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Abstract

With the development of world-wide economic integration, interna-
tional trade plays an increasingly important role in a country’s economic
development. At the same time, due to technology-induced concentration
and cluster in production, the market structures are also undergoing rap-
id changes in many countries, and the oligopolistic market structure is
taking up an increasingly large proportion and is gradually becoming the
dominant market structure in many national economies. So the free trade
policy developed from traditional trade theory based on the assumption of
perfect competition has now been proved incompatible with the current
international trade practices. Meanwhile, the endogenous growth theory
proposed in the 1980s has made people realize that the largest trade ben-
efit does not lie in the increase in static welfare, but in the technological
progress and economic growth. Therefore, the governments of most coun-
tries all expect to use trade policy as a means to make international trade
contribute more to their national economic growth, which is mainly de-
termined by trade pattern. Given the importance of oligopolistic market
structure in the world economy, it is, therefore, necessary to discuss
the mechanism through which trade pattern and trade policy affect tech-
nological progress and economic growth of a country under oligopolistic
market structure. But the fundamental characteristics of oligopolistic mar-
ket structure are the interdependence among oligopoly and the uncertain-
ty in competition equilibrium, so it is very hard for the economic theory
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and policy research based on the assumption of oligopolistic competition
to conduct a general equilibrium analysis and arrive at definite macro
conclusions. To avoid this predicament, this dissertation proposes the as-
sumption of “symmetric oligopoly” which means the symmetry of the
oligopolys’ status in long-run equilibrium. Based on this assumption, we
then discuss the determination of trade pattern, the relationship among
trade and economic growth promoted by technological progress, and the
trade policy under oligopolistic market structure. The book consists of the
following seven chapters:

Chapter One is the introduction. We first present the background of
this topic and clarify the scope of this dissertation and then we introduce
the framework of this dissertation.

Chapter Two introduces the relevant research in the field.

Based on the assumption of “symmetric oligopoly” , Chapter Three
constructs a two-country, two-factor and two-product model to analyze
the relationship between factor endowments and trade pattern under oli-
gopolistic market structure. Through the analysis we can see that because
of the deviation of price from the marginal cost of good which is deter-
mined by an oligopoly’s perceived demand elasticity under oligopolistic
market structure, oligopoly will have different outputs in equilibrium if
the number of them in each country does not change. So the trade pattern
cannot be solely determined by factor endowments, and the factor prices
will not be equal between two countries. But if the number of oligopoly in
each country is adjustable so that every oligopoly will have equal output
in long-run equilibrium, the factor proportion theory and the factor price
equalization theorem will work under oligopolistic market struc-
ture. Hence we have proved the validity of factor endowment theory under
oligopolistic market structure.

Chapter Four extends the model of Chapter Three to a dynamic ver-

.2 .
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sion, then analyses the determination of trade pattern under different
patterns of specialization, and comes to a consistent conclusion that be-
cause factor endowments are determined by factor accumulations while
capital accumulation is mainly determined by the saving rate, - the coun-
try with a higher saving rate will have a higher capital-labor ratio and
tend to specialize in the production of capital-intensive goods, export
capital-intensive goods, and import labor-intensive goods in long-run
equilibrium of our model, while the country with a lower saving rate will
have a lower capital-labor ratio and tend to specialize in the production
of labor-intensive good, import capital-intensive goods, and export la-
bor-intensive goods in long-run equilibrium.

Chapter Five introduces technological progress into the model pro-
posed in Chapter Four. Based on the assumption that technological pro-
gress is the result of oligopoly’s innovation, and the input of an oligopoly
in the technological innovation comes completely from their monopoly
profit, this chapter analyses how trade pattern and trade policy influence
technological progress and economic growth of a small open economy. It
has been found that the rate of technological progress and economic
growth is determined by the output per efficient-capita of an oligopolistic
good. Thus we come to some important conclusions in this chapter;
1. International trade will make technological progress and economic
growth of a small open economy more rapid if it increases the output per
efficient-capita of oligopolistic goods by exporting oligopolistic goods and
importing perfect competitive goods, or vice versa.2. Because those
countries with a higher saving rate will have a higher capital-labor ratio,
if the oligopolistic goods are capital-intensive, the increase of saving rate
will make the output per efficient-capita of oligopolistic goods and the
rate of technological progress and economic growth higher. But if the oli-

