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Gain to consumer : atb+c

Loss to producer : a+b
Government cost of subsidy : b+c+d
Net loss (DWL) : b+d
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Some comments on Import Subsidies

As you can see from the Figure, again, there will be deadweight loss.
Here, the Consumers GAIN. (Domestic price FALLS.)
The Producers LOSE.
The government (and taxpayer) must pay for the Subsidy (a loss).
The net loss (DWL) is, again, B and D.

While less common, countries sometime give import subsidies.

Eg 1

In 1992, Japan started given very small tax incentives to those firms who increased
imports. (This ended in 1997.)

(cite: https://www.wto.org/english/tratop e/tpr e/tp005 e.htm)

E.g.2

Apparently, Iran allows medical goods to be imported at favorable (better) exchange rates.
This is, effectively, an import subsidy on medical products.

(See: https://financialtribune.com/articles/economy-domestic-economy/87309 /no-forex-
subsidy-for-drug-imports)

E.g. 3 Also Egypt also subsidized imports of 145 medicines in 2016.

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.

However, Import subsidies are not explicitly prohibited under WTO rules (see
https://www.trade.gov/trade-guide-wto-subsidies) as this increases other nation's exports to
the country giving the subsidies.

Also, politically, very few, if any, countries would complain to the WTO if their firms were
receiving tax breaks from Japan to export to Japan!


https://www.wto.org/english/tratop_e/tpr_e/tp005_e.htm
https://financialtribune.com/articles/economy-domestic-economy/87309/no-forex-subsidy-for-drug-imports
https://financialtribune.com/articles/economy-domestic-economy/87309/no-forex-subsidy-for-drug-imports
https://www.trade.gov/trade-guide-wto-subsidies
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