Political Trade Barriers
When nations specialize and trade, total world output is increased. Companies produce for foreign markets as well as domestic markets (markets in the home country). Exports are the goods and services sold in foreign markets. Imports are goods or services bought from foreign producers. 
Trade barriers are obstacles to uninterrupted voluntary trade.  Trade barriers can be man-made or natural.  Political barriers are policies passed by a government to regulate trade.  They are often used to help a country’s own producers be more competitive in the market place.  Sometimes, political barriers are used to punish or put economic pressure on another country.
In spite of the benefits of international trade, many nations put limits on trade for various reasons. Three types of trade restrictions are tariffs, quotas, and embargoes.  
A tariff is a tax on imported products. Tariffs interfere with trade because they raise prices on imported goods.  This makes it less profitable for countries to sell their goods in foreign markets.   It protects local manufacturers from competition coming from cheaper goods made in other countries. The money received from the tariff is collected by the domestic government.  This sort of tariff is called a “protective tariff.”
A quota is a different way to limit the amount of goods that can be imported or brought into another country. Putting a quota on a good creates a shortage, which causes the price of the good to rise and allows domestic producers to raise their prices and to expand their production.   For example, Israel could decide that only 3,000 Japanese cars could be brought into Israel in a year.  This would make it more likely that people buying cars would buy Israeli-made cars; few Japanese cars would be available.
An embargo is when one country announces that it will no longer trade with another country.  The purpose is to isolate the country and cause problems with that country’s economy.  An embargo stops exports or imports of a product or group of products to or from another country. Embargos usually come about when two countries are having disputes.  Sometimes all trade with a country is stopped, usually for political reasons. 
The 1973 Oil Crisis is one example of an embargo, a type of trade barrier.  The 1973 oil crisis began on October 17, 1973 when OPEC announced that its member nations would no longer ship oil to countries that had aided Israel in a recent war with Egypt.  Those countries included the United States and many European countries.  OPEC raised the prices of oil 70%.  As a result, the price of gasoline in the United States quadrupled over several months.  

These actions had a large impact on industrialized nations because of their growing dependency on oil and gasoline.  Before the crisis, Western countries had experienced cheap and plentiful oil resources.  Oil consumption had doubled in the United States.  At that time, the United States was using about one-third of the world’s energy.  

The crisis caused the value of the American economy to drop.  It also had a widespread negative impact on the world economy.  OPEC started shipping oil to Western nations again in 1974.  Western economies began to get stronger again.  
Trade barriers all limit world trade, which means a reduction in the total number of goods and services produced. They shift production from more effective exporting producers to less effective domestic producers. 
When production is lowered, there are fewer workers earning income. Trade barriers also raise prices, which is usually their main purpose. 
Trade limits in one country usually lead to limits being imposed in other countries. If Israel places a high tariff on cars made in Japan, for example, Japan may then put tariffs on American goods sold in Japan. 
In spite of these disadvantages, countries are tempted to use trade barriers to protect their own industries. Countries that are just getting started use tariffs and quotas to protect their industries until they can compete without government help. The problem with this is that it is not always possible to predict which industries will succeed. 
Governments are eager to protect what are called strategic industries. These have included industries, such as steel, cars, chemicals, and munitions that are imported during a war. Today, they are more often the high tech, high wage industries like commercial aircraft production. One way of insuring that they remain strong is to protect them from foreign competition. Agriculture is another area that many governments try to protect. Tariffs help make sure that domestic farmers can earn enough profits to continue farming. 
The decision to use trade barriers like tariffs is an important one. Tariffs help some domestic industries, but they mean higher prices for buyers. They help the owners and workers in the protected industries. They hurt the people who have to pay higher prices for the goods those industries make. Reducing imports reduces the income of foreigners. They will reduce their foreign purchases, hurting exporting industries and workers in the nation that put the tariff on the imports. Without much competition, companies may also use less efficient production methods. This can lead to poorer quality as well. 
Free traders believe that it is in the best interest of the world economy for each nation to trade freely with all other nations. However, this practice does not always benefit every nation. For example, exporters who control a large part of the world's supply of a product can use trade barriers to change the terms of trade, reducing the amount of their goods and services they must give up to obtain imports. This was done by the Organizations of Petroleum Exporting Countries (OPEC) when they restricted their output of oil in the 1970s. By driving up the price of oil they were able to get more imports for less oil. 
Most arguments for trade barriers benefit protected industries and their workers. They also create much greater losses for a nation's economy. In the long run, a nation must import in order to export. 
