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(00:03):
Hello, and welcome to NC State's Audio Abstract. I'm your host, Tracey Peake.
(00:09):
Tariffs have been in the news since the election and look to remain a hot topic in the foreseeable future. And depending on who you ask, tariffs can be either awesome or awful. So, we're speaking today with Andrew Greenland, who is an assistant professor, both of economics and of agricultural and resource economics, about US tariff history and the domestic and international impacts of tariffs in a global economy. Welcome, Andrew.
Andrew Greenland (00:38):
Thank you very much for having me this morning.
Tracey Peake (00:39):
I'm super stoked that you're here because I know nothing about tariffs, so let's go.
(00:44):
So, all right. A tariff is basically extra money that you have to pay, right? For goods or services being imported into a country.
Andrew Greenland (00:54):
A tariff is just a tax, that's all it is.
Tracey Peake (00:56):
Fancy word for a tax.
Andrew Greenland (00:58):
Yep.
Tracey Peake (01:00):
So, what problem are you trying to solve with a tariff, specifically?
Andrew Greenland (01:04):
Yeah, so a tariff is a very special kind of tax that only applies to goods that are produced outside of the country you're thinking of. So in the US, if we put a tariff on something, that means that if we were to buy a car that's domestically produced, that car does not face the tax, but if we buy a car that's produced in another country, we have to pay an additional tax on that.
(01:25):
And what a tariff is trying to do is one of three things. It's either being implemented by a government in order to try and raise revenue. So the government, just like in any kind of tax, is going to try and get some revenue that they can then use for spending on whatever their favorite programs are. Or they're going to try and extract a surplus, is what economists would call it. And this is the sort of, make China pay argument, where we're going to impose a tax and we're going to presume that the foreign countries' producers are going to pay that tax for us. And we'll talk about whether or not that actually happens in practice and the mechanics of how that works. Or, they're really trying to shift Americans' preferences towards buying domestic goods. And that might happen because they just want to see us buy more stuff made in America, or it might happen because if we buy more stuff in America, the presumption is that that might boost employment for the types of companies that are producing goods in America.
(02:24):
And so, there's three real objectives that a government might have when they're thinking about putting in a tariff.
Tracey Peake (02:29):
Okay. So historically, how has the US used tariffs in the past, and has it been effective?
Andrew Greenland (02:37):
So, tariffs have been a staple of US trade policy and US policy more generally, for a very long time. You can actually go all the way back to our country's founding. The Boston Tea Party was a tax put on tea and in America we don't actually produce tea here, and so that was a fancy way of saying there was a tariff on tea. And so, that was really what our country was founded on, interestingly. And then basically ever since that point, tariffs have been a mainstay of the government for one of these three policy reasons.
(03:08):
Now, for a very long time, they were actually a very good source of revenue for the government. And up until the mid-1910s, we actually didn't have a federal income tax. Tariffs stopped being an important source of government revenue at about that point.
(04:29):
Right at the end of World War I, the US decided to take a pretty protectionist stance. As Europe got engaged in World War I, the US became a big supplier of stuff for Europe. When World War I ended, there's a big economic collapse, a recession, and the moment that recession happened, politicians started to worry about protecting domestic employment. They wanted to protect American producers who had gained some kind of advantages as Europe was caught in fighting, from the economic competition that might come with increased competition from Europe, and they started to increase tariff levels. That was put in place, there's something called the Emergency Tariff Act.
(05:21):
And then about 9 or 10 years later, the much more famous Smoot-Hawley Tariff in 1930 comes into play. And this is a really big shift in the way the US thinks about tariff policy, because it's an intentionally extremely isolating tariff. We've put tariff levels back to 20 something percent, 20, 22%, as a way of really trying to protect domestic producers from international competition.
(05:48):
We then spent basically the next 90 years trying to undo all of that. And then on the back of World War II, we realized that in the course of a couple of decades, we'd had two enormous global conflicts. So what we tried to do is set up a bunch of policies on the back of World War II to help countries have the right economic incentives to not get in big wars. And one of those ways of doing that was to integrate economically. Okay?
