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Figure 1

Timing of governments' actions in each period of the repeated game

W Lk
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LSPTA
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Notes:

 Large countries first choose the multilateral trading negotiation rules (MTN) by adopting one of three

alternative regimes (k). The options considered are a strong commitment to MFN (C), a weak

commitment to MFN (WC) or a LSPTA exception (NC). Given the regime large countries then choose a

level for the tariff vis-à-vis each other (τk mfn). This is also the maximum credible threat that can be

subsequently used to make a take-it-or-leave-it offer (TOL) for a LSPTA, during periods of mulilateral

cooperation, which Small can accept or reject. This offer occurs in the final phase of each period and is

simply the vector (τB, e B), the value for Large's tariff on the imports from Small and a tax level for

Small's provision of the public good.



Figure 2

Pattern of Trade

 Small
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Notes:

Each of the symmetric regional blocks is composed of a large and small country. The arrows denote the direction of
exports.  We assume that trading costs (due to transport or information for example) are prohibitively high between
small and large countries in opposite blocks. The balance of payments condition is satisfied via the numeraire good.



Figure 3

Non-cooperative regional outcome (N) and feasible Pareto improvements from a LSPTA

(no enforcement constraints)
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Notes:

Point N denotes the non-cooperative solution to Large's tariff on Small and the latter's e-tax, (τL=0, eS=0).

The slope of Small's iso-welfare line is -k<-1, the ratio of Large to Small's endowments. The optimum

solution for Large is at (τNL, �) and for Small it is (τL=0, eS=0).



Figure 4

Pareto efficient LSPTAs (0CC') given different tariff threats (τT)

(no enforcement constraints)
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Notes:

In the case depicted the MRS of the policies in welfare for Large is lower than that for Small at τL=0,

eS=êS. Therefore, the Pareto efficient solution is an interior one. The solution is at C' when Large's tariff

threat is the Nash value but for a sufficiently low tariff threat (≤τT'') the efficient solution requires a duty

free LSPTA along 0C. The segment CC' of the contract curve is vertical because changes in Large's tariff

on Small have only tariff revenue effects. Moreover these effects are constant at different levels of the

tariff and therefore have no impact on the slope of the iso-welfare curves.



Figure 5 LSPTA self-enforcing solutions

5a. LSPTA self-enforcing solutions: Large sufficiently patient
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Notes:

The slope of Small's iso-incentive constraint is -k/δS<-1, where k is the ratio of Large to Small's

endowments and δS<1 is Small's discount factor. Large's iso-incentive constraint also intersects the

vertical axis at τNL and when Large is sufficiently patient it does not intersect Small's iso-IC at a positive

τL. If Large places sufficient weight on the public good provision the solution is at the corner eB.

Otherwise it is at BI.



5b. LSPTA self-enforcing solution: Large insufficiently patient patient (binding ICL)
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Notes:

In the case depicted Large is not sufficiently patient at the Nash threat tariff τNL and therefore the LSPTA

solution is found at BII, the intersection of Large and Small's iso-IC.



Figure 6

Pareto efficient self-enforcing LSPTAs given different tariff threats (τT)
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Notes:

In the case depicted Large is not sufficiently patient at the initial threat tariff, τT, therefore its IC binds.

Reductions in Large's tariff threat do not affect the MRS of the policies in enforcement (the slopes of the

iso-IC) but shift both Large and Small's iso-IC down by the same amount. For  sufficiently low tariff

threat a duty-free LSPTA becomes self-enforcing.



Figure 7

Most-cooperative MFN tariff for a given rules regime, τk
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Notes:

The period gain of deviating from cooperation, Ωk, and the gains from cooperating, δLωk/(1-δL), differ

across each of the alternative regimes, k, considered (strong commitment to MFN, weak commitment to

MFN and LSPTA exception). The non-cooperative value of the MFN tariff under regime k is τNk. The

convexity of Ωk and concavity of ωk are sufficient to ensure that there exist at most two levels of the MFN

tariffs that satisfy the IC present in the multilateral trade liberalization process.



Figure 8

Optimal MFN rule regime for large countries
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Notes:

When Large's discount factor is δLC the incentive constraint under strong commitment to MFN binds at

the cooperative solution under that regime, at C. When Small does not discount the future (δS=0) the

welfare functions under commitment are identical to the LSPTA exception for any given value of τc. In

this case the exception solution is at NC (δS=0). The welfare function under the exception is also

illustrated for the critical value of δS at which the maximized value under strong commitment and the

exception are equalized.
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