
 

 

Main methods of protection and their impacts on the economy 
 
Protection refers to the government policies, such as tariffs, quotas, subsidies, local content rules and 
export incentives that provide domestic producers with an artificial advantage over foreign competitors. 
These policies allow countries, such as Australia to shield their infant industries, prevent dumping, avoid an 
increase in short-term domestic unemployment and an overreliance on other economies for basic items. 
The Australian Government has gradually attempted to remove protectionist policies because their 
continued implementation reduces trade, productivity, economic growth potential and living standards. 
Although this microeconomic reform will increase Australia’s capacity of long-term growth, other nations 
continue to shield their domestic markets to foreign competition, severely impacting export-based 
economies, such as Australia. 
 
A tariff is a government-imposed tax on imports, which has the 
effect of raising the price of the imported goods, making the 
domestic producer more competitive. The economic effects of 
a tariff include a stimulation in domestic production and 
employment, as domestic producers will supply a greater 
quantity of the good. Also, there is a reallocation of resources 
toward less efficient producers, with consumers paying a 
higher price and receiving fewer goods, hence redistributing 
income away from consumers to domestic producers. This 
tariff raises revenue for the government, and causes a 
retaliation effect, with other countries imposing tariffs on 
goods exported to them, in response to tariffs on imports from 
certain economies. The effects of the tariff are depicted in the 
graph below, with the curves SS and DD representing domestic 
supply and demand. 0P is the price of imported goods without the application of a tariff. At this price, 
consumers demand 0Q1, domestic producers supply 0Q and the quantity imported would be QQ1. If a 
tariff of PP1 is imposed, demand will contract to 0Q3, domestic supply will expand to 0Q2 and imports will 
fall to Q2Q3. Following the imposition of the tariff the government will raise revenue of ABCD. 
 
Additionally, quotas refer to restrictions on the amounts or 
values of various kinds of goods that may be imported, hence 
guaranteeing domestic producers a share of the market. 
Through imposing a quota, domestic producers supply a 
greater quantity of the good, hence stimulating domestic 
production and employment in the protected industry. This 
would cause a reallocation of resources, with consumers 
paying a higher price and receiving fewer goods, resulting in 
lower overall levels of economic growth. Unlike tariffs, quotas 
do not directly generate government revenue, yet instigate 
retaliation amongst other economies. Some economies may 
introduce a tariff quota, in which goods imported up to the 
quota pay the standard tariff rate, whereas those exceeding it 
would pay a higher rate. The following graph reveals SS and 
DD representing domestic supply and demand and 0P as the price at which the imported goods would sell 
without the imposition of a quota. At this price consumers demand 0Q1, domestic producers supply 0Q 
and the quantity imported would be QQ1. If the government imposed a quota restricted imports to Q2Q3, 
this would raise the price of imported goods to 0P1, allowing domestic supply to expand to 0Q2.  
 



 

 

 
 
Subsidies are cash incentives from the government to 
businesses to encourage production of a good or service 
and influence the allocation of resources in an economy. 
They are often granted to businesses to assist them 
compete with goods and services produced overseas. 
Subsidies stimulate domestic production and employment 
in the protected industry and instigate a reallocation of 
resources, consequently resulting in consumers paying a 
lower price and receiving more goods, although they will 
be paying for subsidies indirectly through higher taxes. 
Subsidies impose direct costs on government budgets, 
meaning that governments have fewer resources to 
allocate to other priorities, such as education and health 
care. They are preferential compared to tariffs, as they 
tend to be abolished more quickly. In the graph depicted below, subsidies are shown by a rightward shift 
of the domestic industry’s supply curve from SS to S1S1 which results in a lower market price, allowing 
businesses to sell a higher quantity of their product on both domestic and global markets. The quantity 
produced increases from Q to Q1 and the size of the subsidy in per unit terms is the vertical distance 
between the S and S1. 
 
Two other marginal protectionist policies include local content rules which specify that goods must contain 
a minimum percentage of locally made parts, consequently not attracting a tariff. Hence, the reason why 
French defence contractor DCNS won the Australian Government’s $50 billion submarine building contract 
in 2016 was its commitment to undertake some parts of the manufacturing and service in Australia. This 
demonstrates how domestic industry may be protected through content rules, and reduced tariffs may be 
an incentive to manufacturers who complied with local content rules. The second minor policy is export 
incentives, which are programs that give domestic producers assistance, such as grants, loans or technical 
advice to encourage businesses to penetrate global markets or expand their market share. Their popularity 
has increased in recent years as nations have shifted focus on capturing foreign markets rather than 
protecting import-competing businesses as a strategy to achieve higher rates of economic growth and 
development. For instance, Australia’s Export Market Development Grant (EMDG) program provides direct 
funding and general assistance to local manufacturers looking to break into international markets, with the 
aim of assisting domestic industries in terms of foreign competition.  
 
Overall, in addition to the effects that protectionist policies have on domestic economies aforementioned, 
their impact on the global economy can be indicated through their means of reducing trade between 
nations, meaning exports and imports will be a minor share of an individual economy, and reducing living 
standard and global economic growth by shielding inefficient producers, with the Organisation of 
Economic Cooperation and Development (OECD) estimating that each dollar of increased protection leads 
to a 66 cent decline in GDP. Also, these policies make it more difficult for individual economies to specialise 
in production, with the greatest negative impacts of these protectionist policies being severely 
experienced by developing economies which are often excluded from access to advanced economy 
markets.  
 
  


