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Summary

In recent years, the United States, China and the EU have raised import tariffs on vari-
ous goods. Even so, import tariffs are generally still significantly lower than in the
1990s.! However, there are indications that US import tariffs could be further in-
creased when Donald Trump becomes the new president. The purpose of this Staff
Memo is to investigate what the economic literature has to say about the macroeco-
nomic effects of increased import tariffs. The economic impact on importing coun-
tries, exporting countries and countries not affected by tariff increases is analysed.

Increased trade barriers hamper global economic activity. This hampers trade and
limit competition, the pace of innovation and the opportunities to benefit from econ-
omies of scale. This ultimately leads to weaker productivity and GDP. Economic theory
does not provide a clear answer to how a higher import tariff affects the real econ-
omy of a country that has raised import tariffs. The protection of certain domestic in-
dustries from competition, along with businesses and consumers possibly being more
likely to choose domestic goods over imported ones, can have positive effects on the
economy. Higher customs revenue for the government can also have positive eco-
nomic effects. Large countries, unlike small countries, can also benefit from improved
terms of trade because they can influence the world market prices of goods. These
positive effects are clearly diminished if other countries also choose to increase im-
port tariffs. Higher import tariffs have significant negative effects. This leads to higher
consumer and input prices and indirectly taxes exports, which dampens economic ac-
tivity. Increased import tariffs are also associated with reduced trade, which tends to
dampen productivity and welfare. In the case of countries facing higher import tariffs,
the theoretical arguments are more clear that higher import tariffs are negative for
GDP. The impact on countries not affected by increased import tariffs is uncertain.

Empirical and model-based studies, on the other hand, show unequivocally that
higher domestic import tariffs have negative effects on the real economy of both the
country that has raised its import tariffs and countries that are impacted by the higher
import tariffs. The negative effects are amplified by the existence of global value
chains with the greatest negative impacts on countries and sectors further down the
production chain. Empirical studies also show that higher import tariffs lead to higher
producer and consumer prices. The pass-through to producers and consumers has
varied over time but the pass-through to producer prices was almost complete of US
and Chinese import tariff increases in 2018 and 2019. The impact on consumers in the
United States varied considerably across products and partly depended on the extent
to which companies not directly affected by the higher import tariffs raised their
prices in response to the improved competitive situation. Inflation rises relatively
quickly after import tariffs are raised but there is no clear evidence of elevated infla-
tion after the first year.

I Sweden’s average import tariff has fallen from just over six per cent in the mid-1990s to 1.5-2 per cent in
2020. Source: World Bank WITS database.
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Studies that attempt to estimate the impact of Donald Trump’s proposal to sharply in-
crease import tariffs on all countries show that this would have a clearly negative im-
pact on both the US and global economies, as well as significantly higher US inflation
in the short term. There are no studies on the short-term effects on the Swedish
economy. However, the United States is an important export destination for Sweden,
which suggests that the Swedish economy would also be negatively affected by higher
import tariffs. However, the effect on Swedish inflation is uncertain.

Author: Hans Dellmo, Monetary Policy Department?

2 Many thanks to Carl-Johan Belfrage, Jens Iversen, Pernilla Meyersson and Anders Vredin for their com-
ments.
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Theoretical framework

Import tariffs have generally fallen since the mid-1990s. The decline is most evident in
emerging market economies such as China but tariffs have also fallen in countries
such as the United States and Sweden. US import tariffs have remained largely un-
changed at just over one per cent against most countries in recent years. Import tar-
iffs on Chinese goods, on the other hand, have been gradually increased to around 11
per cent at present. Sweden’s import tariffs have remained largely unchanged at just
over one per cent in recent years.® While import tariffs are relatively low, other trade
barriers have increased significantly in recent years (see Figure 1). For example, this
includes limits on how much can be imported, export restrictions, licensing require-
ments for imports, subsidies to domestic producers and trade embargoes. The new
trade barriers have mainly targeted various Swedish goods such as motor vehicles and
iron and steel.

