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A Change from Export Priority and the Expansion
of Domestic Demand into Neutral Trade Policy.
Analysis of Export-oriented and
Domestic-demand-expansion Policies

WANG Gen-bei

(School of International Business Administration s Shanghai University

of Finance and Economics, Shanghai 200433, China)

Abstract: Based on China’s export-oriented economy., this paper devel-
ops a partial equilibrium model of export-consumption subsidies and discus-
ses the price, quantity and welfare effects of export-subsidy policy, con-
sumption- subsidy policy and their combination. It presents the following
ranking of optimal policy instruments:from neutral trade policy, consump-
tion subsidies, the combination of export subsidies and consumption subsi-
dies to export subsidies. According to the above results, this paper suggests
the following three changes in policy instruments: firstly, in order to create
employment and increase aggregate demand, the pure export-subsidy policy
ought to be substituted by the combination of export subsidies and consump-
tion subsidies; secondly, in order to reduce trade friction and expand domes-
tic demand, the combination of export subsidies and consumption subsidies
should be substituted by the consumption-subsidy policy; thirdly, in order
to build up harmonious market economy, the non-neutral trade policy should
be substituted by neutral trade policy based on free trade.

Key words: export subsidy; consumption subsidy; export-consumption
subsidy; export priority; the expansion of domestic demand; free trade;

neutral policy
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