
Protectionism through quotas;  

demise of Fiji’s sugar industry;  

garments exports to Australia under quota; 

guest worker schemes for labour supply to Aust/NZ  

Previous lecture: analysis of the impact of tariff protection on PIC welfare.   

 

Some countries restrict imports by setting quotas:  like the US and EU quotas 

for foreign sugar; Aust/NZ garments quotas through SPARTECA. 

 

How is the impact of quotas different from the impact of tariffs?  

Who gains? Who loses? 

 

Quotas are being gradually removed because of pressures from WTO. 

 

What will be the long term effects for developing countries? 

What will be the long term effects for developed countries? 

 

eg Economic Partnership Agreements currently under negotiation with the EU. 



Impact of “Import Quotas” 

While tariffs and quotas both discourage free imports, import tariffs will still 

allow local consumers to buy the imports as long as they are prepared to pay the 

higher price; not so with import quotas 

 

Import quotas, strictly limits how much imports can come in. 

 

The impact on domestic price may not be known. 

 

Often it gives government officials the discretionary authority  

 -which importers to give the import license to  (sometimes for a bribe) 

 - which country to give the quota to (some times as political pay-back) 

 

eg Fiji is currently trying to increase its quota in the US market. 

 

(Can also have a “tariff quota” which allows certain quantity of imports at zero 

tariff or preferential tariff) 



Without the quota, Sd and Si 

The equilibrium price is Po (the international price) 

 

Total quantity consumed =  Qo = PoC + CB where  

 

PoC is provided by the domestic producer;  and  CB = imports. 
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Suppose imports limited to quota = EF (ie max imports allowed) 

How analyse this?   Think carefully: domestic supply is already there; and 

imports are limited to the amount of the quota. 

So New supply curve = domestic supply (there already) + the quota (EF) 

New supply curve (Sd+q) is the domestic supply curve plus the quota 

i.e new supply curve is Sd+q- a parallel shift to the right of Sd 
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Price rises (why?), quantity consumed reduces 

Why does the price rise?  There is no tariff duty.  Bonus mark. 

New Equilibrium price is higher at Pq, because imports restricted by quota (ie loss of HB 

consumers), hence total consumption is lower (Qf); ie price must be higher. 

With higher price, domestic production can increase now to OQe = PqE 

Imports through quota  = EF 

Can see “areas”  1, 2, 3 and 4 as before- but not all with the same interpretation. 
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Loss of consumer surplus = 1+2+3+4   (as through tariffs) but... 

1 is the increase in producer surplus (as under tariff protection);   

4 is the loss due to consumers being pushed out of the market (as under tariff protection) 

2 is economic inefficiency in producing good at cost higher than international value. 

i.e. 2+4 = total deadweight loss (as under tariff protection). 

BUT what does Area 3 represent? 
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Where does 3 go to?  (under tariffs 3 = import duty going to govt) 

3 represents the difference in value of the import quota because of  the difference 

between the import supply price and the higher domestic price: who enjoys this benefit? 

 

All depends: who gets the right to import?  What process determines this? 

Great source of corruption.  Both within a country, and internationally. 
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3 ways to allocate the import quotas: internationally and nationally 

(1)  At Government’s discretion according to some rule:   

eg US Govt. quotas for sugar imports into US used to be given to “friendly allies” 

usually sugar produced in neighbouring countries by US companies; eg  Dominican 

Republic, even Fiji (seen as friendly, because of Sinai “peace-keeping”) given quotas; 

but Cuba,  one of the largest sugar producers in the world, and very close to US- was not 

given a quota by US because it was seen as a hostile communist nation. 
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2.   Quota allocation nationally by some criterion: 

eg under SPARTECA, import quotas for garments imports from Fiji producers, used to 

be given to Australian producers of related goods, for contribution to some local 

economic activity:    

Quota benefits go to chosen importers   

Criticism: gives power to government bureaucrats; susceptible to corruption and bribes. 

Does not really help the exporters. 

Qo 

Po 

A 

B 

$ 

Sd 

Qd O 

C Si= world price 

Pq 
E F 

Qe Qf 

G H 

1 
2 

3 4 

Sd+q 

= price after quota 

Quota 



3.   Public auction by government 

Potential importers bid some value up to the difference in price, for the right to import: 

with the highest bidder winning, thereby maximising govt. revenues. 

i.e. “3” is shared between government  and the importer: what proportions? Bonus mark? 