Figure 1. New trade barriers for Swedish goods, services and investments
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Note. Number of new trade barriers on Swedish goods, services and investments.

Sources: Global Trade Alert.

According to trade theory, the effects of import tariff increases may differ between
large and small countries. Krugman et al. (1995) show that a large country that raises
import tariffs can improve the terms of trade (the price of exports relative to the price
of imports) in a way that small countries cannot. Higher import tariffs reduce the de-
mand for imports, which can lead to lower world market prices for goods as a large
country imports large quantities. Lower world market prices lead to an improvement
in the terms of trade. Small countries, on the other hand, have no impact on world
market prices.

A framework for analysing the impact of higher import tariffs on the economy is de-
scribed by Mundell and Fleming. Mundell (1961) argues that the country that raised
import tariffs may benefit because more people choose domestically produced goods

3 Source: World Bank and US Census Bureau
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over imported ones. Domestic industries can also benefit from being protected from
foreign competition. Large countries could also benefit from improved terms of trade.
Increased import tariffs are assumed to lead to an increase in the current account bal-
ance by increasing savings relative to investment. Higher savings dampen aggregate
demand. The situation of households deteriorates as a result of rising consumer
prices. Domestic industries are also negatively affected by lower household demand
and the need to pay more for imported input goods.

Over the years, Mundell and Fleming’s model has been developed further. For exam-
ple, Krugman (1982) and Eichengreen (1981) introduced different wage rigidities as
well as rational expectations. Obstfeld and Rogoff (1995) introduced intertemporal
optimising agents and various market imperfections. Reitz and Slopek (2005) intro-
duced a bond market. Eichengreen (2018) argues that the short-term impact on GDP
of higher import tariffs partly depends on how the revenue from import tariffs is used,
how the central bank reacts and whether the composition of currencies in terms of
assets and liabilities gives rise to capital gains or losses.

Overall, the theoretical literature shows that higher import tariffs can affect the econ-
omy through a variety of channels. The impact on the economy differs between the
country imposing the tariffs and countries exporting to the country raising the tariffs.
However, countries that are not subject to the increased import duties are also af-
fected. The following sections outline the main channels through which increased im-
port tariffs can affect the economy.

Effects on the country increasing import tariffs.

Higher imported inflation: Higher import tariffs lead to higher prices for imported
goods. Depending on which tariffs are increased, this could lead to higher prices for
both consumers and companies. Domestic companies may also raise their prices as a

result of reduced competition from foreign companies (see Cavallo et al. (2021)).
Higher consumer prices lead to a decline in real disposable household income, which
hampers private consumption. All else being equal, higher business costs affect com-
panies’ profits, which can dampen employment and companies’ willingness to invest.
Companies are also likely to pass on some of their higher costs to consumers in the
form of higher prices. The rise in imported prices may be smaller in large countries as
they are more able to influence the world price of goods.

Increased consumption of other goods: Higher imported prices can lead to consumers
and companies increasingly buying cheaper domestic goods. But it can also lead to in-
creased imports of goods from countries not subject to higher import tariffs.

Domestic industries are protected: Increased import tariffs improve the competitive

position of domestic companies. This can lead to increased production, investment
and employment in protected industries. However, companies that rely on imported
goods and exports are negatively affected, with potentially negative effects on pro-
duction and employment. The net effect on employment is uncertain and depends,
among other things, on the extent to which the terms of trade and the exchange rate
are affected and on the capacity of the economy to adjust and reallocate resources.
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The longer-term impact of protecting some industries from competition can be nega-
tive, as it may reduce incentives to improve production efficiency, thereby dampening
productivity and GDP.

Decreased trade: Higher tariffs normally lead to reduced trade. This can lead to re-
duced knowledge transfer between countries in the form of less direct investment, re-
duced technology transfer and reduced access to skilled labour. This in turn can lead
to firms moving further away from the technological frontier, thereby hampering
productivity (see, for example, Frankel and Romer (1999) and Dornbusch (1992)).

