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ABSTRACT

The separation of ownership and management structures, known as
the incentive scheme in industrial organization literature, plays an
important role in modern corporations. This separation also consti-
tutes the major difference between a modern corporation and a tradition-
al firm. This paper endeavors to study the price equivalence of tariffs
and quotas in an incentive scheme model. It finds that under cournot
competition, the board of trustees in modern corporations often initiate
incentive schemes designed to push managers to raise output to the
Stackelberg leadership level. Consequently, prices under quotas are
necessarily higher than those under tariffs. This result stands in
contrast to the findings of Hwang and Mai (1988) in which the price
equivalence of tariffs and quotas holds under Cournot competition.
This paper also goes one step further in examining the equivalence of
tariffs and quotas when firms’ conjectural variations have some value
other than zero.

Key Words: Incentive scheme, Tariffs, Quotas, Conjectural,

Variations



