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Our second principal result is that we find that competitive 
industries are more sensitive to subsidies than oligopolies. In 
particular, a perfectly competitive industry is at least three 
times more sensitive to subsdidies than even a Bertrand 
oligopoly. Moreover, as the degree of rivalry in oligopoly 
decreases, domestic industries are less sensitive to subsidies. 



linear. Finally, marginal costs are assumed to be constant in 
relevant region. 

In general, variables for the domestic firm are indicated by 
capital letters. Variables for the foreign firm are indicated by 
lower case letters. 

p 
X --



evaluate the effect of subsidized imports on several factors, 
including sales by the domestic industry.7 Therefore, 
administration of existing CVD law requires an examination of 
domestic industry revenue. 





below, ranked in terms of degree of rivalry (from highest to 
lowest) or, equivalently, in terms of perceived influence over 
price (from lowest to highest). 

Perfect Competition: 



revenue constant'O and by constructing an elasticity measure, 
which by definition is independent of units. Specifically, we 
solve for the percent change in domestic industry revenue caused 
by a one percent increase in the subsidy rate. This is 

(17)£.a - (dR/ds) (s/R) • 

Domestic industry revenue depends on the optimum levels of X 
and x. Substituting equation (1) into equation (4) gives 

(18) R - AX-Bx2-kXx. 

To find the effect of s on R, diff,erentiate equation (18) 
totally with respect to s, which gives' 

(19) dR/ds - -k[AO,-BN,-kN2-N,(dP/dX)cd]/(0,)2 - -kC'/O" 

since P - X(dP/dX)cd - ct. 

Multiplying equation (19) by (S/R) gives ERa' 

(20) ERI - - ( sk/O,) (C' /R) • 

Notice that ERS is inversely proportional to the subsidy 
rate and to the degree of sUbstitution between domestic and 
foreign products. That is, as s increases, other things 
remaining the same, there is an increase in the percent decline 
of domestic industry revenue. Similarly, as k increases, the 
adverse effect on the domestic industry from a particular foreign 
subsidy also increases. 

Ranking of Market Structures 

To compare the ERs's across market structures, note that 
they are inversely proportional to the O,'s. The O,'s are given 
below and listed according to size (from smallest to largest). 

Perfect Competition: 

(21) 0, - Bb - k2
: 

Bertrand: 

10 This assumes that the intercept terms in the demand 
equations (i.e., A and a) change so that initial domestic 
industry 





Substituting conjectures and 0,'8 gives the expressions for (he 
pass-through (ranked from high to low (in absolute value».' 

Perfect Competition: 

(27) . dp/ds - -1; 

Bertrand: 

(28) dp/ds - -2Bb/(4Bb-k2
); 

Consistent: 

(29) dp/ds = -(1/2); 

Cournot: 

Collusion: 

(31) dp/ds - -[2Bb- k2 + bk(l-q)/q]/ 
[4Bb+2Bkqf(1-q) + 2bk(1-q)/q]. 

Thus, under perfect competition, if the foreign firm 
receives a one dollar subsidy, it responds by lowering price 
charged u.s. importers by one dollar. In this case, competition 
forces the foreign firm to cut price to exactly match the 
subsidy. Under Bertrand competition and other forms of oligopoly 
competition, the pass-through is smaller because rivalry is less 
intense. For example, in the case of consistent conjectures, a 
one dollar subsidy lowers import price by fifty cents. 

12 Note that since the pass-through for collusion involves q 
(the share of the domestic firm), it is necessary for q to be 
greater than zero in order for the pass-through under collusion 
to be smaller than under Cournot. 
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VII. CONCLUSION 

This paper examines how the adverse effect of subsidized 
imports on a domestic industry varies with market structure. 
Injury to the domestic industry is measured by decline in 





consistent Qonj ectures" 

Each firm conjectures correctly how its rival will react. 
Thus the conjecture held by the domestic firm about how the 
foreiqn firm will chanqe its exports in reaction to an output 
change by the domestic firm is equal to the actual chanqe by the 
foreiqn firm. 

To by the 
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