Improved terms of trade: As mentioned above, a large country that raises import tar-
iffs may see an improvement in the ratio of export prices to import prices, as a result
of lower world market prices for goods.

Stronger exchange rate: The initial shift in demand from foreign to domestic produc-
tion tends to result in a countervailing exchange rate appreciation. One reason is that
higher inflation often leads to higher interest rates relative to other countries. The
nominal exchange rate may appreciate if imports decline significantly and demand for
foreign currency falls. An appreciation of the exchange rate hampers exports but
makes imports cheaper.

Global value chains:* Higher tariffs can lead to disruptions in global value chains by
making imported inputs from abroad more expensive. If companies are part of global
value chains, higher costs for companies facing higher import costs may also lead to
higher costs for domestic companies further down the production chain.

Public finances: Increased revenue from import duties can lead to better public fi-
nances and increased opportunities to stimulate the economy. However, the improve-
ment in public finances depends on whether the increase in customs revenues out-
weighs the negative impact on public finances of lower economic activity resulting
from the tariff increase.

Uncertainty and confidence: Increased import tariffs may give rise to increased uncer-
tainty about future trade policy and lead to increased pessimism among companies
and households. This may hamper business investment and household consumption
(see Boer and Rieth (2024) and Altig et al. (2018)). Increased uncertainty may also af-
fect direct investment by foreign companies in the country imposing the import tar-
iffs. This can lead to companies increasing their direct investment in the country im-
posing the import tariffs for the purpose of circumventing the import duty (see
Chahinea et al. (2021)). However, Posen (2018) shows that the higher US import tar-
iffs in 2018 instead led to a decrease in direct investment.

To summarise, increased import tariffs can have a positive impact on GDP and em-
ployment in the short term by protecting domestic industries from competition and

4 Global value chains are the international networks and processes through which different steps in the pro-
duction of a good or service take place in several different countries. In a global value chain, production is
spread across different geographical locations, with each stage of value creation — from design and raw ma-
terials to production, marketing and distribution — taking place in the country or region best suited to that
stage.

7[23]



1.2

References

increasing import revenues. At the same time, the economy is negatively affected by
higher consumer and/or input prices, reduced productivity, increased uncertainty and
reduced trade.

Effects on exporting countries facing higher import
tariffs

Higher import tariffs can have a significant impact on countries exporting goods to the
country that raised import tariffs. Economies can be affected through the following
channels:

Reduced exports: Higher tariffs make the exporting country's goods more expensive in
the importing country, reducing demand for these goods. This can lead to a reduction
in exports if consumers and companies in the country that raised tariffs switch to
cheaper domestically produced goods or if they import from countries not subject to
higher tariffs. Countries that are heavily dependent on exports to the country that
raised tariffs can have a negative impact on production, exports and employment, es-
pecially in the industries most affected by higher tariffs.

Decreased trade: Higher tariffs can hamper productivity due to a reduced knowledge
transfer between countries in the form of less direct investment, reduced technology
transfer and reduced access to skilled labour.

Company export prices: Exporters may want to lower their prices to remain competi-
tive in the country that raised import tariffs. This can lead to lower profit margins, in-
creasing the likelihood of bankruptcies and financial difficulties for companies with
low profit margins.

Market diversification: Exporting countries may need to diversify their exports so that
they are less dependent on the country that raised import tariffs. Establishing new
trade relationships can be both time-consuming and require significant investment.

Weaker currency: If demand for the country's exports falls significantly, this could
lead to a weaker currency. This could make the country's exports more competitive
while making household and company imports more expensive. Thus, a weaker cur-
rency can at least partially counteract the deterioration in the terms of trade caused
by higher import tariffs.

Increased uncertainty and reduced confidence: These effects are basically the same as
for households and companies in the country that raised import tariffs. Both house-
holds and companies may reduce their consumption and investment in response to
increased uncertainty.

