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Abstract

The central aim of this research is to determine if public R&D can be redefined as an
industrial policy tool to counterbalance the adverse effects of trade liberalization. To
this end, we analyze the impact of trade facilitation and public R&D on market
concentration using a panel of 21 countries from 2000 to 2014, combining data from
De Loecker & Eeckhout (2018), Rubinova & Sebti (2021), and the OECD (2023).
The analysis employs the markup index as the dependent variable, with the import-
cost index, public R&D personnel (FTE), and their interaction term (capturing the
"public-innovation feedback" channel) as key regressors. Estimates are reported
using a two-way fixed effects model with Driscoll-Kraay standard errors to account
for cross-sectional dependence, complemented by a random effects model for
sensitivity analysis. The results demonstrate that incorporating the public-innovation
feedback channel significantly modifies the estimated impact of trade facilitation.
Specifically, public R&D investment is found to partially offset the rise in market

concentration associated with Import facilitation. These findings suggest that a
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synergistic approach to trade and public innovation policy offers an effective

strategy for preserving competition and curbing market power.

Keywords: Research and Development, Innovation, Market Concentration, Import

Facilitation, Trade Liberalization.
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4. The ratio of the price to the marginal cost of production in country i at time t.

5. Effective import cost index for each household income quintile in country i at time t.

6. This variable corresponds to the ‘GP_TT’ indicator within the ‘R&D personnel in the
Government sector’ category of the Main Science and Technology Indicators (MSTI) dataset.

7. Government Total R&D personnel (FTE): Full-time equivalent (FTE) of R&D personnel is
defined as the ratio of working hours actually spent on R&D during a specific reference
period (usually a calendar year) divided by the total number of hours conventionally
worked in the same period by an individual or by a group in country i at time t.
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