gopolistic goods are labor-intensive, the increase of saving rate will
.3
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make the three variables lower. 3. Strategic trade policy has an effect on
technological progress and economic growth by changing output per effi-
cient-capita of oligopolistic goods. It is well known that to impose tariff on
the imported oligopolistic goods or to offer subsidies for the production of
oligopolistic goods will both increase the output of oligopolistic goods if
other conditions are given. But since the strategic trade policy will change
the real relative price of oligopolistic goods at the same time, the effect
of strategic trade policy on technological progress and economic growth is
determined by the type of factor-intensity and by the market structure of
the two goods. If the consumption goods are oligopolistic competitive and
capital-intensive , to impose tariff on the imported oligopolistic good will
increase the rate of economic growth, but to offer subsidies for the pro-
duction of oligopolistic good may either increase or reduce the rate of
economic growth. But if the oligopolistic consumption goods are labor-in-
tensive, subsidies for the production of oligopolistic goods will increase

the rate of economic growth, and to impose tariff on the imported oligop-

" olistic goods may either increase or reduce the rate of economic growth. If

we exchange the market structure of the two types of good and set the
capital good sector as the strategic industry, then to offer subsidies for
the production of oligopolistic goods will increase the rate of economic
growth if capital goods are labor-intensive, and may increase or reduce
the rate of economic growth if capital goods are capital-intensive. But we
cannot be sure whether to impose tariff on the imported oligopolistic
goods will increase the rate of economic growth under either type of fac-
tor-intensity assumption. So it is best for the government to select offering
subsidies as its policy if the capital good sector is treated as the strategic
industry.

Chapter Six describes the mechanism in reality through which stra-
tegic trade policy affects economic growth. We first analyses the relation-

4.
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ship between market structure and innovation. We hold that an
enterprise’s ability of and motivation for innovation, and the type of in-
novation are all different in different market structures, and the oligopo-
listic market structure is the best one for innovation among the four types
of market structure. Then we discuss the effect of strategic trade policy on
economic growth. Because strategic trade policy can change the allocation
of production resources among industries which fall into different types of
market structure, it will promote the economic growth rate by allocating
more production resources in oligopolistic industries for the reason that
oligopolistic market structure is the best for innovation, which we have
discussed before. And this comes true whenever strategic trade policy in-
creases the relative prices of oligopolistic goods. This conclusion under-
lies the rapid growth of Japanese economy after World War II which was
accompanied by the government’s strategic trade policy.

Chapter Seven analyses the strategic trade policy practice in our
country. Based on the summary of the strategic trade policy practice in
our country, we come to realize that though never mentioned in any gov-
ernment document, strategic trade policy has been implemented as a
part of the widely implemented industrial policy since China’s Reform
and Opening-up. Then we analyze what effects our strategic trade policy
has had and what causes these effects. It has been found through our
analysis that China’s implementation of the strategic trade policy has pro-
moted China’s technological progress and economic growth to some ex-
tent, because the strategic industries protected as supportive industries
for the national economy have higher R&D input intensity. But due to ad-
ministrative intervention and local protectionism, the effects of strategic
trade policy in China are not satisfactory compared to those in other
countries. So at the end of this chapter, we put forward some suggestions

to the government so as to improve the implementation of strategic trade
‘5.
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policy in China, including strengthening the protection of intellectual
property, eliminating the local protectionism in the domestic market,
coordinating industrial policy and competition policy, and choosing ap-

propriate policy instruments.



BIE B, 1
1.1 BIEREGIRH crevveerrmermere et 2

1.2 BEESTE -ooverermrmrrr 6
1.2.1 BESk 2T A 8 SR -+ oo vevveeeremremensnnnnnnns 6

1.2.2 ELBWTTHEMTE R  oeerreeererenenn 8

1.2.3  XHHREESL seveerrenrmrecatntrtciniaiiiiniaitictieniicaenine. 10

1.2.4 TFGTREEE] -veevrermrnmmrnnrersnamesnseetsneniiiiieeae 12

1.3 BREBE R AME oo 14
H= FERRGEIR covvveeerrr 16
2.1 EABHTHBMENTHEEEREH o 16
21,1 FHITFGT sovvverrrnnsrnmnnnennsrnetamtimtuet i 17

21,2 SCHEBFGT veveervnerrrnneerennernasstiannenttn i 19

2.1.3 BRABRITHIAIL coevvrrererserrnerrrneecseisie... 20

2.2 RH. RARKBRTBEBFHE oo 21
2.2.1 FHIBBREY cevvverrrrerrreennentinan et 22

2.2.2 SCUEBREY reereerrrrerrreenenninene sttt 25

2.2.3 BEBFICHITRE rorvreeerermerromserarmsan, 26

2.3 BBHT HBECH v 27
2.3.1 FREIBBFGY cvevevverrenerrreniiiiniiiitiiitiiiiiieaiieieas 28

2.3.2 iﬁEE’:;‘{\: ...................................................... 34

.1-



BB SR BBRPRE

2.3.3 AR rrorerereiiiiiiiiiin, 36
D B3E BERMRERHER o, 37
: TR T4 = T N 37
3.2 g‘;,!‘-g,ﬁ4sﬁ:—[:é§;g@]—/ﬂ\;}ﬁ— ................................. 39

