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Summary

Task 1. Please, read the review of the summary. Free-

rider problem.

There are valid arguments for import barriers, though

most are quite different from those usually given. One

way or another, valid defenses of import barriers lean

on the existence of relevant distortions (resulting from

gaps between private and social costs or benefits) or

noneconomic objectives.
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Case-Study 01

Task 1. We agreed to start our class by checking

the case-study. You are given 10 minutes to

complete it.

Please, read the case study and answer to the

questions. The file has been sent to you in our

Chat.
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Case-study
FOCUS on Labor How Much Does It Cost to Protect a Job?
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Defenders of protection against imports claim that it

is needed to protect domestic jobs. Although it

sometimes sounds like any people who lose their

jobs to increased imports are unemployed forever,

we know that that is not true. Workers lose their

jobs for many reasons, and nearly all of them then

look for and find other jobs. It may take awhile and

the new jobs may not pay as much (at first) as the

previous jobs did, but they will be reemployed.



Questions and Problems

1. A single firm’s innovations in production technology often benefit the production of other
firms because these other firms learn about the new technology and can use some of
the ideas in their own production.

a. Is there an externality here?

b. How would an economist rank the following two policies in this situation? Why?
i. A tariff on imports, to make sure that domestic production using the new
technology occurs.

ii. A subsidy to domestic production, to make sure that domestic production
using the new technology occurs.

c. What third policy (a tax or a subsidy to something) would the economist
recommend as even better than these two?

2. What is the specificity rule?
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Questions and Problems

Australia has only one firm that makes aircraft. Without assistance from the

government, that firm has lost most of its business to imports from the

United States and Europe. Which of the following policies would be most

costly for the Australian nation as a whole, and which would be least costly?

Policy A: Paying the lone Australian firm a production subsidy per plane,

without protecting it against imports.

Policy B: Imposing a tariff equal to the production subsidy in policy A.

Policy C: Imposing an import quota that cuts imports just as much as policy

B would.
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Questions and Problems

• A small price-taking nation imports a good that it could not possibly

produce itself at any finite price. Can you describe plausible conditions

under which that nation would benefit from an import tariff on the good?

• Can you describe plausible conditions under which a nation would benefit

from subsidizing imports of a good?

• “The infant industry argument is not really an argument for a tariff on

imports of a product.” Do you agree or disagree? Why?

• Do you favor or oppose the government policy of offering extra adjustment

assistance to workers displaced by increasing imports? Why?
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Pushing Exports

Controversy over export behavior and export policy

rivals the perennial fights over import barriers. On the

export side, however, the fight takes on a somewhat

different form. Here the fight usually centers on the

artificial promotion of trade rather than on trade

barriers. This lecture explores how both businesses

and governments may push for more exports than

their country would sell under ordinary competition.

The underlying policy questions are: Can a country

export too much for its own good or for the good of the

world? Is that happening today? If so, what should an

importing country do about another country’s

apparently excessive exports?
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DUMPING

Dumping is selling exports at a price that is too low—less
than normal value (or “fair market value,” as it is often
called). There are two legal definitions of normal value:

• The long-standing definition of normal value is the price
charged to comparable domestic buyers in the home
market (or to comparable buyers in other markets). Under
this traditional definition, dumping is international price
discrimination favoring buyers of exports.

• The second definition of normal value arose in the 1970s. It
is cost-based—the average cost of producing the product,
including overhead costs and profit. Under this second
standard, dumping is selling exports at a price that is less
than the full average cost of the product.
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Why would an exporting firm engage in dumping?

• Predatory dumping

• Cyclical dumping

• Seasonal dumping

• Persistent dumping occurs because a firm with market power uses price discrimination
between markets to increase its total profit. A firm maximizes profits by charging a lower price
to foreign buyers if

It has less monopoly power (more competition) in the foreign market than it has in its home
market and

Buyers in the home country cannot avoid the high home prices by buying the good abroad and
importing it cheaply.

