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Welfare-Improving Quota in the Presence
of Parallel Imports

LI Chang-ying

(Research Institute of Economics, Nankai University, Tianjing 300071, China)

Abstract: The paper establishes a welfare-improving quota model in the
presence of parallel imports. Through analysis of the model, we discover
that, contrary to our common sense, this kind of import protection is helpful
to increase the consumer surplus and aggregate social welfare in both coun-
tries. It’ s mainly because import quota can induce manufacturer to make
cost-reducing research and development, which can not only increase the
profits of the manufacturer, but also reduce the market prices of the prod-
ucts so as to improve consumer surplus and aggregate social welfare. In ad-
dition, the paper finds that the aggregate social welfare of the parallel import
country is better improved under quota than under tariff.

Key words: parallel imports; quota; consumer surplus; aggregate social

welfare
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