 

Depends on how competitive were the bids: the more competitive, the higher the gain to 

government and the lower the profit to the importer under quota (and vice versa) 
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Sugar exports to US are all under quotas and tariff protection 

The US price of sugar used to be twice the world market price: this protectionism costs 

consumers US$2 billion a year about six years ago; only amounted to about $8 per 

person per year (so consumers rarely complain). 

 The increase in producer surplus was about US$1 billion per year.  In US, the bulk of 

the producers are not small farmers, but large corporations (agribusinesses) who make 

hundreds of millions of extra profits a year because of  the protection: so not a big deal to 

fund both major parties with a few millions every year as campaign funds. 

 

Sugar lobby also supported by corn farmers (also agribusinesses) who gain from higher 

prices for sugar substitutes made from corn sweeteners 

 

Opponents of the sugar protectionism call it “welfare program for the rich”. 

 

Other major victims of the USA sugar protectionism are sugar exporters from the 

developing countries who are either banned from exporting to US or given strict quotas. 

 

Externality:  environmental damage done to the Everglades by the run-off of fertilisers 

and pesticides applied to the sugar farms in Florida (with diminishing returns to both 

fertiliser and pesticides). 

 



Complex historical situation for ACP sugar exported to EU 

Once upon a time Britain, France, etc all had their own colonies producing sugar (and 

other raw materials for British industry); Britain fostered sugar industries (owned and 

managed by themselves) throughout their tropical colonies:  Fiji, Guyana, Mauritius, 

Jamaica, Trinidad, etc etc 

 

Some 60 years ago, the international sugar markets went through turmoil with prices 

hitting the roof:  Britain, France etc decided that they needed secure sugar supplies at 

regulated prices 

 

With most of these colonies, they developed preferential arrangements which paid 

minimum prices which were different from the “free world market price”. 

 

The problem was that the world market was never the central market: it was where those 

countries which did not have special arrangements, sold their sugar, and that was only a 

small fraction of total world sugar traded- hence quite volatile. 

 

And most times, the major producing countries of the world excluded from the 

preferential arrangements (Cuba, Australia, Thailand) produced so much that the world 

prices was often just a third of the prices in the protected markets. 

 



But demand for sugar grew strongly in the developed countries 

The European countries needed to reduce their dependence on tropical cane 

sugar: they developed their own sugar industry from beet -  a temperate crop 

 

Beet sugar only viable if given protection from international trade: through tariff 

protection and quotas on imports; and huge subsidies to the beet farmers. 

 

Powerful farming lobby in the EU: origin of Common Agricultural Policy 

(CAP) with massive protection of the domestic agricultural producers 

 

Who fought tooth and nail to protect their industries from governments and the 

WTO which wanted to dismantle all the trade barriers 

 

Especially when the EU and other developed countries were fighting tooth and 

nail every where in the developing world to end the protectionism of their 

domestic manufacturing industries  

 

 



Eventually, the beet sugar industry grew so large 

Domestic EU production exceeded their domestic consumption 

 

Still committed through Lome/Cotonou Agreements etc to buy 1.6 million 

tonnes of ACP sugar at guaranteed prices, roughly three times the world prices 

 

EU had to export more sugar to the world markets (at world market prices) than 

their imports from the ACP countries  

 

While their own EU prices for sugar sold domestically were also three times the 

world markets prices. 

 

What was the logic of this totally crazy system?  Need lot more lectures! 

 

But basically, it survived through massive distortions in their domestic beet 

sugar industry and their international sugar trade regime. 

 



Market distortions in the EU’s sugar regime? 

(a) There are guaranteed minimum prices for local beet farmers: for domestic 

consumption (14 m tonnes) and export subsidies for about 4 million tonnes (to facilitate 

export at world markets)- both supposedly to allow fair incomes to EU sugar processers 

and farmers. 

 

(b) There are quotas which different beet producing countries must follow, which are 

then allocated to sugar producers under license 

 

(c) There are quotas for ACP countries, with guaranteed prices linked to the prices paid 

to beet sugar farmers (if their prices go down, the CAP prices go down) 

 

(c) There are prohibitive tariffs and quotas on imports from third countries 

 

Many of these distortions are against the WTO rules to which the EU, and the US were 

also signatory. 

 

Note: these rules are legally binding at pain of economic warfare-  as the giant US found 

to its dismay when Bush tried to protect US steel manufacturers in a state critical in the 

last elections: US had to remove its tariffs. 



