
1

2. Trade Policy under Multilateral Liberalization

Pre-multilateral trade institution

League of Nations

Post-war multilateral trade institution

General Agreement on Tariffs and Trade, 1948

World Trade Organization, 1995 

Economist, “Protectionism: The battle of Smoot-Hawley”, 18 Dec 2008.



3.1 Basics of an import tariff

Definition

Types

Objectives

Experience as a policy tool in practice

3.2 Tariffs under the WTO

Rules on tariff restrictions

Tariffs rather than quotas

Tariff ceilings – maximum rates declared and tariff cuts 
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3. Import Tariffs as a Policy Tool
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Schedule of MA commitments, agriculture – Norway, chapter 2, 4

Harmonized product code system
Base MFN 

rate, 1995

Bound MFN 

rate, 2000

Code Product description kr/kg % kr/kg %

02.01 Bovine meat, fresh or chilled

.10 Carcasses 37.97 405 32.28 344

02.03 Meat of swine, fresh or chilled 

.11 Carcasses 28.99 428 24.64 363

02.04 Meat of lamb, fresh or chilled

.10 Carcasses 38.22 505 32.49 429

02.07 Poultry meat  (Gallus domesticus)

.21 Not cut in pieces 30.25 341 25.71 290

04.06 Cheese

.10 Fresh cheese, not fermented 29.03 275 24.68 233

.40 Blue-veined cheese 31.94 302 21.15 257

Source: WTO Schedule XIV, Norway, section 1-A, Tariffs, 1995

Avg cut had to be 36%; 15% min cut taken on meats/fresh cheese

Tariffs in practice: Norway’s WTO commitments, ag

Import Tariffs, continued . . .



Selected 

countries

Agricultural tariff lines Non-agricultural lines
Duty-

Free
1-9%

10-

24%

25-
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100%+

Duty-

Free
1-9%

10-

24%
25%+

Norway

   Bound 
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6

2

9

5
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1

10

4

0

0

Switzerland

   Bound 

   Applied

22

30

33
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9

21

13

13

10

18

21

79

77

2

2

0

0

EU-27

   Bound

   Applied

32

32

28

29

26

26

12

11

1

1

28

27

64
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8

8

0

0

Japan

   Bound

   Applied

34

37

35

35

18

18

9

7

4

2

56

57

41

40

3

3

0

0

US

   Bound

   Applied

31

31

57

58

8

8

2

2

1

1

29

26

63

65

8

9

0

0

Import Tariffs, continued …

Distribution of tariff lines by rate, % of total lines, 2016

Applied rates close to the bound rates 

imply predictability and transparency. 



High-income countries, average tariff rates, % 
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0          5          10           15 20

Agriculture, EU

Agriculture, US

Textiles and clothing, US

Textiles and clothing, EU

Manufactured goods from 
low-income countries

Manufactured goods from 
high-income countries

Source: Oxfam, 2004

US and EU tariffs on goods 

produced in South are 

higher than on goods from 

the North. 

Import Tariffs, continued . . .



Tariffs on manufactured goods, developing countries

6Economist, 28 Jun 2007

Import Tariffs, continued . . .

Developing countries 

negotiated high tariff 

ceilings – so high that they 

probably never intended to 

apply those rates. Tariffs 

can be changed at will 

which reduces 

predictability and 

transparency for trading 

partners.
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Country share (%) Country share (%)

Algeria 12.1 Madagascar 53.5

Bangladesh 30.0 Paraguay 17.5

Cameroon 31.6 Philippines 19.6

Congo, D.R. 33.7 Sierra Leone 49.8

Congo, R. 23.2 Swaziland 54.7

Dominican Rep. 44.1 Uganda 50.3

India 24.1 Venezuela 12.1

Source: South Centre, “Revenue implications of WTO NAMA tariff reduction”, Dec 2004

              Original data From World Development Report, 2003, World Bank

Import Tariffs, continued . . . 

Tariff revenue, 2001, share of total revenue

In 2006, Norway’s tariff revenue share of total revenue was 0.16% (Husted 

& Melvin, Int’al Economics, 2013). Clearly not a revenue objective.



“Reciprocal” tariffs – Apr 2025
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Economist, “American isolationism: 

Losing their religion”, 28 Oct 2023, 

p. 38-9.

Import Tariffs, continued . . . 

Highlighting US tariffs

Tariffs as initially proposed by candidate Trump

• Universal 10% tariff

• Avg rate to levels of 1940s



Rates by share of US imports, as of Aug 2025
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Country Share of M, % Rate, %

Mexico 15.5 25

China 13.4 30

Canada 12.6 35

Germany 4.9 15

Japan 4.5 15

Vietnam 4.2 20

South Korea 4.0 15

Taiwan 3.6 20

Ireland 3.2 15

India 2.7 50

Italy 2.3 15

UK 2.1 10

Switzerland 1.9 39

Import Tariffs, continued . . . 

