Chapter 9:  Application:  International Trade
1. The Determinants of Trade

a. The Equilibrium without Trade

i. When an economy cannot trade in world markets, the price adjusts to balance domestic supply and demand.

b. The World Price and Comparative Advantage

i. The world price is the price of a good that prevails in the world market for that good.

ii. Trade is beneficial because it allows each nation to specialize in doing what it does best.

2. The Winners and Losers from Trade

a. The Gains and Losses of an Exporting Country

i. Once trade is allowed, the domestic price rises to equal the world price.

ii. When the domestic price rises to equal the world price, sellers are better off (producer surplus rises), and buyers are worse off (consumer surplus falls).
iii. Trade raises the economic well-being of a nation in the sense that the gains of the winners exceed the losses of the losers.

b. The Gains and Losses of an Importing Country

i. Once trade is allowed, the domestic price falls to equal the world price. 

ii. When the domestic price rises to equal the world price, buyers are better off (consumer surplus rises), and sellers are worse off (producer surplus falls).

iii. Trade raises the economic well-being of a nation in the sense that the gains of the winners exceed the losses of the losers.

c. The Effects of a Tariff

i. A tariff is a tax on goods produced abroad and sold domestically.

ii. The tariff reduces the quantity of imports and moves the domestic market closer to its equilibrium without trade.

d. The Effects of an Import Quota
i. The import quota is a limit on the quantity of a good that can be produced abroad and sold domestically.

ii. An import quota, like a tariff, reduces the quantity of imports and moves a market closer to the equilibrium that would exist without trade.
iii. Both tariffs and import quotas raise the domestic price of good, reduce the welfare of domestic consumers, increase the welfare of domestic producers, and cause deadweight losses.

iv. There is only one difference between these two types of trade restriction:  A tariff raises revenue for the government, whereas an import quota creates surplus for license holders.

3. The Arguments for Restricting Trade

a. The Job Argument
b. The National-Security Argument

c. The Infant-Industry Argument

d. The Unfair-Competition Argument

e. The Protection-as-a-Bargaining-Chip Argument

