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Tariffs are paid when goods arrive in a country, not when they are sold in stores. (UBS)

Paul Donovan: Tariff tales
24 January 2025, 5:06 pm CET, written by UBS Editorial Team US Editorial Team

The impact of trade taxes is well understood. Economists have had at least four thousand years to study the
effects. But the stories that are told about tariffs can magnify the economic effects.

Tariffs are a sales tax paid by the buyer. However, tariffs are often described in economical nationalist terms, like “putting
tariffs on China.” This actually means “putting a tax on domestic consumers of goods from China.” If people believe
the nationalist tale, there is a risk that the inflationary hit from the tariff will be a shock, creating a negative impact on
consumer sentiment.

Tariffs are paid when goods arrive in a country, not when they are sold in stores. However, the language around tariffs often
suggests that a 10% import tax means a 10% increase in the consumer price. In fact, consumer prices should only rise 4%.
If this tale is widely believed, it may become true—because it gives retailers pricing power to engage in profit-led inflation.

Tariffs apply to the goods section of the economy. Often the tale around tariffs gives the impression that this means the
whole economy is affected. But imports of goods are a relatively small part of the economy, and the inflation impact needs
to be considered in that context.
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