
















































11. This statement on the dynamic consistency is not based on a rigorous 
analysis and it is no more than just a story. A further investigation on this 
issue is highly desirable. In order to do so, one need to construct a sequen-
tial game in which the strategy space of the government as well as that of the 
domestic firm are carefully specified. Matsuyama (1987) constructed a simple, 
infinite horizon, perfect information game between the government and the 
domestic firm to address this issue. It turns out that, rather surprisingly, 
the optimal temporary protection can be supported by a subgame perfect 
equilibrium. However, it can be shown that this equilibrium fails to pass 
another credibility criterion called "renegotiation proof." 
 
12. See Krueger (1978). 
 
13. In Japan, low interest rate loans by Japan Development Bank and special 
depreciation provisions were often used to reduce the cost of capital for 
emerging industries. However, only a small share of government subsidies (1 or 
2 percent) go to these industries, while the agriculture sector benefits most 
(80-90 percent). See Ogura and Yoshino (1984) for the role of the tax system 
and government loan program in Japan's industrial policy. 
 
14. Brander and Spencer (1985) and Eaton and Grossman (1986) discuss export 
subsidies in a static framework. Our blackbox approach does not allow us to 
deal with export subsidies and tariffs explicitly in our analysis. 
 
15. See Grossman (1986) for a critique on the strategic trade policy of 
Brander and Spencer (1984,1985) variety. 
 
16. See Matsuyama (1987). 
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