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mport Quotas 26}

mcm_"?gt.h fh“.m T“C monopoly more than a tariff. An import quota Is worse than
a taniff when it creates monopoly, The alloc: oy =3
- . allocation of import quotas o a lew
jmporters leads to monopoly power. They exol o 4, ‘
e y exploit the market and earn huge quota
profits. With the monopoly-creating quota, the country gets even higher prices
jower outputl, and greater national losses tl -y . ,ry- - S,cvcn o s
| _ ; s than from a tariff that would have given
it the same amount of imports.
. c::nl::?:c;;;;::3":::“*:}‘::l““l'l‘ (.]Lmlns'nnd tariffs are often used to improve
thm\'e:ﬁenl in the haluncg;;' n(:n“:'. [.h,” L AU cqm.lol o w
M acts tigid both in lhl. )mu'.nts equal to the rcduc.non in imports. ngas
upward and downward directions by creating 4
large gap bCl\A_recn the domestic and foreign price of imported goods: On the
olher- h.a‘nd, lan.ff s do not restrict the volume of imports and exports except under
prohibitively high tariffs. Thus tariffs do not interfere in the flexibility of balance
of payments mechanism.
erms of Trade. The effect of a tariff on terms of trade is certain. But in
the case of an import quota, the terms of trade effect is uncertain and
indeterminate. .

10. Retaliation. Both tariffs and quotas restrict imports and are likely to
lead to retaliation by other countries. But the possibility of retaliation is more
in the case of a quota than a tariff. A high tariff rate seldom leads to retaliation
by the other country which may reduce its export prices. But a tariff quota with
high duty and low quota leads to retaliation by the other country.

11. Effective Protection. When quota is imposed on imported raw materials
to be used for domestic product it raises its production costs. It has the same-
effect as that of a tariff. But rebate is often not given on import duties in the case
of raw materials when the final product is exported, whereas rebate is given in
the case of a quota.

._J2. Simple Vs Cumbersome. An import -quota requires a cumbersome
administrative procedure. On the other hand, a tariff is simple to impose. The
allocation of quotas is a cumbersome process which leads to arbitrary government

Price Differentials. Tariffs and quotas also differ in price differgntials

e

dejs%qns, political interference and corruption.
- 5

between domestic price and world price. I'r_i_the case of a tariff, the dgmestic price
import any quantity of the pro uct aying the duty. But this 1s not so In lt?e
case of a quota where there is no limit to The aifference between (e domesuc
price and world price. This is illustrated in Fig. 4 where S, is the c.iomesnc supply
curve and D 1s the domestic demand curve for a cqmn}oduy with no trade, lhc
domestic price is OP. Under free trade, the world price 15 OP, and QQ; quantity
of the commodity is imported. A tariff of P P,/OP, raises the domeslu:gn;:nc? o:jo
. OP, and imports arc reduced 10 Q,0,. When an import quota of 0,0, cl: nmpgra;
of price rise and volume
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the domestic price also rises 10 0[’, and the lm'porfs al:c again red
Thus there is equivalence of a tariff and quota In lerms
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reduce its output, employment and income. As a result, the foreign country wil

artail its imports from the home country. This means reduction in the exports
%____' imposing home country which reduces its income an emliﬁ!_{‘_@f
This is called a begger-thy-neighbour Dolicy. Second, If the tariff imposing
country is able 1o raise its income and employment at the expense of the other

- e — . v :
country. Third, the other country may adopt retaliatory measures hike tariff and
cou Tine duties which may counteract the income and employment effects
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~in the home country..

2. Effects of a Tariff Under General Equilibrium

The effects of a tariff under the general equilibrium are studied in the case
of a small country and a large country, - T
_ of a Tariff in 2 Small Country. The effects of a tariff under the
general equilibrium analysis are analysed in terms of the consumption effect
the production effect, and the terms of trade effect. |
Its Assumptions. This analysis is based on the following assumptions :
@) There are two trading countries, say England and the rest of the world,
ted by, say, Germany;
ii) England is a home country which is small;
: M There are two commodities cloth and linen which they exchange; *
"1 Cloth is an exportable commodity of England and linen s its importable
commodity; |
The incidence of the tariff fails exclusively on the tariff imposing count>
say England by the full amount of the tariff.
L) Prices on the world market remain unchanged.
1) The revenue from the tariff is spent on consumption. "
Explanation. Given these assumption, the imposition of an import anl!
raises the domestic price of the importable commodity linen while the price ©'
the exportable commodity cloth remains constant. Since England 1s a small
country, it cannot influence the world price of linen. . .
Production and Consumption Effects. To explain the production effect 0!
o tariff, take England which produces two commodities cloth and linen OV

specialises in the production of cloth and exchanges it for Germany's linen: [Z
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