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Output and Welfare Implications of the Import

Competition from Mainland China

Shiu-Fin Lin'~ Chang-Fang Lo’

"Department of Business Administration Jinwen University of Science & Technology
*Department of Hotel Management Jinwen University of Science & Technology

Abstract

Taiwan has recently negotiated a free trade agreement with China. This paper provides some insights into
the debates on the effects of ECFA. Using a model of duopoly competition, this paper derives some important
predictions regarding the effects of ECFA on the output, profit, welfare and GDP of Taiwan. First, Proposition 1
shows that if the total revenues of the local firm decreased after the import of China’s products, Taiwan’s GDP
will be decreased too. Second, Proposition 2, 3 and 4 demonstrate that the higher the substitution effect of the
import goods and the local products, the more likely that it will decrease the profits of local firms and the GDP
of Taiwan. Third, the condition to increase the GDP is higher than the condition to increase the profits, the
outputs and the welfares. Therefore, it is possible that the local firms will move their factories to the mainland
China to grab more profits and damage the Taiwan’s GDP in consequence. Last but not least, it should be noted
that most of the conclusions of this paper is based on a partial equilibrium model, the more general analysis is

necessary to evaluate the effect of ECFA after all, however, it is beyond the scope of this study.
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