Export Tax Figure (Small Country case)
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Loss to the Producer is: a+b+c+d
Gain to the Consumer is: a *Note: because of the Export Tax, the domestic price FALLS from $5 to $4.

Government Tax Revenue is: ¢
Net Loss (Deadweight Loss) is: - (b + d)
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Parsons, 2020

Some comments on Export Taxes

As you can see from the Figure, as in any government intervention, there will be
deadweight loss.

Here, the Consumers GAIN. (Domestic price FALLS.)
The Producers LOSE.
There are some Taxes collected by the government.

But the loss to the Producers is larger than the other two gains, so again we have a
DWL (Deadweight loss).

(Also, note that there is a loss to those countries that IMPORT the good from the home
country.)

While less common, countries sometime levy export taxes.
E.g. Indonesia had an export tax on its Wood.
E.g. Pakistan has an export tax on Cotton.
Note that sometimes there is not an export tax, but some other restriction on exports.

E.q. China was accused by the US, Brazil, Japan and others to have restricted exports of
‘rare earths’ in the 2012.

(China produces over 90% of the world supply of rare-earths. Rare-earths are often key
inputs into things like electric cars.)

If this is true, (The Chinese government was accused of "guiding the Chinese firms not to
export, but instead sell locally.) this will be something like a "'VER" (see VER notes).

In this case, there is no tax revenue for China, but the Rare-earth producers lose, and those
companies in China that use rare-earths, would gain. (Because prices in China would fall.)

This case was brought to the World Trade Organization (as was the Indonesia wood export
tax) in 2012. The WTO decided against China.

Note that in principle, all WTO members have agreed to never raise import tariffs. But they
have also agreed not to intervene in foreign trade in any way (there are exceptions, of
course; see the ADD section). This means, that raising Import Tariffs, imposing Export Taxes,
giving Import Subsidies, and given Export Subsidies are all against WTO rules.
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