When these conditions hold, the firm can make home-country buyers pay a higher price and
thus earn a higher total profit. This is not predatory; it is not intended to drive any other firms out
of business. And it can persist for a long time—as long as these market differences continue.
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FIGURE 1 Persistent Dumping
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The monopolist uses price

discrimination to maximize profits in

two markets. The firm charges a

higher price in the market where the

demand curve is steeper. In this case,

that is the home market in Japan,

perhaps because in its home market

the firm is protected from foreign

competition. In the more competitive

U.S. market, the firm charges a lower

price for its exported product. Total

profits are the sum of the two shaded

rectangles. The price discrimination is

viable only if there is no way for

consumers in the high-price market to

buy the product from the low-price

market, and if policymakers in the

importing country do not impose

antidumping duties.



REACTING TO DUMPING: WHAT SHOULD A 
DUMPEE THINK?

Domestic firms competing against exports dumped into their market are likely to

complain loudly to their government, charging that this is unfair. How should the

importing country view dumping? What should be its government policy toward

dumping?

In one sense the importing country’s view is easy. It should welcome dumping and

thank the exporting country. After all, we do not usually argue when someone tries

to sell us something at a low price. This instinct seems clearly correct for persistent

dumping. Compared to the high price in the exporting country, the importing

country gets the gains from additional trade at the low export price. The importing

country’s terms of trade are better. The benefits to consumers are larger than the

losses to the importcompeting producers.
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Figure 1
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Other two types of dumping: predatory dumping 

However, the other two types of dumping may

not be so simple. There is a sound economic

reason for the importing country to view

predatory dumping negatively. Although the

importing country gains from low-priced

imports in the short run, it will lose because of

high-priced imports once the exporting firm

succeeds in establishing its monopoly power.
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Other two types of dumping: Cyclical dumping

Cyclical dumping is the most complicated kind of dumping for the importing
country. Most cyclical dumping is probably the normal working of well-
functioning, competitive global product markets. When demand declines, the
market price falls in the short run. A firm will continue to produce, sell, and
even export some amount of the product, as long as the revenue earned at
least covers variable cost. This is exactly what we want to happen when
there is a decline in demand. Production declines somewhat in many
countries as the world price falls. There is an efficient global “sharing” of the
decline in demand. Once the recession ends, demand, price, and global
production will recover. (If instead too much production capacity continues to
exist, then eventually there will need to be an efficient global sharing of
capacity reduction before price can recover.)
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ACTUAL ANTIDUMPING POLICIES: WHAT IS UNFAIR?

Our discussion suggests that dumping is often good
for the country importing the dumped exports but that
two types of dumping could be bad for the importing
country. Predatory dumping can be bad if it is
successful, but success is probably rare. Cyclical
dumping can sometimes unfairly harm the importing
country, but much of the time it is probably the normal
working of the competitive market. The implication is
that the importing-country’s government policy toward
dumping (its antidumping policy) should examine
each case and consider benefits and costs before
imposing antidumping duties or other restrictions on
dumped imports. In fact, actual government policies
are not at all like this.
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Figure 2 
Top 11 Initiators of Antidumping Cases
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Under current antidumping policies in the United States and a growing
number of other countries, we get the following results:

1. The procedure is biased toward finding dumping.

2. The injury test considers only harm to import-competing producers.
There is no consideration of whether predation or some other source of
harm to the country is involved. There is little or no consideration of the
benefits to consumers of the lowpriced imports.

3. Overall, the process is biased toward imposing antidumping duties, even
though this usually lowers the well-being of the importing country.
Antidumping duties also generally lower world welfare.
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If an exporting country’s government believes that an importing country’s
government violated the WTO’s rules in deciding to impose an antidumping duty, it
can complain to the WTO. By early 2018 there had been 124 such complaints,
including 54 about the laws and procedures of the U.S. government. As of early
2018, panels had been convened and reached decisions in close to half of these
124 cases. Usually, the panels found errors by the importing countries, including
using inappropriate procedures, determining dumping margins (or subsidy rates) in
a manner inconsistent with WTO rules, and determining injury using incomplete
information or biased analysis. In some of the cases the importing country
implemented changes (like revoking the duties) to bring their practices in line with
WTO rules, but in others they have not (yet). While the WTO dispute settlement
procedure can provide some guard against misuse of antidumping duties, the
process is too slow to minimize the effects of such misuse
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As you see the US was the main trade partner for China in 2021. 

