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Osher Lifelong Learning Institute, Spring  2025

Contemporary Economic Policy
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University of Connecticut

Host: Geoffrey Woglom, Ph.D.
Director, National Economic Education Delegation

Available NEED Topics Include:

• US Economy

• Healthcare Economics

• Climate Change

• Economic Inequality

• Economic Mobility

• Trade and Globalization

• Minimum Wages

• Immigration Economics

• Housing Policy

• Federal Budgets

• Federal Debt

• Black-White Wealth Gap

• Autonomous Vehicles

• US Social Policy
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Course Outline

• Contemporary Economic Policy
- Week 1 (4/10): Climate Change (Sarah Jacobson Williams College)

- Week 2 (4/17): Tariffs and Their Effects (Geoffrey Woglom, Amherst College)

- Week 3 (4/24): Immigration (Robert Gitter)

- Week 4 (5/1):   The New Inequality (Geoffrey Woglom, Amherst College)

- Week 5 (5/8): Federal Debt and Deficits (Brian Peterson, LaGrange Colleg)
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Submitting Questions

• I encourage you to submit questions by raising your virtual hand or 
by submitting in the chat.  I will deal with questions as they come

• We will do a verbal Q&A once the material has been presented.
• Slides will be available from the NEED website tonight 

(https://www.needecon.org/delivered_presentations.php).
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Tariffs and Their Effects
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Geoffrey Woglom, 
Professor of Economics

Amherst College, emeritus
April 17, 2025

World Exports 2022

World Imports 2022

Outline for the Talk

1. Accounting relationship between trade deficits and borrowing 
from foreigners.

2. Primer on Tariffs and why economists don’t like them.
3. Primer on Trade Deficits and their determinants.
4. “Liberation Day” and its aftermath.
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Key Takeaways

• Trade Deficits occur when National Saving is less than investment.
• Tariffs have been falling from 1947 and were still quite low.
• Trade deficits that reflect a countries productive investment 

opportunities are good.
• China Shock (2001-2011) showed that not all expansions of trade 

are beneficial.
• The way to reduce the trade deficit is to increase national saving.
• Trump tariffs will hurt the poor relatively the most.
• Financial Markets are Flashing Warning Signals.
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Gross Domestic Product: 2024 = $29.2 tr
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$30.1
Less  Imports (IM)
-$4.1
Plus Exports (EX)
+$3.2
Equals  GDP (Y)
$29.2

67.9%, 
Consumption

18.1%, 
Investment

17.1%, Government
Total Domestic Spending $30.1 
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Basic GDP Accounting

• Trade Deficit is when imports (IM) exceed exports (EX)
• Trade Deficits arise when we spend domestically more than we produce

- Domestic Spending = C + I + G = $30.1;
- What we produce = Y = C +  I + G – IM + EX=$29.2 

• Y - C - I – G = -IM + EX, $29.2-$30.1=-$0.9
• Useful definition Y – C – G is “National Saving” & rearranging; 
• (Y – C - G )– I = National Saving less Investment = -IM + EX = Trade Deficit
• We spend more than we produce when national saving isn’t sufficient to 

finance our investment, so we borrow from abroad. 
• Trade Deficit = Borrowing from foreigners = National Saving less Investment.
• Key Takeaway:  Trade Deficits are Associated with an imbalance of national 

saving and investment
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History of Saving, Investment and Trade Balance
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Persistent Trade Deficits Start in the 1980s
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Three Components of National Saving
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Movements in National Savings are Dominated by Government Deficits

A Brief Primer on Tariffs

• Tariffs are a sales tax on imported goods, collected from importers
• The burden of the tariff in general falls on buyers of imports 

(consumers and firms) to the extent of higher prices and on the 
foreign country.

• Economist don’t like tariffs in general because they reduce the gains 
from trade

- More efficient utilization of global resources:  Why doesn’t Patrick Mahomes 
mow his own lawn

- Economies of scale for producing for large markets.

