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Abstract

This study examined how incumbent domestic firms’ strategic investments in
R&D affected entry-deterrence against foreign competitors amid rising
market concentration in global markets. The study’s purpose was to analyze
whether and how such investments acted as an endogenous barrier to free trade
and to draw implications for trade and industrial policy. We developed a
theoretical framework that integrated international trade and industrial-
organization theories. We modeled the interaction between incumbents and
potential foreign entrants as a Stackelberg entry-deterrence game and derived
analytical equilibrium conditions. Our analysis showed that even when firms
lacked direct incentives to innovate, strategic R&D investment could be
optimal for incumbents. The mechanism worked through a distortionary
increase in wages for R&D personnel, which raised foreign entrants’ costs of
entry and reduced their expected profits. We also found a range of market
sizes that reinforced entry-deterring behavior. Consequently, in this
environment, trade liberalization was insufficient to control market
concentration. These findings underscored the importance of accounting for
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interactions between trade and industrial policy and provided a new
theoretical basis for empirical analysis of the relationship between market size
and firm-level R&D.
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