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Abstract

The Economic Effects of Minimum Quality Standards
and Mutual Recognition Agreements

Han-Eol Ryu

This study examines the economic effects of a developed country's minimum quality
standards (MQS) and mutual recognition agreements (MRAs) between countries, Based
on the results of such analysis, it also considers the optimal MRA strategy for South
Korea. For this purpose, the paper constructs a simple three-country model in which the
representative firms in each country supply differentiated goods to the developed
country market, The analysis results are as follows: First, the rise in the MQS of a
developed country intensifies the competition level, reduces the profits of all firms, and
raises the developed country's consumer surplus. In addition, if one of the firms exits
the market due to the MQS, competition is relaxed, and the profits of the remaining
firms increase. Second, countries subject to MQS can improve their social welfare
through the MRAs; thus, it is essential to utilize them strategically. In the case of South
Korea, the optimal situation is to have an MRA with the developed country or for all

three countries not to have any MRA.

{Key Words) Minimum Quality Standards, Mutual Recognition Agreements, Vertical
Differentiation, Three—country Model
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