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Effect of FTA on Technology Choice

Ryoichi NOMURA

Abstract

This paper examines how the formation of bilateral FTA affects firms’ technology
choice in a three-country model, where each country has a market and a local firm. We
construct a following three-stage game: In the first stage, firms choose production
technologies simultaneously and independently. We assume that firms can reduce their
production cost by engaging R&D activities. In the second stage, governments
determine the tariff level so as to maximize own national welfare. Governments set
their tariff level under the Most Favored Nation clause when there is no FTA, while
governments of FTA eliminate tariff each other and set only external tariff against
non-member country under the FTA. In the third stage, firms compete @ la Cournot in
all markets. Our main conclusions are as follows : (i) a formation of bilateral FTA tends
to encourage member firms' R&D investment, (ii) it discourages an adoption of new
technology by non-member firm under some conditions, and then decreases the
number of investing firms, and (iii) it may discourage member firm's R&D investment

and encourage non—-member firm’s R&D investment.
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3D R&D HEZEL, FEXA YN —EURSEOH M O 2 RHET 2 WD %,

IS DfEEZ, Choi (1995) % Hwang, Kou, and Mai (1997) 7% EAVUR L7255 & o
FL LI LAV, Choi (1995) % Hwang, Kou, and Mai (1997) &, ZRIBEBBORHER
LNBYf, ©%E, RDFEEICE LB EAMREZEL T, "R EHOBI %
WHT 5720, REEGBREOE ) PSRN 2EMAPRA SN 2 L2l 2H L7
FRE, Ao 1 i) EIET 5. LaL, Aioail (i)iE, FTA OB R3E
D RED EHZIRET L 2R LTBEY, Choi (1995) % Hwang, Kou, and Mai (1997)
DFER LI TH 5o AHiAS 3 E 3TH;E 7V IC Mills and Smith & 4 7 OEA R
ZMALZH 2T, FTA ZEMBEIRICG 2 2B EZRHI LTV 20123 LT, Choi
(1995) % Hwang, Kou, and Mai (1997) %, 2#HEE 1AE»S %5 3EEFLV %
HWT, ZRIBEBBOR. R&D RETHENC G- 2 282 EHEL T b Aokimid, &
162 HE R A BURRE 50



1 B G 5 S HAT IR 5 2 5 B
0 FTA oA, BHBORK L REOEAMEROHRIIEALZ 725 L TVDH I 2R
BLTWb,

AEEOHMIEFTA O RHED RED HEICED X ) BB i 525002 W L H
T 52LTHY, FEOBEFEICED L) BEEND SO IIME L Twviwn,
FTA OEAS, ®FEOHEMBERZ @ T, FEOBFEAICGZ B EZILN,ITLS
Trid, SHBOBEELTRITOND, T2, WAL FTA OB, KEO TR
B3 5 IR, BRI FTA OBKREXEBATLI LY, HEFRIZLEZONL,

£

*ARRE, HAFAHRE S ORAR B FE CGEFiE (B) - #UEH523730251) O
RED—FTH 5,

1) Mills and Smith (1996) Z Lk L7-4f3e& L<C, & 45E7 NV (Elberfeld (2003)), M5
1#ig+E 7V (Elberfeld and Gotz (2002)), HHIZAET NV (Gotz (2005)) % ENDH %,

2) 7272L, =0,

3) AEiOHAMFIROEE, Mills and Smith (1996) OFEA#IRE 2 FHH OB A T g
7RI & SRR L 72 Elberfeld and Gotz (2002) & [AFETH 5.
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