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@at Is a Tariff?

* A tariff is a tax on imports.
- Paid to the government by the importer.

* A 10% tariff on all imports would mean that:

- Whatever the foreign exporter charges for a product,
- US buyers will pay an extra 10% to the US government.

* Domestic suppliers can also charge 10% more.
- And that’s kind of the whole point.
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Why Are We Even Talking About
Tariffs?
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“Tariffs is the most beautiful word in the dictionary.”
- President Donald Trump
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* Generally, economists don’t think so, but there are some reasons for "¢
them: 9
- National Defense — strategic resource
o Do we need the capacity to make our own computer chips, just in case?
o What about steel and aluminum?
- “Infant” Industry
- Unfair trade practices of exporting countries
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* Our exports are being treated unfairly.
* Bring back manufacturing employment.
* Raising revenue - replace the income tax?
- Foreign companies would pay the tariffs.
* National security
* Foreign policy leverage
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@-iprocal Trade and Tariffs

Top 10 US deficits and surpluses, trade in goods, 2024 ($bn)
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“Reciprocal” Tariff = 50%
Total trade: $240 Million

Facts about Lesotho:

GDP per capita =51,073;
Population= 2.1 million

Trade balance=-5$234 million
Average tariff rate against US = 10%
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@Trade Deficit A Result of Unfair Treatment? ©

* Intuitive, but no.
* Have to look at the whole picture.

* We trade not only goods and services, but also investment funds.
- The United States is a very attractive investment market.
- Selling Treasury securities to foreigners is an export.
- So we run an investment trade surplus.
* Investment trade surplus = goods and services trade deficit
- Why? Exchange rates.

* Will tariffs lower the trade deficit? No.
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and Tariffs Can NOT “Fix” Them
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* Lower imports make exports more expensive in foreign markets. °
e
* How?
- If fewer people are buying imports, the dollar appreciates.
o Fewer dollars available for those wanting to buy exports.
- If the dollar appreciates, it takes more foreign currency to buy U.S. exports.
o Making exports more expensive.
* Tariffs:
- Lower imports.
- But they also lower exports.
- Won’t necessarily reduce the trade deficit.
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* The argument has intuitive appeal. o ®
- But doesn’t stand up to scrutiny. L d

* Intuition: Making imports more expensive makes domestically produced
goods more appealing.

* But... Exports.
- We import clothing, toys, and furniture.
- We export airplanes and light trucks.

* We can’t just make more of the one without sacrificing some of the other
— limited resources.

¢ And... Retaliation.
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CHINESE SOYBEAN PURCHASES FROM U.S.
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Raising Revenue

NATIONAL ECONOMIC
EDUCATION DELEGATION

ail

25

WHAT IS THE NATIONAL DEBT TODAY?

$38,873,984,469,352
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Can Trump's tariff revenues help pay for the federal budget deficit? )
Q@
Fiscal year 2026
Cumulative tariff revenue, Oct-Dec 2025 [JJJJ] $81.979,297,305
Fiscal year 2025
Cumulative tariff revenue, Jan-sep 2025 [l $178.821.673.016
* Deficit? That’s 5 year’s worth of tariff revenue.
* Eliminate the income tax?
- $2.4 Trillion in 2024 = 10 years of tariff revenues
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* If you put a tariff on something, its price goes up. [
* What other manufacturing industries use steel or aluminum?
ALL OF THEM!!
* So, by putting tariffs on steel and aluminum, you jeopardize other
industries.
* Is it worth it? Maybe.
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* The prices of steel and aluminum increased shortly after the tariff '..
was implemented. ¢
* The number of jobs in iron, steel, and aluminum mills rose temporarily
by about 12,000, from 2017 to 2019.
* Downstream industries (e.g., auto) faced higher input costs.
* Several studies estimated that the increased costs driven by tariffs
may have resulted in 75,000 fewer manufacturing jobs.
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Who Pays?
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President Said Chinese Firms Would Pay! o oo,
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* There are three things that could happen with tariffs and prices: L
1. Foreign firms could lower their prices.
2. Importing firms could lower their prices.
3. Domestic consumers could pay more.
* Evidence from the last trade war (2018-2020):
3. Domestic consumers paid the vast majority of the tariff (90%+).
It’s sometimes worse than that: Clothes washers and dryers.
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* Our exports are being treated unfairly. o ®
- Not a problem that tariffs will fix. ..
* Bring back manufacturing employment.
- Benefits some and harms others.
* Raising revenue - replace the income tax?
- Will raise some, but will harm poorer households.
* National security
- Maybe, but at what cost?
* Is China paying?
- So far, some, but not much.
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* Income distribution *d
- Tariffs, especially on China, raise prices of the products disproportionately bought by
low-income consumers, hurting them more than high-income consumers
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- Tariffs, especially on China, raise prices of the products disproportionately bought by
low-income consumers, hurting them more than high-income consumers.
* Retaliation
- Other countries place tariffs on US exports.
- Trade war that started in 2018 continues and gets worse.
* Corruption
- Historically, tariffs prompted both smuggling and bribes to customs officers.
- Today, in the US, those are less likely.
- But requests for exemptions from tariffs may be accompanied by favors or political
contributions.
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* Power to tax rests with Congress. °q

/=, NATIONAL ECONOMIC

- Perhaps understanding the temptation to corruption?

- Wresting this power from Congress and putting it in the hands of one person
is anathema to democracy.

o Lack of accountability.

* Empowers Lobbyists and Corporations
- There is an application process for exemptions.
- SOME injured parties get relief.
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US exports of major crops, 2017 ...
@ Exports (billions of dollars) ] Targeted by retaliation (percent) .
Soybeans
Corn
Nuts
Fruit
Wheat
Vegetables
Sugar
Rice
Grain sorghum
* S$12 billion subsidy to help American farmers for their lost export sales.
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* Both the metals tariffs and the China tariffs permitted certain
products and product categories to be exempted.
- Whether tariffs would impose significant harm on American business
interests.
- Whether substitute products were available outside China.
- Whether the products were “strategically important” to China.
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@mp Tariff Exemptions (Spoils system?)

* Trump administration’s decisions on exclusions were mysterious and
arbitrary.

- “Tariff exemptions were given

o to Bibles but not to textbooks,

o to salmon but not to pollock,

o to children’s car seats but not to baby cribs.
- The decisions were not subject to appeal.”

- Study found:
o Contributions to Republicans made China exemptions more likely.
o Contributions to Democrats made China exemptions less likely.

o Author quoted as saying the exclusion process was “a very effective spoils
system”.
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Where do Things Stand?
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* Tariffs will: ¢
- Not eliminate the U.S. trade deficit (in the long run).
o Increase in national savings could reduce the trade deficit.
- Decrease U.S. manufacturing production and employment.
- Increase prices for households, hurting the poor the most.
- Increase U.S. government revenues, but not enough to offset other tax cuts.
- Negatively impact U.S. economic growth.
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