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Abstract

This paper explores the change of tariff on imports from other
countries, when bilateral trade liberalization proceeds. We confirm
the effect of bilateralism on government’s tariff settings by political
economic model. Our conclusion are as followings. First, trade liberal-
ization from the home and third countries lowers home country’s tariff
on imports from the foreign country. On the contrary, trade liberal-
ization from the foreign and third countries raises its tariff. Second,
when the home firm’s resource allocation weights more cost-reducing
activities (R&D) than lobbyings, the technological innovation in the
third country proceeds trade liberalization from the home and foreign
countries.
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1 Introduction
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2 The Model
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P'=a'—q¢ forallie{A, C}. (1)
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3 Optimal Resource Allocation
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TA = Wﬁ + ni

= (P4 = ca)gi + (PC —ca— 19)q5
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T = Wg + Wg
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4 Comparative Statistics

00000000000 CO0 4 BOOOOOOOOOOO000O €, (5
0000000000000000 BOOOOO00000000000 cp
00000000A0D000000000 (ma,l)0000000000
000D00000000000()O000000000

91, P, P, P,

—2dly d dt§ At = 9

R +&wu%+m%uA Tl (9)
0000((9OD0D00000000000000000000000000
000D000000000000000 M@

N00C00 ADODDODO0D0000#€00000000000

00000900 deg=di§—000000000000

dlA . _[827TA/8t§8lA] (10)

@S~ Prajor]
0000(M000 & =—5>00000000000
dly
—= >0 11

ggobobooggooo

Proposition 1 00 0000000000000 O0O0O0OOO0O0OODOO
gobbobbooobbooobbooobbooobuooobbood
ggbobobooggbboboooon



INSERT FIGURE 2 HERE]
E@m?ﬂﬂﬁw%ﬁmlﬂﬂﬂﬂﬂﬂﬂﬂﬂﬂ%%:§&fiﬁ}>O
A ai+a3)

0000000000000000000000000000000000
00000000000000000000000000000000000
0000000000000 000000000000000000000
ooooo

000CODO BOOOOODOODOO00D#00000000000
000009 00des=dt{=000000000000

dlA . [827TA/8tg8lA]

——£ = _ 12
i T [0Prajor] (12)
0000(7000 25 =4/ <00000000000
B
dlg
— <0 13

ggobobooggooo

Proposition 2 00 0000000000000 O0O00O0OOO0O00OO0OO
gobbdobboodobbooobbooobbuooobboobbood
ggboboboooobboboooon

[INSERT FIGURE 3 HERE]

ot§ 3
000000000000 0000000000000000000000
00000000000000000000000000000000000
0000000000000000000000000000000000
00000
0000B0000000000000000000 0000000
00000000900 &S=a5=000000000000
dlA . [@27TA/aCBalA] 14
dep (0274 /013] (14)
00007000 2% =8/+2/00000000000000000
000

H@m3DDH®%Mm2DDDDDDDDDDQi:—lP¥iﬁ}<O
A

827TA
Ift' > —4c, th 15
= TR Y ol T (15)
I < —4c, then 4 g (16)
’ 86381A )



(8)DD0ODO (15)(16)0000

dl
If ¢§ > 7, then —2= > 0. (17)
dCB

di
If ¢} > ¢4, then 4 <. (18)
dCB

ggboobobooggooo

Proposition 3 0000000000 O0OO0O0ODOOOOODOOODOODOO
gobbuogobooobobooobbooobobooobuooobbood
gobobooobbooooooobooobbobooobbooooboba
gobobdobboodgbbooobbooobbooobbboobbod
gobodobbooobbooobbooobooobbuooobbood
ggbbobuooobbbooogoobuoooobboooobobbogo

[INSERT FIGURE 4 AND 5 HERE]

Figure 4 0 0 O Figure5DDProposition3DDDDDDDDDD%:
9 —aj 0000000000000 00b00O00o0b00ooooooboaon

3(a4+49)?

gooobobooototooooooboooooooooooboonooooon
DDDDDDDqgZqﬁDDDDDDDDDDDDDDDDDDDDDDDD
goooooooooooboooooooouoooooonooooooon
goooooooooooooooobbooooooooooobooboogn
DDDDq£>quDDDDDDDDDDDDDDDDDDDDDDDDD
gooooobobootoototoootodoooooooooonooooooon

ggbbobuogoobobobuoooobbobuooooboooo

5 Concluding Remarks
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Figure 1: Optimal Resource Allocation
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Figure 2: Third Country’s Tariff Reduction on Home Country
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Figure 3: Third Country’s Tariff Reduction on Foreign Country
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Figure 4: Foreign Country’s Technological Innovation (Case of ¢§ > ¢4)
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Figure 5: Foreign Country’s Technological Innovation (Case of ¢4 < ¢%)
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