assumption 3), and A.5.1 (assumption 4).

. aX (1+9) X _ (I+a+aX)(1-8)+aX0.5n6(1+9)
Assumption 2. =55~ < 3% < T=0)(170570) .

Note that for § = Hi% the left-hand side and right-hand side of the inequality are

identical. The inequality holds for smaller values of §. Assumption 2 therefore implies a
sufficiently high perceived gap in ethical quality between the high and the low standard,

: 1+a
ie. d < TratoaX -

Assumption 3.

(1+a+a™X)®[BX (1-6)—aX (1+6)] 5 0.5®(BX (1-0)—aX (1+4)) \ 7
AX[(1+ataX)(1+0)—BX (1=8) [+ AN0[BX (1—-0)—aX (149)] < Ch < 5AX

-

with ® = 47(1 —~)I=ME.

Assumption 4. AN < AX

A.3 Properties of aggregate utility
Note that eq. (9) can be rewritten as:
Ul rdre) = A+ (14 )™
+ A [AX 4 05N = B (1= (I + (1= 1)0)(1 = An)va]
AT (A% + a5 Y = (1= [+ (1= T)0)(1 = A
+ e (m0AN + (1 = n)AN) (A.2)
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Differentiating aggregate utility (eq. (A.2)) in the ‘old world” and before NGO emergence

with respect to ¢, delivers:

U e 1
5 = —70.5Pc, 7 {(1 4+ «a) (1 4 [Is + (1 — I)d])

¥ 0¥ (L4 [+ (1= 1)0) - Y- L+ (1 -1)d)]}  (A3)
which is negative iff
(14 a) (1 + [T+ (1= 1)) + ¥ [ (14 [L + (1 = L)d]) — B¥(1 = [I, + (1~ L,)d])| > 0.

According to lemmas 1 and 2, we have to consider the following cases: the regulated good is
produced under the high standard and all consumers identify with society at large (s = h
and (1,1)), the regulated good is produced under the low standard and all consumers
identify with society (s =1 and (1,1)), and the regulated good is produced under the low
standard and consumers do not identify with society (s = [ and (0, 0)) which implies that
I, =0 and I¥ = 0.

It is obvious to see that the derivative is negative for ¢; and (1, 1) and ¢; and (0, 0) since
aggregate utility does not include dissonance costs in these two cases. For the case ¢; and

(1,1), the derivative is negative iff

(14 a+aX)(1+96)
(1-9)

> px . (A.4)

(5 rd)

e

It follows that aggregate utility U decreases strictly monotonically in the cost level

¢s for all possible combinations of production and identification patterns if eq. (A.4) holds.
Which is always the case under assumption assumption 2.
A.4 ‘Old world’ cutoff cost levels

A.4.1 Dissociation cutoff

Consumers are indifferent to identification with society at large if the benefits from identifica-
tion (i.e. the group status) exactly offset disutility in terms of inequality between non-caring
and caring consumers. Note that this approach is equivalent to setting U1 (¢;) = U©0)(¢))

which reduces to the starting point of the derivation of ¢ above. Formally, this is
AX + X 5X (&) = BX(1 = 6)0.50,(&) .

The cutoff level is therefore given by:

(A.5)

A 050 [BX(1 = 0) = aX(1+4)] ;
G = AX .
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For ¢; < ¢ consumers dissociate from society. By definition ¢; > 0. Hence, for ¢ being an
interior cutoff we need X > %, which constitutes the first element of assumption 2.
For uniqueness, we derive utility from identification with society with respect to ¢;, which
strictly monotonically increases in the cost level ¢; iff @ < BX. Therefore, assumption 2
assures existence and uniqueness of the dissociation cutoff &

Moreover, we need to ensure that ¢ lies above cf. This can be easily done by plugging
eq. (A.5) into eq. (A.1) which delivers the following condition. There exists a cost range
¢f < ¢ < ¢, in which consumers identify with society at large and caring consumers always

prefer the high standard, under the following condition:

X(1-5)—aX 3
Y (0.5@(5 (1-96) (1+5))) | "

§AX
This condition constitutes the second element of assumption 3.

A.4.2 Cutoff for the low standard: case (1,1)
For the case (1,1), where both groups identify with society, the government implements

the low standard when U0V (¢;) < UMD (¢)).

Derivation of the cutoff. Setting UV (¢;) = UMY (¢;) and solving for ¢; delivers the

cutoff ¢;:

A.
“ 1+a+aX (A7)

i (0.5[(1+o~roﬁf)(1+5)5X(15)})i
= ¢p .

