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Abstract

This paper examines the optimal time path for tariff rate imposed to infant industries in
the process of joining a free trade agreement. The infant industries are assumed to be
experiencing dynamic externalities under the tariff protection from the social-welfare-
maximizing government. The dynamic learning-by-doing model used in the paper is
developed from the basic one introduced in Melitz(2005).The numerical calibration of
the model applied to a particular instance of infant industry protection - the case of
Vietnamese motorcycle industry suggests that government should continue raising
import tariff rate gradually while this instrument is still available. This result, which is
contrary to the conventional wisdom, can be explained intuitively by the presence of
dynamic learning effects. In addition, this paper also shows that this industry needs a
longer and tighter protection policy compared to what the Viethamese government has

committed upon the participation in World Trade Organization.
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