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Tariff analysis (partial equilibrium)

Producer gain = a
Consumer loss = a+b+c+d
Revenue = c

Deadweight loss = b+d



No tariff if the same weight is placed on everyone’s gains
or losses

But this may not be true:

1. Revenue matters: c may count more than private gains
or losses

2. Different groups may be differentially organized
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Organization:

Mancur Olson, The Logic of Collective Action: political
activity is a public good, tends to be undersupplied

Small, organized groups are more effective than large, diffuse
groups

Tends to mean that producers “count” more than consumers





Sugar: per capita consumption is 66 lbs per year

Trade restrictions add $0.08 per pound

So consumer cost around $5 per year per capita, $1.5 billion

Producers get around $1 billion

So this is worth around $50,000 (?) per worker

Information asymmetry between producers and consumers



So, suppose politicians maximize

Λ* (Producer surplus) + Revenue + Consumer surplus

with Λ>1

Consider a small increase in the tariff:

Most influential approach: Grossman-Helpman

Think of politicians as maximizing weighted sum of overall 
welfare and campaign contributions

Contributions give an extra “weight” to organized groups
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World price + tariff

World price

Slightly higher tariff

Producer gain
(multiply by Λ-1)

Deadweight losses

Always a net gain starting from zero tariff …



Rodrik’s paradox:

Assume political power such that we have to make a transfer
of $x to each sugar worker. This could be done by

1. Giving every worker now in the industry $x
2. Giving $x to all current and future workers
3. Giving an employment subsidy that raises wages by $x
4. Giving a production subsidy that raises wages by $x
5. Imposing a tariff that raises wages by $x

Welfare ranking 1>2>3>4>5

So why do we do 5?



Possible answers:

Pro-revenue bias

Commitment mechanism: deliberately use inefficient
income redistribution to impose self-restraint

Uncertainty, ignorance

Obfuscation?

Related question: why the anti-trade bias (tariffs and
quotas much more common than export subsidies)

Maybe terms of trade?
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World price

World price plus subsidy

Consumer loss: a+b
Producer gain: a+b+c+d
Cost to government: b+c+d
Deadweight loss: b+d

Export subsidy: small economy



WP + tariff
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Tariff analysis (with market power)

Producer gain = a
Consumer loss = a+b+c+d
Revenue = c + e

Deadweight loss = b+d

New WP
e

Terms of trade gain = e
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World price before subsidy

World price plus subsidy

Consumer loss: a+b
Producer gain: a+b+c+d
Cost to government: b+c+d+e+f+g
Deadweight loss: b+d
Terms of trade loss: e+f+g

World price after subsidy
e f

g

Export subsidy with market power