For ¢; < ¢; the low standard maximizes aggregate welfare.

Existence of an interior cutoff. By definition, ¢; € (0,¢,). To prove that ¢; € (0, cp),
we consider the limits of ¢;. Therefore, we solve eq. (A.7) for ¢;, and compare UMV (¢y,)
to UMV (¢;) with ¢ = {0,¢p,} for a given value of ¢, to find the optimal standard when ¢;

converges to its limits.

i 1+a+a¥ ;_0
as0 T\ 05[1+a+aX)(1+0) - BX(1—-0)]) ~

As ¢, > 0, the low standard is preferred when ¢; approaches zero.

2=

i 1+a+a® T 1+a+a®
a—en T \05[(1+a+aX)1+0)—pX(1-06)])  "\0b5[1+a+aX)1+0)—pX(1-0)])
which is smaller than ¢y, iff

1+ a+aX

051 +ataX)(1+0)—pX1-0)] '
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using eq. (A.4) this can be rewritten into:

l+a+aX < =¥

X > 0, therefore this inequality never holds. This implies that for

By definition, «,«
sufficiently small distances between ¢;, and ¢; (i.e. when ¢ converges to ¢p) the high
standard maximizes aggregate utility for the case (1,1). Overall, assumption 2 assures

existence and uniqueness (as shown in section A.3) of the cutoff ¢.

A.4.3 Cutoff for the low standard: case (0,0)

For the case (0,0), where both groups dissociate from society, the government implements
the low standard when UMV (¢,) < U9 (). Setting UMY (¢p,) = U0 (¢;) and solving

for ¢; delivers the cutoff:

(A.8)

_1
o M®c, " + AX v
T T+ a)(1+0)050

For ¢; < ¢; the low standard maximizes aggregate welfare. Obviously, this cutoff is larger
than zero and for the range of ¢; we are interested in, namely in which identification
with society at large is beneficial, U(%9)(¢) < UMV (), and hence, & < &. As shown in
appendix A.3, U(0:0) (¢;) decreases monotonically in ¢;, therefore ¢; is a unique cutoff that

lies between 0 and c,.

A.4.4 Cutoff ordering

In the following, we derive under which conditions the cutoff ordering & < & < ¢ applies.?*
From appendix A.3 and A.4.3, we already know that aggregate utility decreases in ¢; for
the parametrization assumed in assumption 2 and that ¢ < ¢;. Therefore, it is sufficient
to show that UMY (¢) < ULD (¢) for ¢; = & to prove that & < & < &. From appendix
A.4.2, we already know that this reduces to:

(1+a+a)eg” < 7051 +a+a®)(1+6)-p¥1-0)] .

Plugging in eq. (A.5) and solving for ¢, gives:

(l—i-oz—i-aX)‘I)(BX(l—é)—aX(1—|—6)> g

[(1+a+aX)(1+6)—pX(1—4)] AX (A.9)

cp >

This implies that for all values of ¢, that satisfy this condition, the cutoff ordering
¢ < ¢ < ¢ occurs. The condition is consistent with the lower bound on ¢, stated in

assumption 3.

24 Note that only for this ordering there exists a range of values for ¢; where the free trade agreement
becomes welfare-maximizing when social coherence is maintained. In contrast, for the alternative ordering
¢ < & < ¢ the agreement is welfare-maximizing only for values of ¢; where no broad identification occurs.

34



A.5 Proof of Proposition 3
A.5.1 Fragmentation of caring consumers

We are interested in the case where — apart from identification with the own group —
fully congruent caring consumers (fraction 1 — n with 6 = 1) identify with the NGO,
while partially congruent caring consumers (fraction n with 0=0< 1) identify with
society at large. We now derive conditions that allow for this interior solution — i.e. the
fragmentation of caring consumers as opposed to the corner solutions where either all
caring consumers remain identified only with the NGO or only with society at large — in
cost range cf € (¢, ¢). Caring consumers are indifferent between identification with society

at large and identification with the NGO when the last two terms in eq. (7) are equalized:
GAN = A% + XX (@) = BX(1 = Ae) [n(@) = ve(@)] -
Plugging in X (&), Ae = 0.5 for i = u, e, v,(¢)) and v.(¢"), this can be rewritten into
gAN = AX —0.50(E) 7 (B (1 - 0) - a¥ (14 9))

and solved for cutoff éfv

(A.10)

v (o.5q> (8X(1=8) - aX(1+)) ) g
@ = AX — GAN '

