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PRODUCTION SUBSIDIES AND 
QUOTAS 

•  Intervention in markets for farm products takes two main forms: 
•  A production quota is an upper limit to the quantity of  a good that 

may be produced during a specified period.  
•  A subsidy is a payment made by the government to a producer. 



PRODUCTION SUBSIDIES AND 
QUOTAS 

•  Production Quotas 

 With no quota, the price is 
$3 a tonne and 16 million 
tonnes a year are 
produced. 

With the production quota 
of 14 million tonnes a year, 
quantity decreases to 14 
million tonnes a year. 

The market price rises to  
$5 a tonne and marginal 
cost falls to $2 a tonne. 





PRODUCTION SUBSIDIES AND 
QUOTAS 

•  Subsidies 

subsidy of $20 a tonne 

SS: S – subsidy. 
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