THE INFLUENCE OF INTERNATIONAL TRADE ON DOMESTIC MARKETS: INVESTIGATING THE IMPLICATIONS FOR SUPPLY, DEMAND, COMPETITIVENESS, EQUILIBRIUM PRICE AND QUANTITY AND DOMESTIC MONOPOLIES
INTRODUCTION
International trade has a significant impact on domestic markets, resulting in various transformations across economic sectors. It is crucial for policymakers, economists and market participants to understand the consequences of opening up to international trade. This study aims to explore the effects of international trade on domestic markets, with a focus on supply and demand dynamics, market competitiveness and implications for domestic monopolies.
International trade has implications for the supply and demand dynamics of goods. Importing goods increases the domestic supply, leading to greater consumer choice and potentially lower prices. Conversely, exporting domestic goods increases demand, leading to increased production levels and economic growth domestically.
Market competitiveness is also influenced by international trade. Domestic markets face increased competition from foreign producers when exposed to international trade. This puts pressure on domestic producers to improve efficiency, quality and cost-effectiveness to remain competitive. Similarly, when domestic goods are exported, domestic producers must enhance their product quality and competitiveness to succeed in foreign markets.
Changes in competitiveness resulting from international trade impact the equilibrium price and quantity of goods. Increased competition drives prices down, benefiting consumers. As competition intensifies, the equilibrium quantity may also increase, leading to an expansion of production and trade volumes.
The effects of international trade on domestic monopolies are of particular interest. Opening up to international trade disrupts the monopolistic environment by introducing new competitors. Even a single additional competitor can initiate market dynamics similar to perfect competition. Game theory provides insights into how strategic interactions between firms can lead to lower prices, increased output and improved consumer welfare.
This study aims to shed light on the intricate relationship between globalization and domestic markets by examining the impact of international trade on supply, demand, market competitiveness and monopolies. Understanding these dynamics is crucial for policymakers and market participants to make informed decisions in an interconnected global economy.


EFFECT ON DOMESTIC MARKETS:
For an export good
The expansion of international trade has significant implications on various aspects, including the dynamics of supply and demand for a specific export good, the competitiveness of the market for that good and the resulting changes in equilibrium price and quantity. To comprehensively analyze these effects, it is necessary to delve into the intricacies of each aspect.
1. Supply or Demand for the Export Good:
When a country embraces international trade, it gains access to a larger market beyond its borders. This expanded market can significantly enhance the demand for the export good. According to Feenstra and Taylor (2014), trade liberalization can lead to an increase in demand for a country's export goods, as it enables domestic producers to tap into a larger customer base.
Furthermore, trade can also impact the supply of the export good. Increased international competition may incentivize domestic producers to augment their supply in order to meet the growing demand. However, it is important to acknowledge that changes in supply will be contingent upon a plethora of factors such as resource availability, production costs and technological advancements in the domestic industry.
2. Competitiveness of the Export Good's Market:
When a country engages in international trade, its export goods enter a global market where they compete with similar goods from other nations. The competitiveness of the export good's market can be influenced by various factors including product quality, pricing, branding and innovation.
Trade liberalization often exposes domestic producers to intensified competition. In certain instances, domestic industries may encounter challenges in competing with lower-cost producers in other countries. Nonetheless, increased competition can also serve as a catalyst for stimulating innovation and efficiency enhancements within the domestic industry, thus ultimately augmenting its competitiveness.
3. Effects on Equilibrium Price and Quantity:
The alteration in competitiveness resulting from international trade can have repercussions on the equilibrium price and quantity of the export good. If a country's export good becomes more competitive in the global market, the demand for the good may surge, leading to an upward shift in the demand curve. This shift can subsequently result in a higher equilibrium price and quantity.
Conversely, if increased competition diminishes the competitiveness of the export good, the demand may dwindle, causing a downward shift in the demand curve. This shift can subsequently lead to a lower equilibrium price and quantity.
It is crucial to note that the specific effects on equilibrium price and quantity will hinge upon the relative magnitude of changes in supply and demand, as well as other market-specific factors.
These effects can be further elucidated through empirical studies and economic models, which undertake an analysis of the impacts of trade liberalization on specific industries or countries. By employing these methodologies, a more nuanced understanding of the implications of international trade can be attained.
For an import good
The process of opening up to international trade can have significant effects on domestic markets. This includes changes in the supply and demand for a specific imported good, the competitiveness of the market and the resulting impact on the equilibrium price and quantity. In this paper, we will explore these effects in detail.
1. Supply and Demand:
When a country opens up to international trade, it allows for the introduction of imported goods that were previously unavailable or limited in the domestic market. This increases availability of the imported good affects both the supply and demand within the domestic market.
Supply: Opening up to international trade introduces additional suppliers of the imported good into the domestic market. As a result, the domestic supply curve for the imported good shifts to the right, indicating an increase in supply. The extent of this shift depends on various factors such as the competitiveness of foreign producers, trade barriers and transportation costs.