Caring consumers identify with the NGO (society at large) for ¢/ < &V (cF' > &V).
Assumption 2 and assumption 4 ensure that the threshold ¢ (eq. (A.10)) is positive.
Moreover, assumption 4 implies that éfv lies above the dissociation cutoff ¢ (eq. (A.5)), i.e. in
the cost range where identification with society is beneficial and caring consumers are willing
to identify with society at all. Moreover, from eq. (A.10) follows that &|;_, < &V |;_,. For
el e (N G—p e j—1), a fragmentation of caring consumers occurs; i.e., caring consumers
that are fully congruent to the NGO prototype remain identified with the NGO only and
partially congruent caring consumers remain only identified with society. To show that
a polarization of caring consumers can generate the TTIP-case, it is sufficient to prove
that the cost range ¢/ € (¢/¥]5_p. ¢ |5_,) can cover the cost range ¢/ € (¢, ¢;) where the

TTIP-case may occur. Hence, we consider the limits of eq. (A.10):

_[05® (B (1-08) —a¥(1+9)) g 050 (8¥(1 - 8) — a¥(1+9))
o -y’

2=

o

6—0 AX—O‘AN

-
[

. (0.5c1> (8X(1-06)-a*q +5))) g B (o.scp (8¥(1-4) - ¥ +5)))7 .

6—1,AN 5 AX AX —1.AX 0
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If 0 — 0, eq. (A.10) converges to ¢. From this follows that for a sufficiently low 6 the
cutoff élN](;ze lies below ¢, i.e., the lower bound of range b. If § — 1 and AN — AX,
eq. (A.10) converges to oo. Hence, for a sufficiently large A" the cutoff &)Y | g lies above

¢; representing the upper bound of range b.

A.5.2 Derivation of the altered ratification cutoff

The altered social identification leads to a shift of the ratification cutoff which is determined
by U(17171) (ch) — U(L”]yl—’f]) (E;)

1
5

L [0.5@ [(14—04)(14—5)—(14—77)0-5 (5X(1—5)—ax(1+5))} (A.11)

“@ = (1+a+aX)®(cn) 7 + (1—n)05A%X +0.5ANn0

The cost ranking implies that ¢/ € (0,¢p,). To prove that & € (0,¢), we consider the
limits of ¢f’. We solve eq. (A.11) for ¢; and compare UL (¢p,) to U= (cF) with

el ={0,cp} for a given ¢, to find the optimal standard when ¢} converges to its limits.

1
I 14+ a+aX v
im
el =0\ 0.5¢, 7 [(1+a)(1+0) = (1 +7)0.5(8¥(1 - 0) —aX(146))] — (1 —n)0.5A% — 0.5ANn0
= ()’
as the denominator goes to infinity. Since ¢;, > 0, the low standard is preferred when ch
approaches zero.
1
5

lim 1+a+aX
F—en \0.5¢, " [(1+a)(1+6) — (L+n)0.5(8X(1—6) —aX(1+46))] — (1 —n)0.54%X —0.5ANn0 ’
which is smaller than ¢, iff

> 14+ a+aoX
0.56,7 [(1+ a)(1+0) — (1 +m)05 (35(1 =) — aX (1 +0))] — (1 = )0.5AX —0.54Vn9

Since assumption 2 implies that (1 + «)(1+6) — (1 +7)0.5 (BX(I —6) —aX(1+ 5)) > 0,

this can be rewritten into

~0.5 ((1 =AY + ANyg) > 051 = 8)(1+a)+[1 - 0251 +n)(1 + 5)] ™
+0.25(1 +n)8% (1 —4) .

This inequality never holds as the left-hand side is negative, while the right-hand side is
positive. This implies that when ch converges towards ¢y, aggregate utility is maximized by
the high standard. Hence, for sufficiently small distances between ¢j, and ch the government
prefers to implement the high production standard given that consumers identify with
society at large. Overall, assumption 2 ensures existence as well as uniqueness (as shown in
section A.3) of the cutoff ¢.
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A.5.3 Cutoff ordering

We now determine conditions for a cutoff ordering that allows for the TTIP- and CETA-case
to appear. First, we know that U117 (cf) = U0 (cF) at of = ¢V |;_, and we show in
section A.5.1 that ¢ < & | G_p; 1.€., at | j—p benefits from identifying with society exceed
dissonance costs. This implies that U117 (') = U0V () > UOOD () at ¢V |;_,.
Considering fig. 3, hence, the curve U9 (¢F) intersects for a lower level of ¢/ with the
horizontal line U111 (¢y,) than UM1=m (¢f") and we can conclude that ¢ < &'. Second,
the fragmentation of caring consumers and the corresponding identity losses result in a
decrease of aggregate welfare, i.e., U(l’”’lfn)(ch) < U(l’l’l)(ch). Therefore, ¢’ < ¢ applies.
Knowing that ¢ < ¢’ < ¢ and along the lines of the argument in section A.4.4, a sufficient
condition for the cutoff ordering & < & < &' < ¢ is that UL (¢,) < U(l’”’l_")(ch) at

cF' = ¢. From the derivation of eq. (A.11) we already know that this boils down to:

(1+a+a™)®c” +0.5 ((1 — A% + AN779)
<0.50(e) ™ [(1+ a+ (1+n)0.50)(1+6) — (14 7)0.58% (1 - 5)| .

