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1. What is the question?

What's the trade liberalization influence of the intermediate goods over firms’ technology choice decision
and productivity in the developing countries? Authors construct the dynamic model of intermediate goods
to explain three empirical findings. First, by importing new inputs through trade, the productivity of the
intermediate goods firms has been gradually grown. Second, the trade liberalization increases the
competition between intermediate goods firms, and that induces sufficiently increase in the productivity of

firms. Finally, the pricing ability of the firms decreases due to the rise of competitors.

2. Why should we care about this?

It is important to develop the mechanism of the intermediate goods on trade liberalization. There are two
reasons. First, the traditional trade theory sheds the light on final goods as usual; on the other hand, this
paper focuses on the intermediate goods. Second, this mechanism may match more precisely with empirical
data. Moreover, the assessment of the model might lead us understand the social welfare of trade policy

such as trade agreement or tax etc.

3. What is the author’s answer?

(1) Trade liberalization leads to a reduction of ranges of expect and domestic production, but their effects
on the range of imports are generally ambiguous.

(2) Through trade liberalization, the price of intermediate goods decreases, and more competitors appear in
the intermediate goods sector.

(3) Due to trade liberalization, the productivity of intermediate goods firms increases and the average
technology level decreases.

(4) Numerical Analysis finding: the productivity and total output of the final goods firms increase due to the

lower trade tax through trade liberalization.

4. How did the author get there?

Authors construct the dynamic model of intermediate goods trade.

Assumptions and implications:

(1) Two types of the country: small home country and large foreign country.

Implication: Foreign country determines the price of the trade goods.

(2) The technical level of home country is relatively lower than foreign country.

Implication: The type number of intermediate goods is less in home country than foreign country. Hence,
home country imports intermediate goods from foreign country to support the input demand with higher
technical level from final goods firms.

(3) Both countries consist of two types of sectors: intermediate good sector, monopolistically competitive,
and final good sector, producing homogeneous non-traded good with a generalized quadratic production
technology.

Implication: We can discuss how the trade liberalization and tax reduction affect the production process

for each firm such as technology choice decision, average revenue, and productivity etc.
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