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INTERMEDIATE INPUT INDUSTRY POLICIES � LCR�

TARIFF AND SUBSIDY

Jy�Wen Wu and Chien�Fu Chou
∗

ABSTRACT

é é This paper constructs a 2-industry equilibrium model to investigate the effectiveness of
different protection policies in the development of a domestic intermediate input industry.

Assuming that the intermediate input industry is monopolistically competitive, and that

the final good industry is perfectly competitive, we derive the 2-industry equilibria under

tariff and subsidy policies and compare them with that under an LCR policy. We find that

a tariff policy will not affect the final good production cost, whereas a subsidy policy will

have an additional advantage in reducing this cost. Therefore, a subsidy policy is a better

substitute for an LCR policy.
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