Plugging in eq. (A.5) gives:

(14 a+a™)@e,” +0.5 (1 —n)AX + ANn9)

: X1-8)—aX1+0)|\
< 0.5® (0 ? [5 ! Al L )}) [(1+a+(1+n)0.5ax)<1+5)—(1+n)0.5/3X(1—5)] ,

which can be solved for ¢j:

(14 a+a)® [3¥(1-6) — a¥(1+0)] g
AN\ A[(T T ata)11+0)— B —0)] — 05470 [BX(1 — ) — aX(1+0)]
(A.12)

This implies that the cutoff ordering & < & < ¢ occurs for all values of ¢, above the
threshold provided in (A.12). Given assumption 2, the numerator in eq. (A.12) is positive.
Therefore, assumption 2 implies that there exists an interior threshold for the cost level ¢,
that allows for the TTIP- and the CETA-case to occur iff:

(14 a+ (1+0.590)a™)(1 +6)

B < (1+ 0500)(1—9)

(A.13)

This condition is less strict than the upper bound for ¥ stated in assumption 2 and
therefore always fulfilled given our parameter restrictions.

We now show that eq. (A.12) is more restrictive than eq. (A.9) and therefore represents
the first element of assumption 3. This means that we seek to show that the right-hand
side of eq. (A.12) is larger than the right-hand side of eq. (A.9). This boils down to the
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following condition:
0 > —0.54%90 [3¥(1-0) —aX(1+0)] .

Since the right-hand side is negative, the inequality above always holds and (A.12) is
more restrictive than (A.9). The intuition is the following: U111 (¢p) < TWmA=M)(cf) <
ULLY (¢F) for the range ¢f € (¢,&).%> Therefore, in fig. 3, having the horizontal line
UMD () to lie not only below UMD (cf) at ¢f = ¢, but below the smaller utility
level U(11:(1-m) requires a higher ¢, — which shifts the horizontal line further downwards.
Assumption 3 states the lower bound of ¢, given by (A.12) assures the cutoff ordering
<< E; < ¢;. Note that Assumption 2 assures the existence of the lower bound.
Moreover, we have to ensure consistency of assumption 3, i.e. that the lower bound is

actually smaller than the upper bound for ¢,. This implies that:

0570 [8X(1 = 8) — a¥ (1 + )]

X
(1—0) (M — %) '

< A

With assumption 4, a sufficient condition for this condition to hold is that the scaling factor
of AN on the left-hand side of the inequality above is smaller than one. This condition
delivers the upper bound of assumption 2, which therefore assures that there exists a range
for the cost level ¢}, (stated in assumption 3) that allows for the TTIP- and the CETA-case

to occur if:
(1+a+a™)(1—6)+aX0.5n0(1 + 6)

B < (1—8)(1+ 0.570)

(A.14)

A.6 Corner solutions (1,1,0) and (1,0,1)

For completeness, we also derive conditions that allow for the TTIP- and CETA-case to

occur for the corner solutions (1,1,0) and (1,0,1).

A.6.1 Case (1,1,0)

The TTIP-case and the CETA-case can arise in the (1,1,0) corner solution (all consumers
identify with society and none with the NGO) when U1 () < ULLO(F) at f = ¢

(14 a+0)e,7 +054Ym0+ (1= n) < 058(&) 77 [(1+a+a™)(1+6) - s¥(1-0)] .

Plugging in eq. (A.5) gives:
—

050 [8X(1 - 6) — a¥(1+ )] ) g
AX

(1+a+a®)0c, " +0.54Y (0o + (1 — 1)) < 0.5 (

Ja+at+a®)1+0) -5 -9)] .