In early 1900s, tariffs helped pay for 

low US gov’t spending – no Y tax.

Trump-1.0: nearly all tariff revenue 

was paid by US firms in the form of 

↓ profit margins and ↑ P by buyers / 

consumers (Amity et al., 2020). 

Trump-2.0: proposed an “external 

revenue service” – tariffs as a 

substitute for domestic tax (posts: 

tariffs could eliminate Y tax for those 

earning < $200,000/yr).

2024: tariffs = $100bn of $4.9trn of 

total federal tax intake – before 

Congress extended tax breaks. 

          Import share of GDP = 14%

Economist, “Trade war: Bonanza 

denied”, 24 May 2025, p. 62.

BBC website, https://www.bbc.com/news/articles/c5ypxnnyg7jo accessed 2025.

https://www.bbc.com/news/articles/c5ypxnnyg7jo


3.3 Modeling the effects of an import tariff

Small country

Large country

Exercise 3 tips: A tariff affects ED – willingness to import!

• Specific tariff: EDτo = a – b[P + τ0] = a’ – bP

• Ad valorem tariff: Edτ% = a – bP[1 + τ%] = a – b’P

where τ% = 0,2 if the rate is 20% 

• For max revenue generating tariff: see Houck link on required readings

• “Optimality” refers to tariffs effect on ∆SW

• OC analysis: from FT eqlbm you have actual [QA]T, [QM]T and [PA/PM]W

To show trade effect of tariff, you must deduce what happened in the other 

sector
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Import Tariffs, continued . . . 



4.1 Basics of import quota

Definition

Types: volume/value

Objectives 

Economic and political issues

Quotas prohibited with exceptions

Efficiency

Economic logic of WTO principles

Political administration

4.2 Graphical analysis: trade, economic and welfare effects
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4. Import and Export Quotas as a Policy Tool



Experiences with import quotas: case of Norway

Total cheese quotas

• 1995: Duty-free 4 500 ton EU quota

⬧ 3430 tons licensed thru historical allocation

⬧ 340 allocated to processors

⬧ 730 tons by application, 1st come, 1st serve

• 2011: 2 700 ton EU quota by auction (25,26 kr/kg bid price in 2016)

• Imports exceeding quota volume subject to 200+% tariffs 

• 2021: 75,000 tons produced in Norway (imports ≈ 15% of consume)

• https://www.toll.no/en/corporate/import/free-trade/quotas/

Voluntary export restraints and orderly marketing 

arrangements
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Import/Export Quotas as a Policy Tool, … continued

Source: WTO, Trade Policy Review: Norway, doc number WT/TPR/S/373, 23 Apr 2018



Export quota: case of rare earth elements

• Background

⬧ Key manufacturing input

⬧ China global supplier/exporter

• What is the policy objective? 

⬧ Address environmental concern

⬧ Improve TOT at expense of others
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Background information

Share of world Q, 2000-10 97%

Share of reserves 50%

Avg export vol, 2000-09 47 000 – 50 145 tons

Export quota, 2010 30 000 tons

Import/Export Quotas as a Policy Tool, … continued

Economist, “Rare earths”, Economic and financial indicators, 17 Mar 2012, p. 89.



Is an export quota an appropriate tool to meet an 

environmental objective?
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Import/Export Quotas as a Policy Tool, … continued



Is a production quota an appropriate tool to meet an 

environmental objective?
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Import/Export Quotas as a Policy Tool, … continued



Aftermath of the policy and trade dispute

16

Economist, “War supplies: 

Mission-critical”, 15 Jul 2023, p. 

5.

Vanadium – metal 

resistant to fatigue; 

Cobalt – resistant to 

high temperatures; 

Titanium – strong as 

steel, 45% lighter; 

Tungsten – vital for 

warheads; Beryllium 

with copper is 

conductor of 

electricity and heat; 

Gallium – input into 

chipsets of 

communications 

systems, fibre-optics 

and avionic sensors; 

Germanium – 

transparent to 

infrared radiation, 

used in night-vision; 

rare earths go into 

higher performance 

magnets.

Import/Export Quotas as a Policy Tool, … continued

2010: WTO found China’s policy was more about 

controlling raw materials for dominance in value-

added - turning oxides into metals and metals into 

products - not environmental protection.

Concern with China’s dominance of rare earths led 

to increased mining in the rest of the world.

Economist, “Rare earths: Magnetic 

attraction”, 15 Jun 2019, p. 47-8.
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