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Optimal Quota Policies in an
Oligopolistic Market:
The Welfare Effects of Trade Liberalization

Chao-cheng Mai Hong Hwang
Abstract

In this paper, we employ a simple oligopolistic model to examine optimal
import quota levels in both the short and the long runs. It is found that
the output effects of market liberalization (i.e., an increase in the number
of firms or trade liberalization as measured by a rise in quota levels) are
ambiguous in the short run as they depend on the convexity of the demand
curve. The market price would fall and industry output rise if the demand
curve is not sufficiently convex. In contrast, liberalization has no effect on
market output and price in the long run. It is also concluded that the long
run optimal quota, in general, is greater than the short run one.
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