Demand: The demand for the imported good is likely to change due to various factors including changes in consumer preferences, prices and income levels. If the imported good is considered desirable or offers advantages over domestic alternatives, the demand for the imported good may increase thus reducing demand for the locally made good, the vice versa is true.
2. Competitiveness of the Market:
When domestic markets are opened up to international trade, domestic producers face increased competition from foreign producers. This competition significantly impacts the competitiveness of the market for the imported good.
Domestic Producers: Domestic producers of similar or competing goods may find it challenging to compete with imported goods. The entry of foreign goods often leads to increased competition as foreign producers may have cost advantages, economies of scale, or superior technology. To remain competitive, domestic producers may need to enhance their efficiency, innovate, or differentiate their products.
Foreign Producers: On the other hand, foreign producers gain access to the domestic market, expanding their customer base. This provides opportunities for foreign producers to grow their market share and potentially displace domestic producers in the domestic market.
3. Impact on Equilibrium Price and Quantity:
The change in competitiveness resulting from opening up to international trade affects the equilibrium price and quantity of the imported good in the domestic market.
Equilibrium Price: The increased competition from imported goods may put downward pressure on the price of the imported good in the domestic market. If foreign producers can offer the imported good at lower prices due to lower production costs or favourable exchange rates, the equilibrium price may decrease.
Equilibrium Quantity: The change in equilibrium quantity depends on the magnitude of the shifts in supply and demand. If the increase in supply due to imports exceeds the decrease in demand, or if demand increases more than supply, the equilibrium quantity of the imported good in the domestic market will increase.
It is important to note that the specific impact of opening up to international trade on a particular imported good can vary depending on several factors. These factors include the nature of the good, market conditions, trade policies, the competitiveness of domestic and foreign producers. Therefore, a comprehensive analysis of these factors is necessary to fully understand the effects of international trade on domestic markets.
Trade vs domestic monopoly
When a domestic market is liberalized to allow for international trade, it can have profound implications for domestic industries, particularly those characterized by monopolistic practices. The introduction of foreign firms as competitors through trade has the potential to disrupt the existing market dynamics and challenge the monopolistic position held by domestic firms.
Game theory serves as a valuable framework for comprehending the effects of trade on domestic monopolies within the context of international markets. By analyzing strategic interactions between firms and their responses to changes in market structure, game theory sheds light on how the entry of a single additional competitor can lead to market outcomes similar to those observed under conditions of perfect competition.
Traditionally, monopolies have the ability to control prices and restrict output due to the absence of direct competition. However, the entrance of a foreign competitor into the domestic market presents a new strategic situation for the monopolist. The monopolist must decide whether to maintain its high prices and output restrictions or adjust its strategy to counter the competitive threat.
If the monopolist aims to maximize its profits, it must consider the potential actions of the new competitor. If the monopolist chooses to maintain high prices and output restrictions, the new competitor may offer lower prices to attract consumers. As a result, the monopolist faces the risk of losing market share and experiencing significant profit loss.
To avoid such losses, the monopolist may opt to adjust its strategy. It can lower prices and increase output to remain competitive with the new entrant. This approach aims to retain market share, prevent customers from switching to the competitor and maintain profitability. The strategic response by the monopolist is driven by its desire to maximize profits while facing competition.
The strategic adjustment by the monopolist to lower prices and increase output aligns with the market outcomes observed under conditions of perfect competition. In a perfectly competitive market, firms lack market power and are compelled to accept prevailing market prices. The existence of competition compels firms to operate efficiently and offer competitive prices.
When a monopolist faces competition from a single additional firm, it approximates the conditions of perfect competition, at least in terms of market outcomes. The monopolist is compelled to adjust its behavior, resulting in lower prices, increased output and reduced market power. Consequently, the market outcome moves closer to a competitive equilibrium, resembling perfect competition.
It is important to note that the specific market outcome will depend on various factors, including the monopolist's cost structure, the intensity of competition, consumer preferences, and government regulations. Nonetheless, the entry of a single competitor within the context of international trade generally erodes the monopolist's market power and propels the market toward a competitive outcome.
While this response to competition is a theoretical prediction derived from game theory, empirical evidence supports the notion that international trade can discipline domestic monopolies. Studies such as Aghion et al. (2019) and Gattai et al. (2018) provide empirical evidence illustrating how trade liberalization fosters increased competition and efficiency gains in domestic markets.
In conclusion, the liberalization of a domestic market to allow for trade can have a significant impact on domestic monopolies. The entry of a single additional competitor compels monopolists to adjust their strategies, leading to lower prices, increased output and reduced market power. This response aligns with the market outcomes observed under conditions of perfect competition. Game theory offers a theoretical framework for understanding these strategic interactions, while empirical evidence supports the disciplining effect of trade on domestic monopolies.
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