Tracey Peake (06:28):
Okay, so that leads me then to the next question. The reintroduction of tariffs in a global economy, is that particularly complicated in some ways?
Andrew Greenland (07:01):
Yeah, so I think it is kind of helpful to think about what the economy looked like when tariffs were a very useful policy tool. It's very easy to think of a tariff as being something that is placed on a final good for consumption, like an automobile. But in truth, most tariffs are going to be impacting things like steel or iron ore, or the base components of those final vehicles. And so when we're placing tariffs on things, it's going to impose costs all throughout the supply chains for the firm.
(07:49):
Okay, and so when we have a car being produced, let's think about Canada as an example here, because they're obviously back in the news with 25% tariffs being levied on them, which is a huge shift in policy. We might be producing steel, that steel is then exported, that steel might be pressed into a door, which is re-imported. That door might be added to a car, which is re-exported as a piece of a complete car. And if we have a 25% tariff, say on all goods crossing the US-Canada border, that base piece of metal that was turned into steel might be tariffed two or three or four times.
(08:28):
And so when we were having a 25% tariff on something, it's not just that the price might go up by 25%, it may go up much more than that because as these things cross the borders multiple times, they're going to get hit with that tax every single time.
Tracey Peake (08:59):
Okay. Yeah, and I had heard of that example before, so, that's bad.
Andrew Greenland (09:06):
It's certainly a much more complicated situation than when we were originally using tariffs as a primary source of revenue. Right?
Tracey Peake (09:12):
Right.
Andrew Greenland (09:13):
When you're thinking about it just as a final good coming into the country and you might want to protect the domestic consumers or the domestic producers, excuse me, putting that tax there might be a good way of encouraging Americans to buy the domestically produced stuff. But if we are really dependent on other countries for all the little pieces of the supply chain, then putting those taxes there can actually cause more harm to the domestic firms that rely on those pieces from foreign countries, than it actually provides indirect protection.
Tracey Peake (09:43):
If the goal of tariffs is to increase domestic production is the idea here to try and replace all those companies externally with domestic production? Is that even realistic? And how long would that take?
Andrew Greenland (10:16):
Yeah, so, is that the goal? So, I think there's three questions here, one is, is that the goal? Two is, is it realistic? And three, if it's realistic, how long does that take?
Tracey Peake (10:25):
Exactly.
Andrew Greenland (10:26):
So, let's take those in pieces. So is that the goal? It could be. I think as we were saying, President Trump has emphasized before that there are really a couple of goals with these tariffs. One is to, he's even floated replacing the income tax with tariff revenue.
Andrew Greenland (10:58):
So the way to think about this is, just like any kind of tax, there's a tax rate that gives you the most possible revenue, okay, and it's called the Laffer curve, it's a way of describing if I have a tax of 0%, I collect no revenue on that. If I have a tax of a million percent, I collect no revenue on that because nobody buys that product. And so there is some happy middle ground that says as I increase that tax rate, I'm getting some additional revenue but because the price is going up, I'm actually discouraging consumers from buying things. And if we look at the most a tariff could ever actually generate for the economy, it's nowhere near the ability to replace the existing income tax, let alone fund the federal government in its current capacity. So practically, we can't actually replace the income tax with a tariff and keep the government at its current size. 
(12:00):
If we really wanted to boost employment, is this something that we could actually do? Well, it is something that could happen as we try and put these trade barriers up to discourage consumption of foreign stuff and get people to buy things here in the domestic economy. That is definitely something that can happen, but when we look at how that plays out in terms of employment, the question is really, whose jobs are you trying to protect?