25 Taking eq. (9) it is easy to see that UM (=m)(cF) <« UMD (¢F) for ¢f > &. While line one and two are
identical in both cases, line three and four are lower in the (1,7,1 — 7)) case since both respectively involve
utility from identification only for a fraction of caring consumers.
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This implies:

A1+ a+aX)(1+06) = X1 =0)] = 054N (0 + (1 —n)) [B¥(1 = 6) — aX (1 + )]

( (14 a+a¥)@ [BX(1-6) - a¥(1+9)]
cp >

(A.15)

which is larger than eq. (A.12) and therefore more restrictive on ¢, than assumption 3.
This implies that ¢; has to be larger than for the interior solution in order to allow for the
TTIP- and CETA-case.

A.6.2 Case (1,0,1)

The TTIP-case and the CETA-case can arise in the (1,1,0) corner solution (all consumers
identify with the NGO and none with society) when U110 (¢,) < ULOD(F) at f = ¢

(14 a+a™)0e,” + A% < 0.250(3) 77 [(1+a+a™)(1+0) - (1 - 6)]
Plugging in eq. (A.5) gives:

177
X(1_§) —aX :
(1+a+a¥)0e +AX < 050 (o.5q> 3 j; (1+5)])
[(1+a+aX)(1+5)—5X(1_5)} ‘ (A.16)
This implies
1+ ata [0 -0 -a¥1 10\
o AX [(1+a+2ax)(1+5)_QgX(l_(;)] ) (A.17)

which is larger than eq. (A.9) and therefore more restrictive on ¢ than assumption 3. This
implies that ¢, has to be larger than for the interior solution in order to allow for the

TTIP- and CETA-case. Moreover, its existence requires a stricter upper bound of A% than

(14+a42a%)(149)

assumption 2, replacing its second element by 5(1=9) .

B Asymmetric population shares

In this section, we rely on a graphical illustration to highlight the main changes in the
model when considering unequal population shares. We refer the formal analysis of this
case to the Online Appendix, where we characterize ‘old-world’ and ‘new-world’ equilibria
with unequal population shares and show that the TTIP- and CETA-case can still arise.

There are two major differences to our analysis with A\, = A: first, the government
puts different weights on the utilities of the two consumer groups. Second, asymmetric
population shares affect the consumer decision about identification with society at large.
The reason is that dissonance costs increase in the distance between the individual and the

group average. When an individual is part of the majority group, it is also closer to the
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Figure B.1: ‘New world’ equilibrium when A, < A¢

average and is therefore prone to identification, while the minority group will dissociate for
relatively low levels of inequality (see equations 6 and 7).

Figure B.1 illustrates the implications of this asymmetry in the identification decision for
the case A\, < A¢.?% Now, there exist two different dissociation cutoffs; ¢’ below which non-
caring consumers dissociate from society and ¢ below which caring consumers dissociate.
Moreover, mixed cases of (1,0,1) and (0,1,1), where only one group identifies with society
at large, may arise. The graph in fig. B.1 therefore features four curves (compared to two
curves in our baseline model, see fig. 1). The four curves imply four ratification cutoffs —
one for each identification regime — determined by the intersections of the four curves with
the horizontal line representing aggregate utility U1 (¢;,).

To keep the presentation clear, we highlight the two ratification cutoffs that are relevant
for the case that we want to analyze, i.e. ¢; and ¢, the latter is determined by U(l’o’l)(cf) =
UMD (¢y,). Like for equal population shares, there exists a range & < ¢f < & (range b)
in which the ratification of the trade agreement maximizes aggregate welfare and social
cohesion of society is maintained. Within range b, there is a cutoff ¢; > ¢' above which
the trade agreement only maximizes aggregate welfare when the larger group (here: caring
consumers) identifies with society at large. Hence, the range ¢; < cf < ¢; represents the cost
range in which the TTIP-case can occur. If caring consumers split and polarize between
the NGO and society at large, aggregate welfare decreases in the initial cases (1,1,1) and
(0,1,1) leading to UL(=m)(cF) and UO71=m)(cF). This in turn induces a downward
shift of the ratification cutoff to E; (see fig. 3). Similar to the case with equal population
shares, for the range ch € (¢}, &), an initially welfare-maximizing trade agreement is rejected
(TTIP-case). For the range cf" € (¢f,¢]), a trade agreement is still welfare-maximizing,
however, gains are lower than expected and society is polarized (CETA-case). The condition
for the TTIP- and CETA-case boils down to UL () < UWnO=m)(cFY) at ¢f = ¢,

which holds for a variation of assumption 3 (proof: see the Online Appendix).

26 The graphical illustration of the A, > A. case looks identical, except that the curves U(O’M)(ch) and
U <1’0’1)(ch ) are interchanged, and therefore also the cutoffs &' and ¢} are as well.
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