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US Tariffs
Two centuries of US trade policy (Irwin, ARE 2020)
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US Tariffs
The 2018-2019 trade war (Amiti Redding Weinstein, AER P&P 2020)
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US Tariffs
2025: Liberation Day tariffs, etc. (Gopinath Neiman, NBER WP 2025)
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Question #1:  
What Is (Always) Bad About 

Tariffs? 
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Trade = Technological Progress! (Samuelson CJE 1939)
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Equilibrium with Tariff t
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Equilibrium with Tariff t
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Question #2: 
What Is (Potentially) Good About 

Tariffs? 
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Tariffs as a Tool for Efficiency
If distortions exist, tariffs can help correct them 
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Tariffs as a Tool for Efficiency
If distortions exist, tariffs can help correct them 

Sources of distortions: 

• Knowledge spillovers


• Imperfect competition 


• Unemployment


• Geopolitical risk


• Carbon emissions etc.
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Tariffs as a Tool for Efficiency
If distortions exist, tariffs can help correct them 
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Tariffs as a Tool for Efficiency
If distortions exist, tariffs can help correct them 
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Sources of distortions: 

• Knowledge spillovers

• Imperfect competition

• Unemployment

• Geopolitical risk

• Carbon emissions etc.

Positive 
impact!
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Tariffs as a Tool for Redistribution
Domestic redistribution
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Tariffs as a Tool for Redistribution
Domestic redistribution

A bigger slice of the pie for 
some domestic constituents: 

• Producers vs. consumers

• High-school vs. college grad

• Manufacturing vs. other etc.
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Domestic redistribution
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Tariffs as a Tool for Redistribution
Domestic redistribution

Transfer:
Consumers

 Producers  →
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Tariffs as a Tool for Redistribution
Domestic redistribution

Transfer:
Consumers

Producers→
Transfer:
Consumers

Government→
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Tariffs as a Tool for Redistribution
International redistribution
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Tariffs as a Tool for Redistribution
International redistribution

A smaller slice of the global pie for 
the rest of the world: 

• Lower domestic demand for 
imports  lower (untaxed) price 

 received by foreigners  
Foreigners pay for the tariff!


• Classical optimal tariff argument 
(Mill 1844, Edgeworth 1894)


→
P* →
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Tariffs as a Tool for Redistribution
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Tariffs as a Tool for Redistribution
International redistribution
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Tariffs as a Tool for Redistribution
International redistribution
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Question #3: 
Should A Country (Sometimes) 

Use Tariffs? 

32



Targeting Principle
How to fix domestic distortions
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Targeting Principle

Fixing a production distortion with a production subsidy s
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Targeting Principle

Fixing a production distortion with a production subsidy s
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How to fix domestic distortions

Targeting Principle = 
Use Needles Instead!

Trade Protection = 
Acupuncture with a Fork!
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Targeting Principle
How to redistribute
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Targeting Principle
How to redistribute

• Targeting principle applies to redistribution. Instead of tariffs, better to use:


• Lump-sum transfers [Second Welfare Theorem]


• Full set of linear taxes [Diamond Mirrlees’ Production Efficiency Theorem]
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Targeting Principle
How to redistribute

• Targeting principle applies to redistribution. Instead of tariffs, better to use:


• Lump-sum transfers [Second Welfare Theorem]


• Full set of linear taxes [Diamond Mirrlees’ Production Efficiency Theorem]

• Limits to targeting principle (Costinot Werning RES 2023): 

• If only income taxation available, tariffs can be used as predistribution


• Key = estimated impact of imports on earnings across income distribution


• For China shock, estimates in Chetverikov Larsen Palmer (ECTA 2016) + tariff formula 
in Costinot Werning (RES 2023)  optimal tariff = 0.07%→
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Trade Wars
Revisiting the classical optimal tariff argument
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Trade Wars
Revisiting the classical optimal tariff argument

Terms of trade depend on both 
domestic and foreign tariffs: 

• Domestic tariff (+)

• Foreign tariff (-)
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Trade Wars
Revisiting the classical optimal tariff argument
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Trade Wars
Revisiting the classical optimal tariff argument
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potentially worse off 

• Transfers cancelled out, but 
distortions remain 


• WTO rules to escape prisoner’s 
dilemma (Bagwell Staiger AER 1999)

→

Terms of trade depend on both 
domestic and foreign tariffs: 

• Domestic tariff (+) 


• Foreign tariff (-)

Transfer: 
 Foreign  Home→
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Question #4: 
How Do We Know Whether (a Particular 

Set of) Tariffs Are Good or Bad? 
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Welfare-Improving Tariffs
Smoking guns for success? 
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Welfare-Improving Tariffs
Smoking guns for success? 

Efficiency motive (Hard) 

• Production externalities: How
big? How far should we go in
promoting certain sectors?