(12:37):
Okay, so let me give you an example. We put tariffs on steel and aluminum, under the pretext of protecting steel and aluminum producers for national security interests here in the United States. When we did that, it definitely boosted steel and aluminum employment, right? Because, why? Well, all of a sudden it's more expensive to buy foreign steel and aluminum. That means domestic steel and aluminum producers can raise their prices a little bit, which means they can afford to hire more workers, and so that's good for the domestic steel and aluminum producers. But now, anybody who uses steel and aluminum in their production now also has to pay higher costs. Okay?
(13:16):
And so when we add up all of the jobs gained by steel and aluminum producers and subtract from them, the jobs lost because anybody who used steel and aluminum has higher costs now and now has to start firing workers because there's less demand for their products. It looks like on net, there were actually more jobs lost than there were jobs gained directly from those original tariffs. And so, could you put tariffs to bring those jobs back? Yes, with the caveat being that anybody who depends on those goods for inputs is going to be firing workers too. And the net question really is, whose jobs do you care about protecting? If you're just focused on the steel and aluminum producers, this can work. If you're not really worried about the knock-on effects, then that might be the policy you choose, but it's not one that's going to be good for boosting employment on net.
Tracey Peake (14:09):
Okay, and so we've addressed this kind of around the edges, but the likely outcomes for the consumer with a tariff of 25%. Like if you're looking at a car, you're going to be paying a whole lot more because those little piece parts keep going back and forth across the border. Is it just on the backs of the consumer, basically, when we have tariffs like this, or is it spread out a little bit more?
Andrew Greenland (14:32):
So with any tax, it's not obvious that it has to fall on the consumer. Okay, so it's really about who is most desperate? The consumer to buy that particular product or the seller to sell it to your particular market?
(14:47):
Okay, so I'll give you two examples here. We could think about fresh picked strawberries, say. We get a lot of fresh fruit out of our trade relationship with Mexico, avocados, limes, strawberries, berries, all sorts of things that we can't get seasonally here in North Carolina. If we are thinking about putting a big tariff on fresh fruit, and we're thinking about importing that fruit from Mexico, if the fruit sellers have already picked all of this fresh fruit and we tell them there's now a tax coming across the border, well, the American consumer might look at this and say, "Well, I'm not actually going to pay 25% more for my strawberries. I'll buy blueberries instead." And the Mexican exporter might say, "Well, if I don't sell these strawberries to you right now, they're going to rot. I'm going to recover no money from this, so I might be willing to take a lower price and pay part of that tariff to continue to sell this good to you."
(15:51):
And so in a world where the seller really doesn't have any other options, they really need to sell it to the US. In those sorts of situations, the seller might be expected to pay part of the tariff.
(16:04):
On the flip side, when we think about things like oil, for example. Canada, which produces and exports oil to the US, might look at the situation and say, "Well, oil is stable. I don't have to sell it to you and I don't have to sell it to you today. So if you put a tax on this, I can take my time and think about another place to sell this oil." Whereas the US consumer is going to look at this and say, "No, but I need to drive to work today. I need to put gas in my car." And so at whatever the price is, I am more inelastic in my demand. I'm going to buy this no matter what happens to the price.
(16:42):
And so when we put a tariff on something, the question of who pays for it is really about, who needs it most? Does the seller need to sell it to you? If they do, they might be willing to pay some of that tariff. If the buyer needs that product and there's no other alternatives, they're going to end up paying for that tariff.
(17:00):
When we look at the last wave of tariffs that came in under President Trump in 2018, there are a couple of really careful pieces of analysis done. One is a paper called the Return to Protectionism. And when you look at the effect of the tariffs on prices, what President Trump would hope to see is that prices in the US didn't go up at all, that the price the sellers received exporting from China went down. They were willing to accept less because they were desperate to sell these products to the US, and so they would end up paying that tariff. What we actually see is the exact opposite. It's the importer's prices that went up by the whole amount of that tariff. So it looks like basically what happened is we put this tariff in place, and US importers didn't really have any other options for where to get those pieces or components of whatever they were producing. And so the prices in the US went up by that whole amount.
Tracey Peake (17:57):
That leads me back again to, if the idea is to decrease American dependence on these international supply chains, how long does building that back up take, right? You can't shift this stuff overnight.
