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Large Oligopolistic Competition and the Economic
Effects of Relaxing Import Quotas:

A General Equilibrium Analysis

Wen-jung Liang Chao-cheng Mai

Abstract

The general equilibrium model developed by Konishi et al. (1990)
is adopted by this study to explore the economic effects of relaxing im-
port quotas on the social welfare, individual firm’s output, number of
firms, aggregate demand of importable good, ané. domestic output of

importable good.

Two main results are found in this paper. First of all, the welfare
effect induced by relaxing quota can be decomposed into three parts:
aggregate demand effect, firm’s output effect and direct effect. The im-
pact of relaxing quota on the net social welfare depends on firm’s output
effect. Relaxing quota will increase both the social welfare and firm’s out-
put as the strategic behavior between firms is strategic complementary.
In contrast, firm’s output will decrease if firms’ be.havior is significantly
strategic substitute. While the level of welfare will be decreased if firm’s
output effect dominates both the aggregate demand effect and direct
effect.

Secondly, the impact of relaxing quota on domestic output of im-
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portable good is also examined. Relaxing quota will increase domestic
output of importable good if firms’ behavior is strategic complemen-
tary due to the sufficiently small elasticity of market price demand, and
the much smaller elasticity of substitution. While the domestic output
of importable good will be decreased if firms’ behavior is significantly
strategic substitute caused by the sufficiently large elasticity of market

price demand.



