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Analyse the effects of protectionist trade policies on the Australian economy. 

Protection is any type of government action that has the effect of giving domestic producers an 

artificial advantage of foreign competitors. The main methods of protection include tariffs, quotas 

and domestic subsidies. The Australian government has tended to have a high level of protectionist 

policies which have only been substantially reduced in the last two decades. Protectionist policies 

impede a country’s ability to produce to its comparative advantage and within its opportunity cost.  

A tariff is government sanctioned tax of imports. The effects of a tariff are that it raises the price of 

the imported good resulting in less competition for domestic producers. In order to reduce 

competition from overseas imports, the tariff keeps out foreigners. By doing so consumer choice is 

limited and will be dominated by a few local firms which could also result in higher prices for 

consumers. Tariffs when used often attract retaliation from other countries unhappy with the 

additional surcharge imposed on trade. This reduces global convergence of trade in goods and 

services thus impacting on the Australian economy’s aggregate demand and economic growth. 

Tariffs generate revenue for the government. 

A quota is a restriction on the amount or values of various kinds of goods that may be imported. The 

implementation of a quota guarantees domestic producers a share of the market. Although the 

application of a quota may reduce foreigners taking up market share from domestic producers, it 

also reduces completion and consumer choice. This reduces the willingness to improve local 

productivity as the domestic market share is protected by the government. Lower economic growth 

can be a result of protectionist policies such as quotas which are an impediment to free trade. 

A subsidy is financial payments and assistance given to domestic producers enabling local producers 

to reduce their prices in order to attract a larger market share for their goods and services. Subsidies 

are a fiscal cost to the government as businesses request them to help them compete with overseas 

produced goods and services. Subsidies also facilitate the misallocation of resources in the economy 

leading to the level of production being below the production possibility curve. 

The effect of protectionist policies on the Australian economy affects firms, individuals and 

governments. In the short term, firms are protected against competing industries thus enabling 

sunrise enterprises or sectors to establish themselves. The implication of a tariff raises the overall 

cost of import trade with Australia and is passed onto consumers. This also increases cost-push and 

imported inflation which can also negatively impact upon the Australian economy. Efficiency of firms 

is reduced due to the lack of competition. A lack of productivity and efficiency is a contributing 

factor to rising inflation and will impact upon the positive economic growth of the Australian 

economy. 

For individuals, the effects of protectionist trade policies provide employment in industries that may 

not otherwise be structurally viable due to the lack of comparative advantage and inefficiency. 

Consumers will pay more for goods and services due to a lack of competition. The impact of 

increased consumer spending affects higher income earners differently than compared to those on 

lower incomes. Higher income earners will be less affected by an increase in prices which would 

result in a higher disparity between the quintiles along the Lorenz Curve. An unequal distribution of 

income would lead to rising inequality partially as a result of protectionist policies. Protectionist 

trade policies also misallocate resources to sectors therefore training for certain sectors may also be 
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misallocated. The failure to train and be educated for certain sectors of employment may hinder the 

economy’s long term productivity and economic growth. 

Governments can also be affected by protectionist policies in the economy. A reduction in tariff 

levels will decrease the availability of revenue for the fiscal budget. Lower tariff collection may cause 

an inability for the government to fund certain projects that have relied on such revenue. 

Protectionist policies in Australia also have strong political support from the people and especially 

from workers and trade unions. If the government was to reduce the level of protection in the 

economy, there would be industrial action such as in the form of strikes and protests. Strikes and 

protests severely affect the economy’s production and productivity. Protectionist trade policies also 

reduce the likelihood of governments being needed to pay for structural retraining programs such 

new TAFE or VET courses to train people if resources were correctly allocated to efficient sectors. 

The overall impact of protectionist policies such as restrictive trade measures through tariffs, quotas 

and subsidies can reduce trade between different economies. This would reduce GDP for Australia 

and the world’s GWP. Protectionist trade policies reduce living standards thus increasing the need 

for government welfare assistance and also reduce global economic growth as it shields inefficient 

producers. Efficiency in trade and production is not encouraged by protectionist policies and 

therefore businesses are less able to achieve economies of scale thus being able to produce less 

profits and dividends. The Australian economy’s overall growth will be constrained through 

protectionist trade policies. 