Andrew Greenland (18:20):
You really can't. So first, I think there's, there's a simple point here, which is, how much is this going to cost, and then how quickly firms adjust? I saw an estimate out of the Peterson Institute in D.C. They're a group that does a lot of work on international economics questions, and they basically estimated that you could expect the average household to be paying an extra $1,200 annually on the back of these increased tariffs. That's the average household, and it tends to be higher costs, the lower your income is. And that's typically just because of the fact that if you are lower income, you're going to be spending more of your income on regular consumption. Less of it is saved for things like housing or long-term investments, and tends to be in places that are more dependent on international trade. And so, the average household might be paying 1,200, your wealthier consumers may be paying less. Your lower income consumers may be paying a higher share of their income in these tariffs. Okay?
(19:21):
The question of how long it takes to adjust, these are not quick decisions, right? Reinvestment means I need to have certainty as a firm that this shift in policy is here to stay because I might have to sink a couple hundred million dollars into a new production facility. And if when President Trump leaves office, these tariffs are reversed or changed or new trade deals are struck, I don't want to have sunk $100 million into a new facility to turn out to want to be somewhere else producing that. And so, one of the worst things we see when these trade policy issues come into play is the uncertainty created itself can be a big driver of economic slowdowns. Okay? The idea that I might threaten to put a tariff on something or I might do it, but it's not clear that that's going to stick for a long time, makes businesses reluctant to make these big reinvestment decisions. They need to know that this is a big permanent shift in the way that the US is going to be behaving.
(20:29):
There is some past precedent where we've tried to use these kind of trade barriers as a means of getting reinvestment. In the '70s and '80s, Japan was thought to be the threat to the US economy. 
(21:12):
And so we got into a position where we, through some negotiations and discussions with Japan, figured out a way to facilitate Japanese investment into the US with some policies called voluntary export restrictions that Japan did, it's a bit into the details for this particular talk, but that wasn't even a quick process, right? And that was something where we knew we were targeting a particular industry, and it took a long time for Japanese firms to start doing what we call FDI and investing here domestically. It could take a long time for us to shift to a place where the US economy can produce a lot of the things we buy from abroad, but frankly, it will be more expensive for us to produce a lot of these things
So, it's kind of a twofold question. One, it will take a long time for us to adjust and that means higher costs in the meanwhile. But two, even once this adjustment takes place, there are some things that we are just not going to be the best or most efficient at producing. And so even if those jobs come back, we're still talking about paying higher costs for all of those goods and services that we were getting more inexpensively abroad.
Tracey Peake (22:44):
Okay. So that also sort of begs the question, which sort of, full circle here. So, what is the goal then?
Andrew Greenland (23:22):
Yeah, so this is a really, really great question. So, let me just give the 30-second synopsis on why you would use a tariff and whether or not we think that's actually what's happening.
(23:33):
Is it about tax revenue? Well, we've already discussed the fact that we don't have enough capacity to replace the existing income tax system with tariffs. So, it can't just about tax revenue. Could it be about bringing jobs back? Well, it can only be about bringing jobs back for the sectors you're protecting directly, and not anybody dependent on those supply chains. And it looks like those supply chain effects dominate, so we'd actually be losing jobs doing this in the short run. Can it be about making the foreign country pay? Well, we've already discussed the fact that that really depends on how desperate the seller is to sell to you. And the last time around, the US ended up paying.
(24:11):
It's also a really hard question to answer because we've not really seen this kind of a reversal in policy, like I was saying, since the 1920s. This was on the back end of an economic collapse after World War I, that we started backpedaling on globalization here. So this is a complete paradigm shift. I mean, there was a brief stint where Richard Nixon acted very aggressively. There was a brief stint where under Ronald Reagan, we actually were concerned about the trade deficit, thought about using tariffs, and instead started interfering in foreign exchange markets. We cause a devaluation of the dollar.
