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(RSB NES)

Technological Difference, Tariff Choice and Welfare Distribution
in Tariff Negotiation
WU Yifan HUANG Xianhai
Abstract: Under a framework involving government-firm two-period dynamic game of
complete information, this paper studied tariff choices of two countries with technological
difference when they traded with each other by heterogeneous goods in equilibrium, and
how such a difference impacted the inter- and intra-country distribution pattern of welfare
released by bilateral tariff concession. The results show that the country with technological
advantage tends to set lower tariff when substitutability of tradable goods is weak, and the
opposite is right if substitutability becomes sufficiently strong. In a case with zero cross-
price elasticity for each goods, equivalent tariff concession biases welfare promotion in-
duced by trade liberalization for the technologically advanced country, while the country
with laggard technology obtains more benefits from balanced tariff concession. As for a
specific country, overall welfare growth is always at the cost of reduction in tariff revenue,
while the distribution of extra welfare between firms and consumers is jointly determined by
the manner of tariff concession and relative technology level.
Keywords: Tariff; Welfare; Equal Welfare Curve; Equivalent Concession;

Balanced Concession
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