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Motivation

So far: ”Imperfect competition” = Monopolistic Competition

BUT: Only one form; closest to perfect competition
Shares many properties:

1 Atomistic firms, ex ante identical;
2 No strategic behaviour.

Empirically implausible:

Increasing evidence that large firms account for bulk of trade;
and that they are different from smaller ones;
see: Bernard, Jensen, Redding and Schott (JEP 2007).

Industrial organisation has ”Two faces”:

1 Size distribution of firms under perfect or monopolistic competition
2 Oligopoly: Small-group interaction.

Seems worth exploring oligopoly in trade too; for short run at least.

Evidence that adjustment in short run is at intensive, not extensive
margin
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Empirical Evidence

Empirical evidence for why oligopoly matters for trade:
1st wave (1995-) of micro data on firms and trade: Exporting firms
are exceptional:

Larger, more productive
2nd wave: Bernard et al. (JEP 2007): Even within exporters, big
firms dominate:

(Similar results for France: Mayer and Ottaviano (2007))
Distribution of exporters is bimodal:

40.4% of U.S. exporting firms in 2000 exported one product only;
accounted for only 0.20% of export value
25.9% of U.S. exporting firms in 2000 exported 5 or more products;
accounted for 98.0% of export value
11.9% of U.S. exporting firms in 2000 exported 5 + products to 5+
destinations; accounted for 92.2% of export value

The firms that matter (for most questions) are different: larger,
multi-product, multi-destination

Possible to model this using a Pareto distribution with high dispersion

“Granularity”: Gabaix (2005), di Giovanni and Levchenko (2009)

I prefer to try “putting the grains into granularity”
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Theoretical Background

Why does oligopoly give only half a theory of trade?
1 Take-home messages less than overwhelming?

Cross-hauling of identical goods [Brander (JIE 1981)] ...

Empirically important?
Bernhofen (JIE 2001) Friberg-Ganslandt (JIE 2006)

BUT Key message: Strategic interaction an independent cause of trade

Competition effect of trade [Brander (JIE 1981)] ...

Also in monopolistic competition if ε is variable
Krugman (JIE 1999), Behrens-Murata (JET 2007), Melitz-Ottaviano

(REStud 2008)

BUT Depends on sub-convex preferences ...

Strategic trade policy [Brander-Spencer (JIE 1984)] ...

Non-robust to assumptions about factor mobility and firm behaviour
Dixit-Grossman (JIE 1986), Eaton-Grossman (QJE 1986)

BUT Key message: Government has a first-mover advantage (maybe)
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