Australia, Brazil and Thailand took the EU to the WTO 

court over the sugar preferences 

The WTO courts ruled (and confirmed in the Appeal) that the EU was breaking WTO 

rules through their excessive export subsidies and import restrictions. 

 

That the EU exports were being sold at marginal cost prices, which did not cover the 

average cost of production of sugar 

 

That the “dumped” exports were cross-subsidised by domestic production for domestic 

consumption, which had subsidies more than enough to cover the cost of the exports. 

 

The subsidies were deemed (in 2002) to cost $494m for Brazil, $151m for Thailand, and 

$60m each for South Africa and India. 

 

The WTO considered that it was extremely unjust that a developed country bloc like the 

EU was using trade distortions which were costing the poorer countries such welfare 

losses. 

 

The WTO ruled that the EU must end all their export subsidies and realign their domestic 

production to meet their consumption needs and their imports from the ACP countries.  



EU is now forcing through huge changes in its sugar regime 

Domestically, they are cutting the minimum guaranteed prices for their beet sugar 

farmers by 36% 

 

Hence also cutting the sugar prices for ACP countries (and others). 

 

In the medium term they are compensating the beet sugar farmers with other grants and 

subsidies (so effectively- they have just cut the ACP prices while insulating their own 

beet farmers) 

 

They are also massively cutting the production of sugar from about 19 million tonnes to 

about 12 million tonnes, 

 

And giving beet farmers financial incentives to move out of beet sugar production. 

 

With the ACP countries, the original Sugar Protocol which was part of the Lome 

Convention is being replaced by renegotiated Economic Partnership Agreements 

 

And the water is very very murky for the future of these preference benefits. 

 



It is quite unclear what the EU will do in the long run 

The 36% price cut to the sugar regime within the EU also impacts on the prices received 

by the ACP countries;  

 

Which is still better than the world market prices 

 

But the EU also wants to end all commitments to quotas for this ACP sugar and to 

abandon the preferential pricing for some quite unclear mechanism for two reasons: 

 

And there is also no guarantee that if other non-ACP less developed countries like Indian 

and Thailand get better access to the EU markets, then the ACP countries will be 

competing with these LDCs 

 

Without any guarantee that they can increase their exports to the EU. 

 

Then the absence of quotas for ACP countries might prove quite disastrous. 

 

The EU offers contradict many legal guarantees provided in the Sugar Protocol currently 

existing; while threatening to unilaterally discard the Sugar Protocol. 

 



Important to understand EU:ACP dynamics 

Firstly removing the import quota guarantees to the ACP countries helps the EU cope 

with their own cut-back in beet sugar production: they want to become a net importer 

 

Secondly, the ACP preferences have existed only because of a WTO waiver allowed the 

EU because of the “special relationships” between the EU and the ACP countries: this 

waiver is expiring now  

 

And the legal opinion is that the preferences given to the ACP countries can be legally 

challenged by other developing countries, and developed countries. 

 

Some of the other developing countries like India and Thailand are not only miles poorer 

than the ACP countries, 

 

But also much more valuable markets for EU products, investments and import sources, 

than the poor economically stagnant ACP countries who have little to offer the EU 

 

Interesting question:  why does the EU have such a large aid programme to the PICs? 

 



PICs bargaining with EU over the EPAs? 

The EU is fighting for reciprocal “free trade area” clauses 

 

And in the Pacific, Fiji and PNG have broken ranks and signed special deals with the EU 

 

Fiji did so just to keep its sugar quota with the EU 

 

PNG to keep its tuna markets and preferences secure 

 

But this mow leaves the other PICs high and dry on the EPAs negotiations,  

 

Since their Pacific unity is gone. 

 

 

 



What does the future hold? 

The largest exporter of sugar to the world is Brazil (50% of world exports) 

But half of their sugar cane industry is subsidised into the production of ethanol 

 

With massive fuel price rise, more sugar cane will be devoted to ethanol 

production, which implies that there will be reduced sugar on the world markets 

 

Free market sugar price may rise significantly 

 

Complexities because of growing importance of sugar substitutes, some made 

from corn. 

 

Sad reality for many ACP countries (like Fiji) who used the preferences, not to 

diversify from sugar, but to just “get along”, and same even became more 

inefficient  for a whole variety of reasons –  

 

Not the least of which has been bad politics. 



Next lecture 

The futility of PICTA 

 

 

The deadly power of economies of scale: nationally, regionally, and 

internationally. 

 

 

 

 


