Chapter 24 Trade Barriers

Study Guide

24.1  Trade Barriers

1. A trade barrier refers to any form of governmental regulation that                or                international trade.

2. In economics, the use of economic policies to restrain trade between countries to protect domestic industries is called                     .

3. An import quota is a                        set on the quantity of a good that can be imported into a country in a given period of time.

4. A              (an import duty) is a tax levied upon imported goods.


5. A small economy opens up to free trade and imports clothing from the world market. The world price of clothing is Pw.

(a) Indicate the supply curve with free trade (Sf) and the quantity of clothing imported in the diagram.

(b) With free trade, the domestic price of clothing is            .

6. A small open economy imposes a tariff on an import, causing its domestic price to increase from the world price (Pw) to Pt.

(a) Indicate the following in the diagram:

(i) the supply curve with tariff (St)

(ii) the quantity of import after imposing the tariff

(iii) the government tariff revenue

(b) After imposing the tariff, the domestic consumption will (increase / decrease / remain unchanged) while the domestic production will (increase / decrease / remain unchanged).

7. Suppose a small open economy lowers the amount of the tariff imposed on imported good X. Fill in the following blanks about the effects of lowering the tariff.

	
	Effects
(increases/decreases/uncertain)

	(a) Domestic price
	                        

	(b) Domestic consumption
	                        

	(c) Import volume
	                        

	(d) Government tariff revenue
	                        


8. A small open economy imposes an effective import quota on good X, causing its domestic price to increase from the world price (Pw) to Pq.

(a) Indicate the following in the diagram:

(i) the supply curve with quota (Sq)

(ii) the quantity of good X consumed domestically (Qc)

(iii) the quantity of good X produced domestically (Qp)

(iv) the value of quota
(b) Explain which party will gain the value of quota if the government allocates the quota to domestic importers for free.

9. Which of the following is/are the effect(s) of a small open economy lowering its quota limit on good X? Put a tick (() in the appropriate box(es).

□ The quantity of good X consumed domestically will increase.

□ The quantity of good X produced domestically will increase. 

□ The import volume of good X will decrease.

□ The world price of good X will increase.

10. Determine if each of the following statements is true or false. Circle the correct answer.

	(a) Imposing either a tariff or an import quota raises government revenue.
	(True / False)

	(b) Imposing an import quota generates a more certain result in restricting import volume than imposing a tariff.
	(True / False)

	(c) Under quotas, those producers that survive in the long term may not be the most efficient producers.
	(True / False)


24.2  Trade Barriers Faced by Hong Kong

11. Suggest TWO examples of trade barriers faced by China and Hong Kong.

24.3  Hong Kong’s Attempts to Overcome Trade Barriers

12. Name TWO institutions that the Hong Kong Government has set up to promote trade.
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