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As a result, the import competing firms are ruined. To protect such firms, a hijg
tariff is imposed. This will raise the price of the prmfucl in the importing cnum}y
and regmoves the threat of dumping. |

A, Diversification Argument. Another argument advanced in support of
protection is 10 diversify the domestic industries. It means that there should be ,
balaﬂccd growth of the economy s0 that all the sectors of the economy develoy
side by side. For this purpose, agriculture and manufacturing industries shoulg
be protected from foreign competition. This is a valid argument, for experience
has shown that countries which are not developed in a balanced way are affecteq
more by international economic disturbance, such as crop failures, depressions,
inflations. wars, efc. Therefore, they should diversify and become self-sufficient
by protecting their industries. But it is not possible to diversify completely and
attain self-sufficiency even by the richest country of the world. In fact, no country
has all resources for a balanced growth of the economy. It has to depend upon
other countries in one way or the other. Moreover, protection is not the only
meang to diversify an economy. '

5. Infant Industry Argument. The infant industry argument is the oldest
and the most accepted argument for protection. It was formulated by Alexander
Hamilton in 1790 and was popularised by Friedrich List in 1885. This argument
“rests on the assumption that the country has a latent comparative advantage in
the industry or group of industries to be protected.” It is, therefore, argued that if
industries in their infancy are not protected from established foreign producers,
they must attain the optimum size so as to operate most efficiently and
COm%CW to produce at lower costs. Protectiof is also needed to facilitate
the Hlow of resources into infant industries, even though consumers have to bear
the burden of higher prices temporarily. Further, there may be “imperfection of
the information flow” to infant industries in the form of difficulty to borrow funds
for investment, knowledge of infrastructure facilities, labour market, etc. All these
requires government protection to such industries. The economic justification
lis in that social benefits exceed private benefits from investment in such
industries. It means that the protection should be given to those infant industries
which generate larger externalities than other industries _n_"di_ii_gq'n_"p_r'gt_ection.

Moreover, infant industries require time to undergo the process of learning-by-
doing To become competitive in the long-run. Therefore, they should be protected;
Johnson regards the infant industry arguments as being explicitly dynamic
arguments ‘for temporary intervention of correct transient distortion.’* So infant
ndustries need protection for a while so that they may grow without any thred!
from foreign producers. When they attain adulthood, protection can be withdrawn

and then they ¢hould be left free to face foreign competiticn.
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than the world price, the LDC can export this commod:ly. |

The infant industry argument explained above is meant 10 €ncourgg,
domestic production of the commodity. It is based on the argumo.lu that Nup,,
the baby, protect the child and free the adult. It means that u.nlcs.s an industy,
becomes capable of competing with foreign producers, protection should not p,
removed. But when it is able to face foreign COmPel'IEOH'.PTO‘CC"Un_ShUUkl be
withdrawn. But the experience is that once protection is given {0 an.mdustry, i
likes to remain an infant industry for ever. Again, when an industry is protecteq
through import tariff, it becomes difficult to rem_ove | g Thv::ref(_)re, ecopomiszh
prefer production subsidy to an import tariff. First, A subsidy is superior tg 4
tariff because it leads to more consumption at point E, on the Cl, curve than g
point P on CI curve in Fig. 2. Second, if there is a properly functioning capity|
market, the profitability of the protected industry may lcafi to long term
investment in it. Third, a subsidy can be reviewed every year, being a part of the
annual government budget. Fourth, a subsidy can be raised or reduced according
to the requirements of the protected industry without distorting relative prices
and domestic consumption. But these arguments against an import tariff do not
hold ground in LDCs because they lack a developed capital market, and even
necessary knowhow to operate an infant industry. Moreover, a subsidy is a big
burden on the tax-revenue system, while a tariff brings much needed revenue to
the government. In the light of the above arguments, it can be concluded that
‘he infant industry argument is suited for LDCs.

\Xsnnset IndustriesArgument. This is a very recent argument for protection
which has emerged in Europe. From the 1970s onwards, some established labour-
intensive industries such as producing steel products, textiles, clothing, footwear,
etc. have been losing competitiveness to Japan, Taiwan, Malaysia, Korea, India and
other East Asian countries. This argument implies that sun is setting on such mature
industries of Europe which sﬁ_(;u%%!cgr\antcd temporary protection so that they may

be able "to %WW". I the absence of protection, it
willTead to displacement of labour and capital in such industries. This has actually
led to the imposition of import tariffs on textiles, clothing, footwear and such
products in the European Countries. However, critics point out that is a political
argument 1o solve the unemployment problem in such countries. Moreover, once
protecgon is granted to such industries, it is difficult to remove tariffs.

Socially Important or Key Industries Argument. Protection should be
given to socially important industries such as agriculture or strategically
important industries as iron and steel, heavy electricals, machine making, heavy
chemicals, etc. There is no dispute over this argument because the development

of key and other socially important industries under protective tariffs is one of

the prisicipal aims of trade policy in a country,
jEmP"’Ym"‘ Argument. A usual argument for protection is that it is *

* For other points of criticism, refer to the previous page.
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“Whether a country has high or low tariff has nothing 1o do with the acutene
of its crises and dvprussinn.“ Third, there may be pcrmnncnl unc.mpluymcm whig
can again be removed by the imposition of a new tariff duty n the case of opg
'\ndus‘lr\' but not for the entire economy. However, only high U“’”Tﬁ't_ii!n cur
pcnnan.cm unemployment if it 1s due to very high wages. But high lalrll'ls lead
retaliation. Under the circumstances, it is not high tariffs but readjustment of
wages are needed to cure permanent uncmph)ymcnl. Haberler concludes thy
“Jeaving aside a few cxccplional cases, a favourable result can be expected only
in the short-run, sO that tariffs can be advocated on this ground only from a short.
run, and indeed, short-sighted, standpoint.

" Balance of Payments Argument. This 18 OI!_E_:_FQ_f_ the important arguments
for protection, gpggglhf,b&,_(;s,-laﬁﬁs_h.@m_jg restricting the imports of
unnecessary goods and try to reduce the balance of payments deficit. They assist
unnecesSary 800 e hich. kit i s :
in conserving foreign exchan ¢ which can be used for importing essential goods
and services for jmgort-sub_sitjtution ‘ndustries and for the export seclor. The
expansion of the import-substitution and export sectors, in turn, raises
employment and income in the country. And the increase in income increases
savings and the supply of loanable funds which reduce the interest rate and
encourage investment. Consequently, more employment and income are
generated.* 3N

In fact, both developed and less developed countries have used tariffs as an
ffective instrument to reduce their balance of payments deficits. This 1s
illustrated in Fig. 4 where D is the domestic demand curve and S the domestic
supply curve of importables. OP is the constant world price at which the importen
are prepared 1o sell their S
commodities in the domestic T '
market. Thus the horizontal .
line PB is the supply curve of
imports which is perfectly Pr N

elastic at OP price. Under free. '

irade (before the imposition of : :

4 tariff) the equilibrium market : : 8
position 18 given by point B : : \
where the domestic demand '; ' D
curve D intersects the world 8

supply curve PB at price OP. a ' "

The (otal demand for \

imp()rlublcs is 0Q,. The i >
domeslic supply 18 0Q. The 0 Q Qy Qo (@3
difference hetween domestic Demand and ‘Supply

demand and domestic supply FIG. 4







