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(TTHEHRT  Filh)

Incomplete Competition. Trade and Resource Misallocation
XU Lei YIN Xiang-shuo

Abstract: Traditional theory thought monopoly would decrease after globaliza-
tion, then trade can correct resource misallocation. But data shows that markups
vary widely across industries and regions, their heterogeneity has increased over-
time, and trade makes monopoly power heterogeneity increase. Because enterbarri-
ers are different in each industry ,asymmetric exposure to international trade
makes trade has different influence on each industry. Theindustry with low enter
barriers will be traded more easily, so the markups will decrease compared to
the industries with high enter barriers, which means markups heterogeneity across
industries will increase, and the extend of resource misallocation will expand. In
this paper, we study how the entire distribution of markups affects resource misal-
location and welfare in a general equilibrium framework encompassing a large
class of models with imperfect competition.This suggests that partly tradeopening
policy will bring welfare loss,ensuring free entry is a crucial precondition to pre-
vent adverse effects from asymmetric trade opening.

Keywords: Incomplete competition; Cost plus; Trade; Resources allocation
distortion; Welfare
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