Global value chains: Exporting countries participating in global value chains are nega-
tively affected if increased import tariffs affect their ability to export inputs. Compa-
nies in the country that raised import tariffs may face higher input prices. This in turn
can lead to higher input prices for both domestic and foreign companies further down
the production chain. Companies in the exporting country may want to move their
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production to another country to avoid the higher import tariffs, which can dampen
both production and employment.

To summarise, higher import tariffs can have negative effects on the economy, includ-
ing lower exports, fewer jobs and increased uncertainty. The extent of the negative
effects depends, among other things, on the dependency of the exporting country on
the country that raised tariffs, its ability to find alternative export markets and its abil-
ity to adapt its economy to the new conditions.

Effects on countries not facing higher import tariffs

The impact on countries not directly affected by higher import tariffs can be both pos-
itive and negative. Increased import tariffs affect these countries through the follow-
ing channels, among others:

Changed trade: Increased import tariffs can lead to companies in the country that
raised the tariffs looking for new suppliers to avoid the higher costs. This may lead to
an increase in exports from countries not affected by the increase in tariffs as they be-
come more competitive.

Global value chains: Countries participating in global value chains may see reduced
demand for their exports and increased costs for imported inputs from the country
that raised import tariffs. On the other hand, countries may see increased investment
and demand for their goods if foreign companies restructure their production chains
to avoid higher import tariffs.

Economic contagion effects: If higher tariffs lead to reduced global trade and growth,
countries are negatively affected due to lower demand for their exports.

To summarise, higher import tariffs that do not directly affect a country's exports can
have both positive and negative effects on the economy. The impact on the economy
depends, among other things, on what tariffs are being raised and how trade and in-
vestment flows are affected.
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Empirical studies and modelling analyses

General studies

Dizioli and van Roye (2018) use the ECB's global model and the IMF's Global Inte-
grated Monetary and Fiscal model to simulate the effects of an increase in US import
tariffs.> More specifically, it is assumed that the United States will raise import tariffs
on all goods from abroad by 10 percentage points.® Other countries are then assumed
to respond by raising import tariffs on all US goods by 10 percentage points. The study
shows that the US GDP level would be 2.2 per cent lower in the first year as a result of
lower consumption, investment, exports and lower confidence among both house-
holds and businesses. The negative GDP effects in most other countries will be smaller
than in the United States and global GDP is estimated to be % of a per cent lower in
the first year.

Obstfeld (2016) also uses the IMF's Global Integrated Monetary and Fiscal model to
estimate the effects of the United States raising import tariffs on goods from emerg-
ing markets in East Asia to 20 per cent without these countries retaliating. In an alter-
native scenario, the countries in East Asia raise import tariffs on US goods by the same
amount as the United States has raised tariffs. In both scenarios, GDP in the United
States is lower compared to the baseline scenario where no import tariffs are raised.
The level of GDP is 0.7 per cent lower after five years in the scenario where East Asia
does not raise its import tariffs and 1.3 per cent lower when East Asia raises its import
tariffs. One reason for the fall in GDP is that exports initially fall more than imports.
The higher import tariffs cause US companies to buy from other countries instead and
the appreciation of the dollar reinforces this. At the same time, the stronger dollar
causes exports to slow down.

Boer and Rieth (2024) examine the effect on the US economy of both increased im-
port tariffs and increased uncertainty about trade policy using Bayesian SVAR models,
where monetary policy is assumed to remain unchanged. The study finds that both
shocks have negative effects on the economy, but that higher import tariffs have
much larger negative effects. Higher import tariffs lead to significantly lower imports,
exports and investments in most sectors over a longer period. Consumer prices rise
and the dollar appreciates. Unlike Obstfeld (2016), the trade balance improves slightly
in the short term but GDP falls below trend as all components of domestic demand
fall.

To summarise, the above studies indicate that increased US import tariffs lead to
lower US GDP levels in both the short and medium term. Barattieri and Cacciatore
(2023) study the impact on employment of temporary trade barriers in companies in-
volved in global value chains. The study uses company-level data and is estimated us-

> See Anderson et al. (2013), "Getting to Know GIMF: The Simulation Properties of the Global Integrated
Monetary and Fiscal Model", IMF Working Paper 13/55.
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ing local projections according to Jorda (2005). The study finds that increased protec-
tionism generally has a marginally positive effect on employment in industries ex-
posed to foreign competition. However, the effect on employment in industries af-
fected by higher imported input prices is clearly negative.