• Geopolitical considerations:
How do we assess success of
US trade policy in affecting
behavior of another hegemon?
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Welfare-Improving Tariffs
Smoking guns for success? 

Efficiency motive (Hard) 

• Production externalities: How 
big? How far should we go in 
promoting certain sectors?


• Geopolitical considerations: 
How do we assess success of 
US trade policy in affecting 
behavior of another hegemon? 


Redistribution motive (Easier)


• Domestic motive: Do prices 
faced by US consumers and 
firms respond to tariff, i.e. do 
we observe ?


• International motive: Do prices 
received by foreigners change, 
i.e. do we observe ? 

≠ P* + t

≠ P*
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Question #5: 
What Was the Impact of the 

2018-2019 Trade War? 
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Little Evidence that Foreigners Paid for US Tariffs
Amiti Redding Weinstein (AER P&P 2020)
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Little Evidence that Foreigners Paid for US Tariffs
Amiti Redding Weinstein (AER P&P 2020)

d(P * +t)
dt

= 1 ↔
dP *

dt
= 0
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Little Evidence that Foreigners Paid for US Tariffs
Amiti Redding Weinstein (AER P&P 2020)

d(P * +t)
dt

= 1 ↔
dP *

dt
= 0

• Complete pass-through suggests 
foreigners didn’t pay for US tariffs


• Caveat: Relative prices relevant for US 
welfare  “US Imports/US Exports” 
“Some US Imports/Other US Imports”


= ≠
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Little Evidence that US Consumers Paid for US Tariffs
Cavallo Gopinath Neiman Tang (AER Insight 2021)
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Little Evidence that US Consumers Paid for US Tariffs
Cavallo Gopinath Neiman Tang (AER Insight 2021)

• After-tax border prices
move one-for-one with tariff


• Retail prices remain stable

 Main effect of US tariffs = 
smaller margins for retailers

→
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Little Evidence that US Consumers Paid for US Tariffs
Cavallo Gopinath Neiman Tang (AER Insight 2021)

• After-tax border prices 
move one-for-one with tariff


• Retail prices remain stable


 Main effect of US tariffs = 
smaller margins for retailers

→

For 2025 US tariffs, estimate of 
retail price change = +0.7% 
(Cavallo Llamas Vazquez 2025)
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Little Evidence that US Manufacturing Benefited
Autor Beck Dorn Hanson (NBER WP 2024)
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Little Evidence that US Manufacturing Benefited
Autor Beck Dorn Hanson (NBER WP 2024)
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Question #6: 
Are global tariffs unfair to the 

United States? 
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A Rigged Trading System?
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Peter Navarro, Financial Times, May 23 2025

“The international trade system is broken — and Donald Trump’s 
reciprocal tariff doctrine will fix it. This long-overdue restructuring 
will make both the US and global economies more resilient and 
prosperous by restoring fairness and balance to a system rigged 
against America”

A Rigged Trading System?
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The Asymmetry Between US and Foreign Tariffs
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Source: Average tariffs imposed by US as importer and faced by US as exporter computed using 
the same data and weights as in Adao, Becko, Costinot, and Donaldson (2026)

The Asymmetry Between US and Foreign Tariffs
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Source: Average tariffs imposed by US as importer and faced by US as exporter computed using 
the same data and weights as in Adao, Becko, Costinot, and Donaldson (2026)

The Asymmetry Between US and Foreign Tariffs

• Before 2018, US tariffs are
lower than foreign tariffs

• But small differences in a
world of small tariffs

66



Question #7: 
What Is (Really) Bad About Trade 

Wars? 
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Back to the Gains from Trade
… and the cost of trade protection

Cost of US-China trade war: 
• 0.04% of US GDP

(Fajgelbaum Goldberg Khandelwal 
Kennedy QJE 2020)


• 0.1% of US GDP
(Caliendo Parro Handbook International 
Economics 2022)
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Back to the Gains from Trade
… and the cost of trade protection
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Cost of US autarky: 
•  2 to 8% of US GDP      

(Costinot Rodriguez Clare JEP 2018)
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Back to the Gains from Trade
… and the cost of trade protection
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Cost of US autarky: 
•  2 to 8% of US GDP      

(Costinot Rodriguez Clare JEP 2018)


Why not larger?

• US Imports/US GDP  15%               
(red triangle has small base)

≈

• US Import demand fairly elastic       
(red triangle has small height)

• Considerable uncertainty about elasticity!

• Maybe lower elasticity as US closer to autarky… 

especially in the short-run (e.g. rare earth elements)
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Beyond Economic Gains from Trade
Make trade not war (Martin Mayer Thoenig RES 2008)
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Beyond Economic Gains from Trade
Make trade not war (Martin Mayer Thoenig RES 2008)
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