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A Study on the International R&D Competition and
Optimal Tariff

Dong—Sheng Li
Jong—Min Lee

Abstract

Research and Development(R&D) investment is an issue of central importance in
any economy, In this paper we analyze the relationship between R&D spillovers and
trade-related variables, using a two-stage model where duopolists simultaneously
decide on R&D in the first stage and engage in Cournot competition in the second
stage.

We characterized and compared the free-trade and trade-restriction R&D
equilibrium in a two-stage game of R&D investment followed by Cournot market
competition, We also assessed the impact of varying the R&D spillover on the
equilibrium outcomes and tariff, We showed for both free trade and protection cases
that there exists a unique symmetric solution(subgame perfect Nash equilibrium), As
the solution, while analytical, cannot be stated in closed form, we resorted to
numerical experiments to investigate the equilibrium results. Our estimates indicate for
both free trade and protection cases that the level of R&D investment and the rate of
R&D expenditure decrease as the degree of R&D spillovers increases, and that there
is an inverse relation between the degree of R&D spillovers and level of protection,
The latter implies that the larger the degree of R&D spillovers, the lesser the level of

protection.

{Key Words) R&D Spillovers, Cournot Competition, Protectionism, Optimal Tariff
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