Do you consider that China was the main trade partner for the US in 2021?
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PROPOSALS FOR REFORM

Although there are exceptions, the current practice of retaliation against
dumping is usually bad for the world and for the importing country. Yet this
practice is fully consistent with current WTO rules. Three possibilities for
reform are discussed in the following slides.

• antidumping actions could be limited to situations in which predatory
dumping is plausible

• the injury standard could be expanded to require that weight be given to
consumers and users of the product

• antidumping policy could be replaced by more active use of safeguard
policy,
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1. Antidumping actions could be limited to 
situations in which predatory dumping is plausible.

This reform would focus on the type of dumping that is most likely to be bad

for the world and for the importing country. It would also align antidumping

policy with antitrust policy (as it is called in the United States; it is called

competition policy, antimonopoly policy, or similar names in other countries).

Pro-competition policies usually forbid any predatory action to gain

monopoly power. This reform would try to limit the scope of antidumping

policy. However, the procedures in a country could still be biased toward

finding both dumping and something potentially predatory about it.
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Second, the injury standard could be expanded to require 
that weight be given to consumers and users of the 
product

This change would shift the discussion toward injury to net national well-

being, not just injury to domestic import-competing producers. Some

countries, including the European Union, Canada, and Thailand, already

have a “public interest test” in their antidumping regulations. This reform

would try to limit the scope for antidumping actions in a general way rather

than by focusing on one type of dumping.
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Third, antidumping policy could be replaced by 
more active use of safeguard policy

Third, antidumping policy could be replaced by more active use of safeguard policy, another kind
of increased import protection allowed by WTO rules. Safeguard policy is the use of temporary
import protection when a sudden increase in imports causes injury to domestic producers. The
intent is to give some time for import-competing firms and their workers to adjust to the
increased import competition.

Defenders of antidumping policy often state that antidumping policy facilitates trade liberalization
because it allows protection for industries that are hurt more than expected by increasing
imports. This is really an argument for safeguard policy. Safeguard policy is better because:

• There is no need to show that foreign exporters have done anything unfair.

• The interests of consumers can be considered in the process that leads to the decision of
whether or not to impose a safeguard, and what form it will take if imposed.

• The focus is on adjustment by the import-competing producers.

• There is pressure to adjust because the import protection is temporary.
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Case-study 01
Antidumping in Action

Here are three examples of
antidumping in real life. One sad
moral of these tales is that any
exporter that succeeds in building
market share is at risk of being
accused of dumping, and defense
against this charge will be very
difficult.

The file has been sent to you in our
Chat. Please, share your answers to
the case-study question.
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EXPORT SUBSIDIES

Governments promote or subsidize exports more often than they restrict or

tax exports. Some government efforts to promote exports are not

controversial according to international precepts (although there are

questions about how effective they are). Government agencies like

Export.gov of the U.S. Department of Commerce provide foreign-market

research, information on export procedures and foreign government

regulations, and help with contacting buyers. Government agencies sponsor

export promotion events like trade fairs and organized trips. Governments

establish export processing zones that permit imports of materials and

components with easier customs procedures and low or no tariffs.
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Effects

What are the effects on the country whose government offers the export subsidy?
Let’s examine the effects for a competitive industry, using our standard supply-and
demand framework. We will reach the following conclusions:

1. An export subsidy expands exports and production of the subsidized product. In
fact, an export subsidy can switch the product from being imported to being
exported.

2. An export subsidy lowers the price paid by foreign buyers, relative to the price
that local consumers pay for the product. In addition, for the export subsidy to
work as intended (the government subsidizes only exports, not domestic
purchases), something must prevent local buyers from importing the product at
the lower foreign price.

3. The export subsidy reduces the net national well-being of the exporting country
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1. An export subsidy expands exports and production of the subsidized 
product. In fact, an export subsidy can switch the product from being 
imported to being exported.

FIGURE 3 Export Subsidy, Small Country, Exportable Product
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With free trade at the world price of $100, this small

country exports 90 million steel pipes. If the country

instead offers an export subsidy of $20 per unit

exported, revenue per unit exported rises to $120, and

the exporting firms must receive this amount as the

selling price from domestic buyers as well. Domestic

production rises from 160 to 190 million, domestic

consumption falls from 70 to 50 million, and the country

exports 140 million pipes. Domestic producers gain

surplus equal to area e + f + g, domestic consumers

lose surplus equal to area e + f, and the cost to the

government of paying the export subsidy is area f + g +

h. The net loss in national well-being because of the

export subsidy is area f plus area h.