(26:51):
That is one of the more subtle points about why the US imports so much relative to what it exports. At the end of the day, it's about where prices are cheaper. Okay, I want to buy stuff where it's cheap, and when we're pointing the finger to tariffs being low as a reason that foreign things are cheap, it glosses over the fact that the world transacts on the US dollar. Okay, which means anytime people are buying and selling stuff, even when it's not involving the US, they're oftentimes using the dollar to buy and sell stuff. It means the dollar is very valuable, which means when we spend a dollar, we can usually buy a lot of stuff in foreign countries with that dollar. And one of the big reasons that there are trade imbalances and we are importing more than we are exporting, is because the dollar is stronger than those foreign currencies. And a tariff is an attempt to try and make those foreign things more expensive without addressing the underlying problem.
(28:01):
The underlying, I won't say problem, because it's not a problem, it's just it's the underlying driver of this is the reason that there's a trade imbalance in the first place, is the dollar is so strong relative to some of these currencies, that it makes everything cheap in those countries by comparison. Putting a tariff on it is an attempt to put a bandaid on a hole in a dam. Okay? The cause of this is the relative price levels in these two countries, the strength of the dollar. And putting a tariff on it is an attempt to try and raise the price of those foreign goods. It's not the underlying cause of these big trade imbalances, these big gaps between how much we are buying from abroad versus how much we're selling from abroad.
Tracey Peake (32:51):
All right, and that brings me to my final question, which is one that I ask everyone. 
What is the most interesting or the coolest thing you've discovered in your work? It could be a favorite weird historical fact, an unusual outcome, or just what drew you to this work in the first place?
Andrew Greenland (33:23):
What drew me to this work in the first place, I think that's maybe an easier one for me to answer, is I grew up in a very small part of Ohio. My hometown had 12,000 people, my whole county had 88,000 people. I had family who worked in a steel mill, there was a steel production plant and a chemical manufacturing plant in my hometown. And I watched what a lot of America watched, which was a shift of US manufacturing away from American production towards overseas. Okay? And so it was something I saw and experienced firsthand.
(34:05):
And in economics a lot, we're taught that the way we want to think about globalization is that we are trying to maximize the size of the pie. That is, we're trying to make things as efficient as possible. If there's a country that produces something in a less expensive manner than we do, we could gain from trading with that country, have a little bit money left over, and we could do something with that. And what we should do is use that money to reinvest in people whose jobs might've been lost because we ended up trading with another country. But I think that was the part of the equation that never really happened as much. I think we as a society were willing to adopt and benefit from the gains from globalization, but were then kind of reluctant to make sure we were investing back in the communities that had lost jobs, lost manufacturing bases, and that led to some rise in anti globalization sentiment. It was a personal thing for me to kind of watch this unfold, that's kind of what got me thinking about this.
(35:15):
And then the more I thought about it, it was, why aren't these locations adjusting? What was unique about my hometown that I didn't see people rebounding when X jobs disappeared? And it got me thinking about that on a much, much broader basis.
And so, I think our desire to fight these protectionist instincts from before World War II and integrate our supply chains and work with other countries to integrate and get these gains from trade, are well-founded. I don't think there's anything wrong with that intuition. I think it's a really important exercise, both from an international perspective, but also making sure that consumers get the most bang for their buck. But I think it's also important to recognize that when we do that, we need to be taking some of that extra money, that extra surplus we're generating, and making sure we are reinvesting back in the communities that have had job loss, there have been displacements, things like that. We need to make sure that the rising tide does raise all boats. It's not that we use it as an opportunity to raise some and leave others sort of sitting shallow.
Tracey Peake (37:01):
Okay. Well, thank you so much for being here, Andrew. This has been fascinating. 
Andrew Greenland (37:08):
Thank you. Thank you for having me, this has been a great pleasure.
Tracey Peake (37:10):
Awesome. We've been speaking today with Andrew Greenland, an assistant professor of economics and of agricultural and resource economics here at NC State.
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