• Gains to Trade Taken to a New Level with Global supply chains
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Supply Chains
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https://www.cato.org/blog/trumps-automotive-tariffs-will-
hurt-american-consumers-producers

US

Possible Economic Arguments for Tariffs

• Possible arguments for tariffs
- National Defense – strategic resource.  Do we need the capacity to make our 

own computer chips, just in case?
- “Infant” Industry
- Temporary strategy to reduce foreign tariffs
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History of the Source of Federal Revenues

15
https://en.wikipedia.org/wiki/File:Federal_taxes_by_type.pdf

1913;  Sixteenth Amendment. The Congress shall have the power to lay and collect taxes on incomes, 
from whatever source derived…
1930;  Smoot Hawley Tariff.
1935;  Social Security and Payroll taxes.

History of US Average Effective Tariff Rates

16
https://budgetlab.yale.edu/research/state-us-tariffs-april-15-2025

Inc. Tax

Smoot-Hawley
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The Original Reciprocal Tariffs

• Reciprocal Trade Agreements Act of 1934
1. President has the authority to negotiate bilateral trade agreements 

allowing for the reciprocal tariff reductions of up to 50% of Smoot Hawley.
2. 32 Bilateral trade agreements signed between 1934 and 1945.
3. Sets a precedent of Congress delegating tariff authority to the President.

• General Agreement on Tariffs and Trade 1947
1. Outgrowth of Bretton Woods – Multilateral reciprocity.
2. Average tariffs fall from 22% in1947 to 5% in 1999.

17

https://en.wikipedia.org/wiki/Reciprocal_Tariff_Act

https://en.wikipedia.org/wiki/General_Agreement_on_Tariffs_and_Trade

World Trade Organization (WTO) 1995

• GATT was only a set of legal agreements and had no organizational 
structure.

• New trade issues arose, e.g., intellectual property rights, non-tariff 
barriers to trade.

• More efficient and “binding” dispute resolution.

China joins the WTO in December of 2001.

18https://www.britannica.com/topic/General-Agreement-on-Tariffs-and-Trade
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Tariffs in 2021

19

1.33%

2.31%
1.47%

Key Takeaway:
Tariffs have been 
generally very low

Doesn’t Congress Set Taxes, including Tariffs?

• Yes, but Congress has delegated the authority to raise tariffs 3 times
1. 1962: If imports threaten national security following an investigation by the 

Secretary of Commerce
2. 1974: If the US International Trade Commission finds that a surge in imports 

is harming domestic industries
3. 1977:  President declares a national emergency due to “an unusual and 

extraordinary threat” originating outside the US

President Trump has been claiming tariff authority from 3., but is 
being challenged in courts.

20
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Trade Deficits

• Remember, trade deficits occur when national saving is insufficient to 
finance investment.

• Three possible causes (not mutually exclusive):
1. Low national saving due to government deficits
2. Low national saving due to low private saving.
3. High levels of investment.

• Good Trade Deficits:  South Korea from 66-76?
- GDP growth averaged around 10%
- Investment about 25% of GDP
- National Saving about 22%
- Government Deficit of about 3%

Good Trade Deficits Allocate International Saving to the most productive 
investments.

21
https://www.nber.org/system/files/chapters/c7523/c7523.pdf

US Trade Balance 2022

22

US with all countries: - Total Imports (IM)  +Total Exports(EX) =-$3.4 tr+$2.1 tr  = $-1.2 tr

https://wits.worldbank.org/CountryProfile/en/Country/USA/Year/2022/TradeFlow/EXPIMP
/Partner/by-region
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US:  Since 2000s, Good or Bad?

23

What about the China Shock?

• 2000 Economist View of the Effects of Increasing Trade
1. Free Trade leads to more gains than losses
2. Trade was not the major cause of the decline in manufacturing employment 

nor in the rise of inequality.
3. Increasing trade would affect low skilled wages generally and not by trade-

exposed workers speciifically.
4. Worker mobility was high.

• Given 4, increasing trade should provide gains for most.

24
https://www.nber.org/system/files/working_papers/w21906/w21906.pdf
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The China Shock

25

Reminder:  China Joins WTO in December of 2001

Autor et. al.’s Conclusion

While these results do not at all suggest that international trade is in 
the aggregate harmful to nations-indeed, China's unprecedented rise 
from widespread poverty bears testimony to trade's transformative 
economic power-it makes clear that trade not only has benefits but 
also significant costs. These include distributional costs, which 
theory has long recognized, and adjustment costs, which the 
literature has tended to downplay.
China shock showed that a rapid influx of imports can cause harm 
that is geographically concentrated and long lasting to communities 
with import competing industries.