2.

FIGURE 4 Export Subsidy, Large Country, Exportable Product
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With free trade at the world price of $100,

this large country exports 90 million steel

pipes. If instead the country offers an

export subsidy of $20, its extra exports

drive the world price down to $88. The

revenue per unit received by the exporting

firms is $108, and domestic buyers pay a

price of $108. The net loss of well-being

for the exporting country is area f + h + i +

j + k + l + m. The export subsidy both

distorts domestic production and

consumption and worsens the exporting

country’s international terms of trade. The

inefficiency created for the world is area f

+ h + u.



3. Switching an Importable Product into an Exportable 
Product
FIGURE 5 An Export Subsidy Turns an Importable Product into an Export
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With free trade and no export subsidy, this

small country imports 80 million kilos of

butter. If instead the country’s government

offers an export subsidy of $2 per kilo, the

revenue per unit received by producers

doubles to $4. The country becomes an

exporter of 30 million kilos of butter. The net

loss of national well-being is the sum of a

production deadweight loss of area FCH

and a consumption deadweight loss of area

BJG.



WTO RULES ON SUBSIDIES

As a result of the agreements reached in the Tokyo Round and Uruguay Round of trade negotiations, the
WTO now has a clear set of rules for subsidies that may benefit exports. The WTO rules divide subsidies
into two types:

• Subsidies linked directly to exporting are prohibited, except export subsidies used by the lowest-income
developing countries. Example: A firm receives a tax break based on the amount that it exports.

• Subsidies that are not linked directly to exporting but still have an impact on exports are actionable.
Example: Low-priced electricity is provided to assist production by local firms in an industry, and some of
this production is exported.

If an importing country’s government believes that a foreign country is using a prohibited subsidy or an
actionable subsidy that is harming its industry, the importing country can follow one of two procedures: • File
a complaint with the WTO and use its dispute settlement procedure. • Use a national procedure similar to
that used for dumping (used more often).

If the importing country can show the existence of a prohibited or actionable subsidy and harm to its
industry, it is permitted to impose a countervailing duty, a tariff used to offset the price or cost advantage
created by the subsidy to foreign exports.
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SHOULD THE IMPORTING COUNTRY IMPOSE 
COUNTERVAILING DUTIES?

How should the importing country respond to subsidized exports? Should
the country simply enjoy the bargain? Or should the importing-country
government heed the complaints from import-competing producers about
unfair competition and impose a countervailing duty on the subsidized
exports?

If the exporting country is large enough to affect world prices, then the
export subsidy lowers the price that the importing country pays for these
exports. As we saw in Figure 4B, the importing country overall is better off,
but the import-competing industry is harmed. By WTO rules, the importing-
country government is permitted to impose a countervailing duty. What
happens if it does so?
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We will focus on two different measures of well-being, one for the importing

country and one for the world. We will make comparisons among three

different situations:

• (1) free trade,

• (2) export subsidy with no countervailing duty, and

• (3) export subsidy plus countervailing duty.
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FIGURE 6 A Foreign Export Subsidy and a Countervailing Duty
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The diagram shows the

effect of (1) a Brazilian

export subsidy on steel to

Canada and (2) a Canadian

countervailing duty on

imports of subsidized steel

exports from Brazil. An odd

pattern results: Each policy

in turn brings a net loss to

the country adopting it, yet

for the world as a whole the

Canadian countervailing duty

undoes the harm done by

the Brazilian export subsidy.



Conclusion

Because export subsidies are bad for the world as a whole, and retaliating against
them is good for the world as a whole, WTO rules are wise to allow importing
countries to impose countervailing duties. However, it turns out that subsidy
complaints and countervailing duties are much less frequent than dumping
complaints and antidumping duties. During 2012–2016, only 166 subsidy cases
were initiated in the world, and in mid-2017, there were only 154 countervailing
actions in effect.