Furceri et al. (2021) analyse the impact of higher import tariffs using panel data for
151 countries over the period 1963-2014. The study shows that higher tariffs lead to
persistent and economically significant declines in domestic output and productivity,
and increased unemployment. Unlike the studies above, the effect on the trade bal-
ance is not statistically significant, which is largely explained by the appreciation of
the real exchange rate. The study finds a range of state-dependent effects. The impact
on output and productivity of higher import tariffs is greater when the economy is
strong. The impact on production of raising tariffs is greater than that of lowering
them.”

Several studies have analysed whether higher import tariffs lead to an increase in for-
eign direct investment in the country that has raised import tariffs. The studies give
different results. Chahinea et al. (2021) find that increased import tariffs tend to lead
to increased foreign direct investment. But both Posen (2018) and Van der Merve
(2021) show that the US import tariff increases in 2018 and 2019 did not lead to an in-
crease in foreign direct investment in the United States.

Empirical studies indicate that tariff increases mainly affect inflation in the short term.
Boer and Rieth (2024) show that inflation rises relatively quickly after import tariffs
are raised, but that inflation then falls back after a year. The study assumes no change
in monetary policy. In a literature review on the effects of globalisation on inflation,
Attinasi and Balatti (2021) show that the rapid increase in trade in the 1990s and early
2000s led to lower prices but had little effect on more persistent inflation.

Overall, empirical studies show unequivocally that the negative effects of increased
import tariffs are greater than the positive effects. In all of the empirical studies, the
GDP of the country imposing import tariffs is dampened and the real exchange rate
appreciates with negative effects on exports and investment. The negative effects of
increased import tariffs are amplified by the existence of global value chains. Con-
sumer prices increase and inflation rises in the short term but then falls back.

The empirical studies above mainly analyse the effects on GDP in the short and me-
dium term. A certain level of import tariffs can negatively affect the level of GDP
through reduced efficiency gains from specialisation and reduced opportunities to
benefit from economies of scale. This does not necessarily affect the growth rate, but
lowers the level of GDP. Longer-term growth depends to a large extent on productiv-
ity developments. A number of studies show that countries that are more open to

7 One possible interpretation of these results, according to the authors, is that tariff reductions often lead
to a small immediate increase in demand, as buyers believe that the lower price will persist in the future.
The announcement of higher tariffs often leads to an increase in purchases before the tariffs are raised, and
then a sharp decline once the tariffs are raised. The authors also argue that higher import tariffs can have a
greater impact when the economy is strong, due to monetary policy. Raising tariffs when the economy is
strong can lead to higher inflation that threatens price stability, leading to tighter monetary policy. The neg-
ative effects of higher import tariffs are reinforced by tighter monetary policy
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trade have grown faster and raised their productivity more (see, for example, Frankel
and Romer (1999), Rodrik (2007), Dornbusch (1992), Dollar and Kraay (2004) and
Bhagwati and Srinivasan (2002)). Alcald and Ciccone (2004) show that increased trade
has an economically significant positive effect on productivity. Increased trade can
raise productivity, partly through increased competition from foreign companies. In-
creased competition from the outside world may force companies to become more
efficient and invest more in new technologies. This can lead to a reallocation of re-
sources towards more productive companies. At the same time, increased availability
of imported inputs can lead to lower costs for companies. Empirical studies by
Schworer (2013), Constantinescu et al. (2017) and Bernard et al. (2006) show that in-
creased trade in global value chains can raise productivity partly as a result of in-
creased knowledge transfer that reduces the distance to the technological frontier. An
empirical study by the ECB (2017) shows that there is a clear positive correlation be-
tween international trade and productivity. In particular, the study shows that trade
in global value chains has the clearest positive effect on productivity via lower im-
ported input prices and increased knowledge transfer. Furceri et al. (2019), find in a
study using panel data for a large number of countries that an increase of one stand-
ard deviation in import tariffs (corresponding to around 3.5 per cent) leads to a one
per cent decrease in productivity over five years. Overall, there are reasons to believe
that increased protectionism will lead to reduced trade and lower GDP also in the long
run.

