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Source: Budget Lab; https://budgetlab.yale.edu/research/state-us-tariffs



Tax Policy Criteria

•  Revenue
•  Efficiency
•  Distribution

•  Tax administration
•  Tax certainty

•  Populist impulses
•  Global spillover effects



Tariffs as Fiscal Policy: Revenue

Can tariffs displace the income tax?
Can tariffs fund income tax cuts for many?

Questions & Issues:
- How much do buyers respond to higher prices? 
- What about the tariff offset? 
- What about noncompliance?
- Exemptions
- What are the dynamic effects?
- Legal realities



Tariffs as Fiscal Policy: Revenue

Source: Clausing and Obstfeld, National Tax Journal, (2026) 



Tariffs as Fiscal Policy: Revenue

Source: Clausing and Obstfeld, National Tax Journal, (2026) 



Source: Clausing and Obstfeld 2026 : https://www.piie.com/blogs/realtime-economics/2026/optimal-tariffs-are-far-optimal-part-1





Compare a Possible Corporate Reform

Source: Clausing 2026, https://www.hamiltonproject.org/publication/policy-proposal/the-future-of-us-international-corporate-tax-reform/



Tariffs as Fiscal Policy: Efficiency

Tariffs are not the same as a generic consumption tax; resources are 
misallocated and gains from trade are destroyed.

Supply chain disruption also makes for adverse competitiveness effects.

At current tariff rates, efficiency loss is ~30 percent of revenue.

At revenue-max tariff rates, efficiency loss ~90 percent of revenue.

VATs are far more efficient, as are most taxes. 
(There is a reason for economists’ consensus.)



Source: Clausing and Obstfeld, National Tax Journal, (2026) 



Is there evidence for an “optimal tariff”?

Very little. Most studies show full pass-through to US buyers.

Two studies show costs to both exporters and importers due to the 
destruction of scale economies. (Ganapati and Hottman 2026; Freund 2026)

Another looks at product switching and finds quality effects that also imply 
higher costs than conventional analyses (Ahn, Rotunno and Ruta 2026).

Optimal tariffs are lower for input goods (Caliendo et al. 2023). 

Data on terms of trade raises doubts that US has improved its welfare.



Clausing and Obstfeld 2026, https://www.piie.com/blogs/realtime-economics/2026/optimal-tariffs-are-far-optimal-part-1



Compare Corporate Tax => 
Is the corporate tax a tax on profits or investment?

• Common Result:  With expensing, corporate tax is a tax on “above normal 
profits” and does not deter investment.

• US Policy: Some investment is subsidized, some is neutrally affected, and 
some is taxed (even twice). Too much variation.

• With full expensing and an end to interest deductibility, the corporate tax would 
be a tax on rents/above-normal profits, and thus relatively efficient.

• I suggest moving that direction, which would raise revenue.

• Others note the evidence is mixed or not persuasive, and AI changes things, so 
maybe ok to tax investment?



Tariffs as Fiscal Policy: Distribution

Tariffs are regressive since they are consumption taxes, and the poor save 
less of their income than the rich. Very clear in the data.

Poorer people may also consume more traded goods or face higher tariff 
rates. Less clear in the data.

Questions: 
• Will firms absorb tariffs into their profit margins? Why? How much (and how 

long) can they do this?
• Should we model as a price increase, or a real income decrease? (In some 

ways it doesn’t matter, but the choice affects estimates.)



Tariffs are affecting consumer prices…

Source: https://www.pricinglab.org/tariff-tracker/



Source: https://www.pricinglab.org/tariff-tracker/



Combining Tariffs and the OBBBA (“Beautiful” Bill?)

Budget Lab Analysis, August 2025



Contrast Corporate Tax Reform

Source: Clausing 2026, https://www.hamiltonproject.org/publication/policy-proposal/the-future-of-us-international-corporate-tax-reform/



Tariffs: Tax Administration

• Chaotic, mercurial, shambolic implementation
• High, variable, and uncertain rates
• New implementation challenges
• Strong tax avoidance incentives
• Large new burdens on customs officials
• Ample opportunities for rent seeking in exemptions
• Ample opportunities for corruption



Tariff Uncertainty

https://www.piie.com/blogs/realtime-economics/2025/trumps-trade-war-timeline-20-date-guide



Are these tariffs even constitutional?

 

IEEPA tariffs => Supreme Court rules no 

Section 122: Does the United States have a “fundamental payments problem”? => US 
Court of International Trade says unlawful

Is the President’s use of Sections 301 and Sections 232 overreach, given Congress’s 
Article 1 taxing power? 



Corporate Tax: Tax Administration

• MNC taxation =>  Mind-numbingly complex and not getting simpler
• US MNCs face a regime of three US minimum taxes beyond foreign 

regimes
• International “pillars” would benefit from simplification
• Domestic corporate tax relatively straightforward
• Tax certainty also an issue here



Tax Policy Criteria

•  Revenue
•  Efficiency
•  Distribution

•  Tax administration
•  Tax certainty

•  Populist impulses
•  Global spillover effects



Tariffs: A False Populism?

•  Do they protect heartland manufacturing jobs and industries?
•  Do they encourage more production in America?
•  Are they a response to foreign “unfairness”?
• And what about other popular wants?
o   Affordability
o   AI disruption
o   Billionaires?



Manufacturing Jobs?

https://www.piie.com/blogs/realtime-economics/2026/who-pays-tariffs-insights-recent-research



Do tariffs help with offshoring? 
International Imbalances?

•  Probably not.
•  Lerner symmetry => tax on imports is a tax on exports
•  Excess demand for US output => dollar appreciation
•  In general equilibrium, you can’t have more of everything so export 

sector must shrink (or a recession).

Comparative advantage and gains from trade are real => why distort in 
this way?



In contrast, US corporate tax code comes with 
a tax preference for all foreign income.

•  Low-tax income => taxed at 40 percent discount
•  High-tax income => tax credits offset tax due on low-tax income under 

“globally-averaged” minimum tax
•  Minimum tax becomes maximum tax

Þ  For many firms, an “America last” tax system.

Alignment w/ Pillar 2 country-by-country tax would change that, though 
Pillar 2 could be both strengthened and simplified.



Corporate Tax => 
Better way to handle AI, Billionaires

•  Special AI taxes can discourage innovation and technology
•  Outcomes from AI are unknown in terms of labor share, and even 

corporate profits

Þ  Corporate tax is flexible and can handle various outcomes.

And is a far more satisfying answer to billionaires than untested and 
legally dubious billionaires’ taxes (wealth tax, mark to market, etc.).



Global Spillovers

Throwing over world trading system norms undermines the world trading 
system, hurts international relations, and creates power asymmetries.

The United States is also playing a spoiler role on other global collective 
action problems, including international tax and climate change.

Other countries reluctant to push back, but so far protectionism is not 
spreading. (And the United States is not in equilibrium.) 



Why tariffs?

(a) Is it bad economics? Bad 
economists?
 
(b) Or smoke and mirrors to 
redistribute tax burdens 
downwards? 

(c) Is it all about power and 
corruption? 

(d) All of above?