The United States has been the largest user of countervailing duties, with 81 of
these new cases and 91 of the countervailing duties in force. The European Union
and Canada also make some use of countervailing duties. China, and India are the
countries most frequently charged with subsidizing exports. Steel products are the
most frequently involved. Countervailing duties also tend to be lower than
antidumping duties. For instance, for the United States the average countervailing
duty is about 10 percent.
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STRATEGIC EXPORT SUBSIDIES COULD BE GOOD

In the previous section we assumed competitive supply and demand, and we

reached the conclusion that an export subsidy harmed the exporting country. For

some industries this competitive assumption is wrong. Suppose instead that the

real-world market in question features the clash of two giant firms, each of which

could supply the whole market. The economics of an export subsidy looks very

different if international competition in the industry consists of an oligopolistic duel

between two firms for the global market. In this battle of giants, an export subsidy

can be either good or bad, both for the exporting country and for the world.

To see the possibility of a good subsidy, let us imagine a simplified case inspired by

the continuing real-world competition between Boeing of the United States and

Europe’s Airbus.
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FIGURE 7 A Two-Firm Rivalry Game with No Government Subsidies: Airbus versus Boeing
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When two competing firms face each

other with identical choices and no

government help, there is no clear

result to the game if both must decide

simultaneously. Each would like to be

the only producer, but if both decide

to produce, both lose. Knowing this,

both may decide not to produce.



FIGURE 11.8 A Two-Firm Rivalry Game with Government Subsidies: Airbus versus Boeing
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A. If the European government gives Airbus a subsidy of 10,

to ensure Airbus a profit of 2 even with full competition,

Airbus will choose to produce. Knowing that Airbus will

produce, Boeing will choose not to produce. Airbus wins

profits of 110. Because the airplane is built, consumers

gain some surplus from the new product, and the world

as a whole gains well-being.

B. In this case, with each government offering a subsidy to

its firm of 10, both firms will produce the airplane. For

each country the cost of the subsidy (10) is greater than

the gain to the firm (2). Each country loses by offering its

subsidy, unless gains in national consumer surplus (not

pictured here) are larger than this net loss of 8.



Conclusion

These simple examples bring out the two key points about an export subsidy

or similar type of subsidy in a global duel between two exporting giants:

1. The subsidy might be a good thing for the exporting country, as shown in

panel A in Figure 8, but

2. The case for giving the subsidy is fragile, depending on too many

conditions to be a reliable policy.
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Case-study 03
Global Governance Dogfight at the WTO
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Case-study 03
Agriculture Is Amazing

Please,
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Summary

Dumping is selling exports at less than normal value—a price lower than the price
in the home market or lower than the full average cost of production. Exporters may
engage in dumping to drive foreign competitors out of business (predatory
dumping), during recessions in industry demand (cyclical dumping), to unload
excess inventory (seasonal dumping), or to increase profits through price
discrimination (persistent dumping). The importing country benefits from the
dumped exports because it pays a lower price for its imports. But the importing
country could be hurt by predatory dumping (higher prices in the future) or by
cyclical dumping (importing unemployment).
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Questions and Problems

1. What are the two official definitions of dumping?

2. Which of the following three beverage exporters is dumping in the U.S.

market? Which is not? How do you know?

46



Questions and Problems

3. What is persistent dumping? Does an exporter lose profit because of the low export price? Does
persistent dumping harm the importing country?

4. What is a countervailing duty?

5. What would happen to world welfare if the United States paid exporters a subsidy of $5 for every pair
of blue jeans they sold to Canada, but Canada charged a $5 countervailing duty on every pair imported
into Canada? Would the United States gain from the combination of the export subsidy and import
tariff? Would Canada? Explain. (In your answer, assume that the blue jeans market is perfectly
competitive.)

6. In the Airbus-versus-Boeing example in Figure 7, what strategy should the EU governments follow if
the upper-left box (a) gives Airbus and Boeing each a sure gain of 5 or (b) gives Boeing a gain of 5 and
Airbus a gain of 0? In each case, should the EU offer a subsidy to Airbus? Explain.

7. You have been hired to write a defense of the idea of having a government plan to subsidize the
expansion of an export-oriented industry, taking resources away from the rest of the economy.
Describe how you would defend such an industrial targeting strategy as good for the nation as a whole
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