Studies of specific events

The trade conflict between the USA and China

Price effects

In 2018 and 2019, the United States raised import tariffs on Chinese goods worth USD
360 billion. China responded by raising import tariffs on USD 110 billion worth of US
goods. Both Amiti et al. (2019) and Fajgelbaum et al. (2022) find that producer prices
in the United States increased by about the same amount as import tariffs increased.
Chang et al. (2021) and Ma et al. (2021) find that the Chinese import tariffs on US
goods also led to a full pass-through to the producer level in China. This is in contrast
to several previous studies on the price pass-through of tariff changes (for instance,
Feenstra (1989), Winkelmann and Winkelmann (1998), Hummels and Skiba (2004),
Mallick and Marques (2008), Ural Marchand (2012), Irwin (2014, De Loecker et al.
(2016) and Ludema and Yu (2016)), which find that there is often not a complete pass-
through to producer prices.

With regard to the pass-through of increased import tariffs to consumer prices in the
United States, the results are mixed. Both Flaaen et al. (2020) and Cavallo et al. (2021)
find that the price of one specific product, namely washing machines, rose more than
could be justified by the higher US import tariffs in 2018. One contributing factor was
that domestic producers of washing machines took the opportunity to raise their
12 [23]
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prices in response to the increase in import duties. However, Cavallo et al. (2021) find
that the pass-through to consumers of other goods also affected by the import tariff
increases was relatively small, indicating that companies reduced their profit margins.
Amiti et al. (2019) estimate the impact on US consumer prices of the higher import
tariffs in 2018 (on goods representing 12 per cent of total US imports). The study finds
that consumer prices were 0.3 per cent higher than if no import tariffs had been
raised. The increase was in line with the historical correlation between producer and
consumer prices. The study also finds that domestic companies often raise their prices
in response to higher imported prices, even if their marginal costs are not affected by
the higher import tariffs. Small companies tend to raise their prices by roughly the
same amount as their costs have increased, while large companies are more likely to
lower their profit margins. Hale et al. (2019) also analyse the impact on inflation of
the increase in import tariffs in 2018. This study finds that inflation was 0.1 percent-
age points higher.

Overall, higher import tariffs lead to higher producer and consumer prices. The extent
of the pass-through has varied over time and differs between products. Consumer
prices rise in the short term, but there is no empirical evidence that inflation is also
higher in the longer term.

Real economic effects

The US raised import duties on Chinese tyres in 2009. Hufbauer and Lowry (2012) con-
clude that at most this led to 1,200 US jobs not being lost. At the same time, US con-
sumers had to pay more for Chinese tyres to the tune of USD 1.1 billion. This led to re-
duced consumption of other goods and reduced employment in the retail sector. The
net effect of the higher import tariffs is estimated at just over 2,500 fewer jobs. The
biggest winners from the higher import tariffs were tyre exporters in Asia and Mexico.

More generally, Flaaen and Pierce (2019) find that the industries with the largest
share of imported inputs had the largest decline in employment as a result of higher
import tariffs. Bown et al. (2020) studies the impact of various trade barriers on the
US economy since the late 1980s. The study finds that 1.8 million jobs were lost up to
2016, as a result of various US trade barriers, while they see no clear increase in new
jobs in protected sectors. The negative effects of trade barriers are greatest in sectors
that are highly dependent on inputs from companies further up the production chain.
Meinen (2019) also finds that global value chains amplify the negative impact of
higher import tariffs. The study shows that the negative impact on industrial produc-
tion of an increase in import tariffs depends to a large extent on how much the sec-
tors further sown the chain depend on imported inputs.

