
 

Chapter 8 – International Trade 
 
Quick Overview of Trade 
As we learned previously, trade makes everyone better off. We will expand the trade to the domestic and world market. 
To start with, this is a graph of domestic market without trade, which is called “autarky”: 

 
If a country opens its markets to trade, will they export or import? That depends on whether the world price is higher or lower than the domestic price.  

 

Trade: Exporting Country 
When a country (domestic) enters the world trade, it has to follow the world price because it is a price taker. The country exports when its quantity 
supplied is greater than its quantity demanded (=surplus). 

 

Who's the winner and loser? 

 

Winner: producers Loser: consumers  
When a country becomes an exporter, domestic producers are better off because they can sell the goods at higher price (to be equal with the world 
price). The trade also increases the producer surplus while it decreases the consumer surplus. Although consumer surplus decreased, the trade makes 
the country better off because the total surplus increased by "F" (refer the table) after the trade. The gain of the producers exceeds the loss of the 
consumers. 
 



Trade: Importing Country 
The country imports when its quantity demanded is greater than its quantity supplied (=shortage), or when world price is lower than the domestic market 
price. 

  
Who's the winner and loser? 

 

Winner: consumers Loser: producers 
When a country becomes an importer, domestic consumers are better off because they can buy the goods at a lower price (the lower world price). The 
trade also increases the consumer surplus while it decreases the producer surplus. Although producer surplus decreased, the trade makes the country 
better off because the total surplus increased by "D" (refer the table) after the trade. The gain of the consumers exceeds the loss of the producers. 
 

The Effects of Tariff 
A Tariff is imposed by the government only when the country is an importer. The government imposes tariff to raise the price of the imported goods, with 
the goal of protecting domestic industries, keeping jobs at home, ensuring domestic sources of sensitive goods, and other political reasons. 

 

 

Deadweight Loss: E+G 
First of all, tariff raises the price of the imported goods. This reduces 
the quantity of imported goods and the consumer surplus. Due to the 
reduction in imported goods, deadweight loss appears. Moreover, 
since tariff is a form of tax, the government revenue increases by "F," 
which is the quantity of imported goods that is taxed. The total 
surplus decreases because of deadweight loss and the loss in 
consumer surplus.	  


