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ABSTRACT

This paper explores the firm’s endogenous quality choice in response to
unilateral (or bilateral) market openness in a high/low quality firm duopolistic
competition trade model. Under Cournot quantity competition, a high quality
country unilaterally opening its domestic market would (1) improve product
quality generally, (2) narrow the quality differentiation between high/low qual-
ity countries, (3) probably decrease average product quality, and (4) deteriorate
the welfare of the high quality country. On the other hand, a low quality coun-
try unilaterally or two countries bilaterally opening the market would raise the
low quality country is quality efficiency but possibly decrease global welfare.
Based on Bertrand price competition, a high quality country unilaterally open-
ing the domestic market would worsen the quality efficiency of a low quality
country and the welfare of the high quality country. For Cournot competition,
the Nash equilibrium of market openness policy is that the low quality country
removes trade barriers and the high quality country keeps market closure.
However, the two countries would open their markets simultaneously under
Bertrand competition.

Key Words: market openness, product quality