Reyes-Heroles et al. (2021) argue that most studies analysing the real economic ef-
fects of higher US import tariffs have focused on the effect on household consump-
tion and little on the effect on business investment. The study analyses the impact of
the increased US and Chinese import tariffs in 2018 and 2019 for a large number of
countries using a 40-sector model. The study finds larger negative effects on GDP in
both the United States and China than studies that do not take into account the effect
on business investment. The study finds that the long-term level of GDP will be 1.3
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per cent lower in the United States and 0.7 per cent lower in China. A contributing
factor to the greater impact in the United States is that it has raised import tariffs on
many inputs used for investment, while China mainly imports consumer goods that
are more easily substitutable with other suppliers. The study shows that countries
such as Mexico, Turkey, Hungary and South Korea would see positive GDP effects
from the United States-China trade conflict. The impact on Swedish GDP is estimated
to be close to zero.

Altig et al. (2018) find in a 2018 survey that one in five US companies had reassessed
their investment plans due to concerns about higher import tariffs. Six per cent of
companies had already reduced their investments as a result of such concerns. Hand-
ley et al. (2019) show that increased import tariffs have negative effects on compa-
nies' financial performance. Companies that have a lot of trade with China have seen
their share prices decline and their risk of bankruptcy increase, following the an-
nouncement of higher import tariffs.

Fajgelbaum et al. (2019) analyse the short-term effects of the increase in US import
tariffs in 2018 and the effects of other countries' tariff increases on US goods. The
study finds that both imports and exports in the United States fell sharply. The in-
creased cost to US households and businesses of buying imported goods amounts to
0.27 per cent of GDP. The loss after taking into account increased import revenues
and the protection of domestic companies from competition amounts to 0.04 per
cent of GDP.

Grossman et al. (2024) analyse the impact of an unexpectedly higher import tariff
when companies are involved in global value chains. A higher import tariff leads to ne-
gotiations with suppliers and a search for new suppliers. The model is calibrated to
analyse the impact of US import tariffs on Chinese goods in 2018 and 2019. The study
finds a welfare loss of 0.12 per cent of GDP, with clearly negative contributions from
search costs and switching suppliers.

Potential effects of increased US import tariffs

Donald Trump is the President-elect of the United States. He has said that he wants to
raise import tariffs on all Chinese goods to 60 per cent and tariffs on goods from all
other countries by 10 or 20 per cent.® Obst et al. (2024) have used the Global Eco-
nomic Model of Oxford to estimate the economic impact of this proposal. In an alter-
native scenario, China responds by raising import tariffs on US goods by 40 percent-
age points. In both scenarios, the Federal Reserve is assumed to leave the federal
funds rate unchanged. The model is based on both theoretical correlations and empir-
ically estimated parameters and assumes that household and business optimism will
fall in the short term. The study shows that US GDP would be 1-1.4 per cent lower in
2025 and 2026 and the negative impact would be greatest in the scenario where
China responds by raising tariffs. An important channel for the decline in GDP is lower

8 US import tariffs clearly differ between countries. In the case of goods from the EU, import tariffs on in-
dustrial goods, for example, are generally low (0-5 per cent). The highest import tariffs are on lorries, vari-
ous agricultural products and steel and amount to 25 per cent. US import tariffs on Chinese goods generally
range from 7.5-25 per cent. Import tariffs on electric cars amount to 100 per cent.
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optimism and falling private consumption. Global GDP is slightly less affected than US
GDP in the short term, but slightly more in the longer term. In the scenario where all
countries raise import tariffs on US goods, global GDP is about 1 per cent lower in
2028 than if no import tariffs were raised. German GDP is 1.4 per cent lower in 2028.
US inflation is just under 1 percentage point higher in 2025 in both scenarios, while
German inflation is marginally lower in 2025 in both scenarios.

