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PART 2 International Trade Policy

| Import Quotas: Theory |

An import quota is a direct restriction on the quantity of some good that may be imported.
The restriction is usually enforced by issuing licenses to some group of indivirduals or
firms. For example, the United States has a quota on imports of foreign cheese. The only
firms allowed to import cheese are certain trading companies, each of which is allocated the
right to import a maximum number of pounds of cheese each year; the size of each firm's
quota is based on the amount of cheese it imported in the past. In some important cases,
notably sugar and apparel, the right to sell in the United States is given directly to the gov-
emments of exporting countries.

It is important to avoid the misconception that import quotas somehow limit imports
without raising domestic prices. An import guota always raises the domestic price of the
imported good. When imports are limited, the immediate result is that at the initial price
the demand for the good exceeds domestic supply plus imports. This causes the price to
be bid up untii the market clears. In the end, an import quota will raise domestic prices by
the same amount as a tariff that limits imports to the same level (except in the case of
domestic monopoly, when the quota raises prices more than this; see the second appen-
dix to this chapter).

The difference between a quota and a tariff is that with a quota the government receives
no revenue. When a quota instead of a tariff is used to restrict imports, the sum of money
that would have appeared as government revenue with a tariff is collected by whomever
receives the import licenses. License holders are able to buy imports and resell them at a
higher price in the domestic market. The profits received by the holders of import licenses
are known as quota rents. In assessing the costs and benefits of an import quota, it is cru-
cial to determine who gets the rents. When the rights to sell in the domestic market are
assigned to governments of exporting countries, as is often the case, the transfer of rents

abroad makes the costs of a quota substantially higher than the equivalent tariff.
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