26
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Tariffs and Trade Deficits

• Remember, Trade Deficits are the mirro image of investment greater 
than national saving.

• For the trade deficit to fall either national saving must rise and/or 
investment must fall (not what we want).

• For national saving to rise
- Households and businesses must save more, or
- The government deficit must fall.

27

So, What Do Tariffs Do?

• Tariffs do increase national saving by raising revenue, but also
• Decrease the demand for the goods subject to the tariff, which
• Increases the value of the dollar, thereby

- Lowering our exports as domestic goods cost more to foreigners.
- Offsets some but not all of the effect of the tariff on total imports, as non-tariffed 

imports are cheaper.

• Net Effect (first approximation)
- Exports fall, Total Imports fall, and the change in the trade balance is solely due to 

reduced government deficit.
- Composition of imports changes while the relative share of non-tariffed imports 

rises.
- Winners and Losers and rent seeking?

28
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Trump “Reciprocal” Tariffs

Suspended for 90 days
• Easy Peasey – Charge the rate country imposes on us.
• Complications

- Non-tariff barriers, strict labeling requirements, state procurement policies.
- Exchange rate policy that leads to undervalued currency.
- Not, Value Added Taxes 

• Complicated and Controversial, but NOT what was done.
• Instead, half of the bilateral trade surplus with the US divided by 

total exports to the US 0.5(EX-IM)/EX.
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Example, Lesotho (2022 data)

(EX-IM)/EX=
($236m-$7m)/$236m=0.97
“Reciprocal” Tariff = 0.5(.97)= .485,
49% tariff rate  (actually, 50%)

30

Facts about Lesotho:
GDP/Pop =$1,073;
Population 2.1 million
Trade balance -$349 million
Average eff. tariff rate against US = 10%

https://wits.worldbank.org/CountryProfile/en/USA

https://www.imf.org/en/Publications/WEO/weo-database/2024/October
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More Generally

• Bilateral Trade Surplus, by itself, doesn’t have much economic 
significance, and certainly doesn’t have any general relationship to 
the level of tariff or non-tariff barriers.

• Pastrick Mahomes runs a trade deficit with the teenager who mows 
his lawn!

• Is the teenager “ripping off” Patrick Mahomes.
China may be the exception.

31

Tariffs as of April 15

32
Source for this and following slides: 
https://budgetlab.yale.edu/research/state-us-tariffs-april-15-2025
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Estimated Macro effects

• Tariff Revenue 2026-2035: between $2.4 and $1.8 trillion
• 2025 growth in GDP falls by 1.1 percentage points.
• Change in the Price Level 3.0 points.
• 2 Estimates of Average Effective Tariff Rates

- No substituttion effects – 25.6% (Chinese imports 14% of total)
- Substitution effects – 15.6% (Chinese imports fall to 3% of total!)

33

Distributional Effects

34

Poor hurt relatively the most, “regressive” tax
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Yes, but it Lowers the Deficit, Raising National 
Saving

• $2.4 to $1.8 trillion over ten years in perspective.
• Non-partisan Joint Committee on Taxation recently estimated that 

the Republican tax plans including extending 2017 tax cuts will raise 
deficits by $5.5 trillion over the next ten years.

• Are spending cuts the size needed to prevent rising deficits likely?

35
https://punchbowl.news/wyden_merkley_neal_boyle_release_new_estimate_of_republican
_tax_planpdf/

Limitations & Ominous Mystery
• How do you estimate Effects of Policy Changes that haven’t been 

seen in nearly 100 years?

Liberation Day

36
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Mexican-Born People in the US

37

About 10.6 million in 2022 (Latest data)
1 in 14 people born in Mexico currently lives in the US

Let’s Hear from You!

Geoffrey Woglom 
grwoglom@amherst.edu

Contact NEED: Info@NEEDEcon.org

Support NEED:  www.NEEDEcon.org/donate.php
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