McKibbin et al. (2024) also analyse the potential impact of higher US import tariffs on
all countries' goods. If Trump were to raise import tariffs by 10 percentage points on
all countries' goods, US GDP would be 0.3-0.4 per cent lower in a couple of years than
if no tariffs were imposed. If all other countries raised import tariffs on US goods by
the same amount, US GDP would be almost one per cent lower in the next few years
and just over 0.2 per cent lower in the long run. Countries such as Mexico and Canada
would be hit hardest in both the short and long term, while the impact on GDP in Eu-
ropean countries would be relatively small.

Clausing and Lovely (2024) analyse the effects on US households if US import tariffs
were to be raised to 60 per cent on all Chinese goods and 20 per cent on all other
goods. The study finds that those with the lowest incomes would be the biggest losers
from higher import tariffs. The median household would see a fall in its after-tax in-
come of just over four per cent, equivalent to USD 2,600 in a year.
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Effects on the Swedish economy

It is unclear how the Swedish economy would be affected by increased US import tar-
iffs on Swedish export goods. The United States is one of Sweden’s most important
trading partners. Around nine per cent of total exports in 2023 went to the United
States. Higher US import tariffs would likely lead to lower exports to the United
States. The United States is also one of the most important suppliers of imported in-
put goods to the Swedish manufacturing industry, for example. In 2020, around ten
per cent of total manufacturing industry imports came from the United States. Higher
US import prices as a result of higher import tariffs can, with an unchanged exchange
rate, lead to higher Swedish import prices for US input goods. But higher US prices can
also affect the Swedish economy via global value chains. A positive factor is that rela-
tively few goods imported from the United States are difficult to substitute with an-
other supplier. The IMF (2024) estimates that about one per cent of Swedish imports
of US inputs are difficult to replace with another supplier.

The National Board of Trade (2024) has analysed the effects on the Swedish economy
in the medium term if US import tariffs on Chinese goods were to be raised to 60 per
cent and the import tariffs on all other countries' goods were to be raised by 20 per-
centage points. The analysis has been made using the OECD global model METRO.?
The results show that the negative effects on Swedish GDP in the medium term (5-7
years) would be small, only -0.02 per cent. Domestic production would fall by 0.1 per
cent. Swedish imports would fall slightly more than exports. Swedish exports to the
United States would fall by around 16 per cent in the medium term. The automotive,
pharmaceutical and industrial machinery industries would see the largest declines.
The decline in exports to the United States would be partly offset by increased ex-
ports to the rest of the world. But the study only shows the impact in the medium
term, when the global economy has reached a new equilibrium. The transition to the
new equilibrium may be characterised by significant shocks and volatility in the short
term. Finally, the METRO model does not take into account the impact of increased
import tariffs on the behaviour of households and businesses, as well as the possible
negative effects of disruptions in global value chains.

There are reasons to believe that the Swedish economy will be negatively affected by
increased US import tariffs as a result of lower exports to the US, weaker global de-
mand and disruptions in global value chains. If Swedish companies were to move pro-
duction to the US in order to avoid the higher import tariffs, this would also have neg-
ative effects on production and employment. Increased uncertainty and pessimism
could hold back both household consumption and corporate investment. The effect
on Swedish inflation is more uncertain. Weaker Swedish and global economies sug-
gest lower inflationary pressures. A weaker global economy could also lead to lower
inflationary pressures as a result of lower commodity prices. If the US were to signifi-
cantly increase import tariffs on Chinese goods, China's exports to the US would likely
decrease significantly. China may then want to export more to Europe and to achieve

9 METRO is a general equilibrium model developed by the OECD to analyse changes in trade policy. It is
global model with 65 sectors, five production factors and 161 countries (regions). Countries and sectors are
linked using input-output tables.
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this, their export prices may be lowered and give rise to lower inflationary pressures
in Sweden and elsewhere. On the other hand, higher imported prices for US consum-
ers and businesses could also lead to higher prices in Sweden via both direct trade
and trade in global value chains. Increased US import tariffs could also lead to a weak-
ening of the krona as a result of reduced demand for Swedish goods. The krona could
also depreciate if sharply higher import tariffs were to give rise to increased uncer-
tainty and volatility in financial markets.
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