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Eq.(16a) indicates that with a positive demand shock, domestic pro � t is higher under the quota than under the tariff. Eq. (16b)
indicates that for a negative demand shock which is mild, domestic pro � t is lower under the quota than under the tariff. 13

But for a demand shock which is wild ( � b � 2t) such that the quota is non-binding, we have from Eqs. (7) and (14d) that
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Based on Eq.(14b) that q̂� ð= qf � ÞN0 if and only if ( a+ � � 2c+ c*) N0, we have from this inequality and Eq. (17a) that

�� j � b� 2t = �̂ � � t

� � j � b� 2t b0: ð17bÞ

This result is consistent with the � nding in Eq. (16b) for the case of a negative demand shock.
We can also use the last three � gures to explain the results mentioned earlier. As discussed in Fig. 2, if there is a positive shock,



4.1. An equivalent quota is binding

For a binding quota when � N� 2 t, we calculate the expected welfare differential between the quota and tariff regimes
as14
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5. Concluding remarks

The literature on the comparison of tariffs and quotas has contributed to the understanding of how the two alternative policies
affect domestic prices of import-competing goods for different market structures. Nevertheless, it pays relatively little attention to how
market demand uncertainty affects social welfare of an importing country under the tariff and quota regimes.

In this paper, we � nd that equivalent quotas can result in a welfare advantage over tariffs under market demand uncertainty,



A-2. Expected welfare differential when the equivalent quota is non-binding

For the case of a binding quota when the demand shock falls into the range � b � 2




