
Industrial Organization and Trade

Syllabus, Spring 2010

Lecturer: Cheng-Hau Peng

Email: chpon@mail.fju.edu.tw

Office: LS 250-2

Office Hour: Wed 10:00am to 12:00am or By appointment

Class Hour: Wednesdays 3:30pm -5:30pm

Descriptions:

This course is an introduction to Strategic Trade Thoery and its relationship
with Industrial Organization (IO). The main purpose of this course is to understand
firm behavior in an open economy. We start with the two basic models of oligopoly
developed by Cournot and Bertrand. We are particularly interested in government’s
trade policy and its welfare implications. We also ask if there exists any so-called
optimal policies, when domestic firms face compeition from foreign rivals. Then we
consider markets with a small number of firms. The concept of sub-game perfect
equilibrium in a multi-stage game will be introduced during the class. We will
aslo address the role of export subsidy, import tax, quota, tariffs, foreign direct
investment and antidumping policy.

Prerequisites:

The course requires solid knowledge on microeconomic theory, especially on the
IO part. You should be familiar with notions of consumer surplus and economic
welfare, the theory of the firm in competitive markets and optimization theory. We
will review the needed topics on oligopolisitic competition briefly, but my intent is
not to re-teach principles. Therefore sound background in IO is necessary. Students
should be versed in mathematics and calculus, both in terms of solving mathematical
problems and thinking mathematically. Game theory is not a prerequisite. It will
be explained to you as we need it.

Objectives:

1. Give a simple yet thorough introduction into the main methods of economic
analysis of new trade theory and firrm’s behaviour under various conditions of
trade policies;

2. Elaborate students’ skills and abilities to use modern theoretical and empirical
tools to formulate and solve economic problems;

3. Explore in details how economists approach and answer specifc empirical ques-
tions, such as what’s the relative effciency of differenct trade policies, whether
a government policy would encourage FDI, or why countries engage in free
trade aggrement;

4. Provide the students with a sound intuition into the specifc features of an open
economy.



Grading:
Assignment (20%) Attendance (10%)
Midterm (30%) Final Exam (40%)

References:
D. Waldman and E. Jensen, Industrial Organization, 3rd ed., 2006.
P. Krugman and M. Obstfeld, International Economics: Trade & Policy, 8th ed.,
2009.

Lecture Topics:

1. Introduction to Strategic Trade Policy and Industrial Organization.

2. Basic Microeconomic Theory of the Firm and Market structure.

3. Oligopoly Theory (Game Theory)

4. Concepts on Subgame Perfect Equilibrium.

5. The Intra-industry Trade Model.

6. Tariffs and Quotas.

7. Antidumping Policies.

8. Export or FDI: the Choice of a Firm’s Entry Mode.

9. Trade Liberization and Free Trade Agreement (FTA).

10. Economic Cooperation Framework Agreement (ECFA).