3.2.1 HEAZETE—BIGE  ovveverererrenniimi. 39

3.2.2 FIREMTH—BEIGE -coorreeerrreniiine, 43

3.3 EAEMAMHTHEEIRE T HBR v 47
3.3.1 EETSREL e, 47

3.3.2 RBEITEMBER «oreeririiiiii e, 49

3.4 B, 51
BA4E BEEMRBRBHERL 53
4.1 3} -é- .................... 54

4.2 AR ALLUSTEHTHTHEX s 55
4.2.1 FAKER «ocoeviiiiaiiiniiii 55

4.2.2 BIBTHIBE - voeeorerrer 57

4.2.3 KBHBIHG - vvverre e e e, 60

4.2.4 KEHERHTEEBI o, 62

4.3 BB AKX e 65

4,31 BT ceveenn e e, 65

4.3.2 BIBFHIBE oo orrereerere e, 67

4.3.3 FEEEHBHHEIRE oo, 74

4.4 2E e e e e e 85
BS5E HE. WAERSEEZHME e, 87
5.0 B E et et r e 87

5.2 HARMBEBFIEE oorrrreiirieeanireenrieeee e 89

5,201 BEACKET e ver e e 89

522 KEAEE overrevecie e 94

5.2.3 fEESE ﬁfyﬁiﬁ%é?ﬁi@ﬁ .............................. 99

524 RESHBEBUEMBIFHEE orvrviniian, 101



5.3.1 BUSPEEL TG <oooerereer e
5. 3. 2 ﬁr:&"ﬁ ......................................................
5.3.3 BEEIZEAR ceeeeeeeeesseeensesesennennn e
S 4 BEGR seeeeeseeveeeessesssesiiiesenss s
B6E BMERABRSEINK
6.1 Bl Z eeeeeeereeesseseneenieniinn s 123
6.2 BBHTHHAMIZARE oo 125
6.2.1 MESHOEEE oeoreremrermmresmmrmmrnemmneseee 127
6.2.2 BMESHELIEE ooeeemvessvemnmmmesssinsesrinren s 129
6.2.3 DIEECVRPMBHEH OBGE oooeeereremmmmmmmmmrree 131
6.3 —rr,-%g*giaj}i,ﬁ,gqgﬁ ....................................... 136
6.3.1 TRIHEEH veeeeeeeremsenmienee s 136
6.3.2 EREUGE orveremreererserem s 137
6.3.3 ﬁi%%#@ﬁﬁﬁﬁﬂ}ﬁﬁ@%%’; .............................. 138
6.4 BERTBHHALZHEER——ABERAH oo 143
6.4.1 BEHTRHESBIHEK oo 143
6.4.2 HANBRBSHERBEGRE e 146
7% HERBEEBBEER e 151
Tl B]E eeeerereeseeeesseesseesininn st 151
7.2 EAFERBEE G EEG T oo 152
IR T L O F T U L1 158
T4 FUEHEBL reeeeeeesessinnennn e 164
7.4.1 PHEPLBUERZ RSB ororereee 165
7.4.2 FTEEHFRP, B E S0 A i1k JRLL L LI L 169
743 IREIRFAURET ooeeeerreersrermemmmnsn e 173
744 BEEEEEETE eeeerveeeseeeiesnssrieses 177
P ¥ 3 & UITTITEIIIIIEIIILE U RCALLALECRE 182
B ffeeeneeseene s e s 199



g #®

BB HRLF—RUHIRARRE, BisR5E—BRNEH
KBRS SRS KER, SRR, hTEAREDSE
G R B AR AR, &K SHhERES
b, BxiERLEFMHEHREER ENERR S ERNE
W i BURBOE P R AR S S SR E R A 5 5
20 40 80 4P M 9 A G B B KBS A MTAIR B Rk
AR R A RBEBAKTHER, MEAEREL SR
Ko B, 4 EBOEEE SRS AR 5 BOROk R 6 B B 35 A
ERaF R KEERERNENEM, mMAHHEARBR T —EHE
E R TRERR R 5 b s, veE & — B A E by 5 5 6 £E 17
MEE FESZENERRS SRR, ETHLRETS
SMERENER T A ABRRAWILE, FELLEHESH
i, WHEE KBRS T KRS BEAMT S BORHR BB/ +
SUE, AR, FLEWTTHEMNERRERLE L] HZH
TRMMERIEEME S EROATENE, XESETESE K
AW 45 1B SR A b A 2 U B8 N 2 B SR B T E A4S
BB WA e, XA, ABRE “XHREL" BE,



