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Modern legal scholarship has largely relegated tariffs to economic analysis, overlooking their
legal and policy significance. This Article challenges that view by examining tariffs as a potential
pillar of fiscal policy, exploring their viability as a revenue source alongside or in place of
traditional income and corporate taxation. While historically central to U.S. government funding,

tariffs’ importance diminished with the rise of income taxation and trade liberalization. However,

their recent resurgence as a tool for trade protection raises broader questions about their role in

national economic strategy.

This Article critically assesses the feasibility of a tariff-based tax system, drawing on historical
lessons and economic modeling to evaluate its revenue potential, equity implications, and
administrative challenges. It examines the legal constraints of such a system, including global
trade compliance and the risks of economic retaliation. While tariffs alone cannot sustain a
modern tax system, their strategic use, alongside excise and consumption-based taxes, offers a
provocative alternative to existing revenue structures. By reframing tariffs as more than economic
instruments, this Article situates them within broader debates on tax policy, sovereignty, and
economic resilience in an era of shifting global trade dynamics.

“Destroy the tariff and you will leave no means of carrying on internal
improvements; destroy internal improvements and you leave no motive for the
tariff.”

- Senator William Smith, D-S.C., 1830*
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INTRODUCTION

While discussions on wealth taxation and capital gains reform are critical
components of the broader tax policy debate, this Article focuses specifically on
consumption and trade-based taxes, particularly excise taxes and tariffs.
Likewise, alternative tax mechanisms, such as Financial Transaction Taxes,
Carbon Taxes, and Digital Services Taxes, offer valuable revenue opportunities
but fall outside the scope of this Article. Rather than evaluating every possible
tax reform, this Article focuses on one central issue: Can a tariff-based tax
system serve as a viable and sustainable revenue source for the federal
government? If so, could it replace the existing federal tax system which relies
heavily on income taxation? And if it could, what would such a system look like,
and how could it be structured to maximize revenue while minimizing economic
and cross-border disruption? By focusing on this critical issue, we aim to provide
a deeper and more targeted exploration of the feasibility and implications of a
tariff-reliant tax framework.

W. M. Curtiss published an article in The Analysts Journal, which opened
with the following statement:

Who would have guessed that tariffs would once again become a political

football in the United States? True, a half-century and more ago the question

of tariffs was considered a major point of difference between the two great

political parties. But in recent years it seemed that the subject, as a partisan

issue, had about disappeared.2

Surprisingly, this reflection on the resurgence of tariffs as a contentious
political issue was not written in 2025 or even 2024, but rather in 1954. At the
time, Curtiss was commenting on what many assumed to be a relic of nineteenth
century political battles, a debate over tariffs that had long ceased to dominate
the national discourse. His words, however, resonate strikingly in the modern
context, highlighting the cyclical nature of economic and political debates.
Despite nearly seven decades separating Curtiss’s observations and the present
day, the re-emergence of tariffs as a “political football” demonstrates how
seemingly dormant issues can resurface in response to shifting political,
economic, and social dynamics.

The resurgence of tariffs in recent years marks a notable departure from
decades of trade liberalization, reestablishing their relevance in U.S. economic
policy.3 The twenty-first century has seen tariffs re-emerge not merely as a fiscal
tool but as a means of addressing perceived economic imbalances and protecting
strategic industries.4 What is particularly striking about this resurgence is its
bipartisan support. From Trump’s protectionist measures to Biden’s

2. W. M. Curtiss, Tariffs, 10 ANALYSTS J. 35, 35 (1954).

3. Doron Narotzki, Tariffs: Back to the Future, 116 TAX NOTES INT’L 565, 565 (2024); Reuven S. Avi-
Yonah & Doron Narotzki, The Tariffs Are Coming! The Tariffs Are Coming!, 116 TAXNOTES INT’L 1577, 1577—
78 (2024).

4. Narotzki, supra note 3; Avi-Yonah & Narotzki, supra note 3, at 1578-79.
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continuation of'tariffs on steel, aluminum, and solar panels, tariffs now transcend
partisan divides—at a time when the two major parties agree on little else.5

More than a century since the United States shifted away from tariffs as its
main source of federal revenue,® tariffs have once again become a shared
mechanism for addressing global trade challenges, including competition with
China and the safeguarding of domestic supply chains.” Yet, it should be
emphasized that this bipartisan embrace is not without nuance, and its origins
often stem from differing motives. For conservatives, tariffs have been framed
as a means of reclaiming economic sovereignty and protecting traditional
manufacturing sectors, while for progressives, they serve as tools to advance
labor rights, environmental standards, and fair-trade practices.®8 Whether the
tariffs introduced by their respective administration achieved these goals is a
separate issue.?

This bipartisan embrace signals a profound shift in the political and
economic calculus surrounding tariffs, warranting a deeper examination of their
historical significance and modern applications. And though Curtiss’s article
serves as a reminder that while the specific context of the tariff debate may have
evolved, the underlying tensions and concerns, rooted in protectionism,
economic nationalism, and partisan rivalry, remain remarkably persistent. The
very fact that tariffs continue to provoke vigorous discussion stresses their
enduring relevance as both a policy tool and a symbol of broader ideological
divides.t©

5. Narotzki, supra note 3, at 567-69; Avi-Yonah & Narotzki, supra note 3, at 1577 n.1, 1579.

6. Narotzki, supra note 3, at 566—-67; Avi-Yonah & Narotzki, supra note 3, at 1577.

7. Nurullah Gur & Serif Dilek, US-China Economic Rivalry and the Reshoring of Global Supply Chains,
16 CHINESE J. INT’L POL. 61, 73 (2023).

8. Avi-Yonah & Narotzki, supra note 3, at 1579.

9. The answer to this issue is somewhat more complex and depends on various factors. See, e.g., Yeo
Joon Yoon & Wongi Kim, Trump Tariff and Firm Relief: Winners and Losers from Steel Tariff' Exclusion
Request 8 (Korea Inst. for Int’l Econ. Pol’y, Working Paper No. 20-01, 2020), https://ssm.com/abstract=3700752;
Daniel C.K. Chow & Ian M. Sheldon, Understanding the Economic and Political Effects of Trump’s China
Tariffs, 12 WM. & MARY BuUs. L. REV. 273, 323 (2021); Jaerim Choi & Sunghun Lim, Tariffs, Agricultural
Subsidies, and the 2020 US Presidential Election, 105 AM. J. AGRIC. ECON. 1149, 1172 (2023); Edward D.
Mansfield & Omer Solodoch, Political Costs of Trade War Tariffs, 86 J. POL. 1098, 1100 (2024); Mary Amiti,
Stephen J. Redding & David E. Weinstein, The Impact of the 2018 Tariffs on Prices and Welfare, 33 J. ECON.
PERSPS. 187, 189 (2019); Thiemo Fetzer & Carlo Schwarz, Tariffs and Politics: Evidence from Trump’s Trade
Wars, 131 EcoN. J. 1717, 1720 (2021); Stuart S. Malawer, Biden’s Trade Policies—Recalibrated, More
Focused, and a Bit Concerning, 7 CHINA & WTO REV. 391, 394-95 (2021), https://cwto.net/index.php/CWR/
article/view/161/cwr_v7n2_07.pdf; Stuart S. Malawer, Biden’s Trade Policies—Year One: Same as Trump's or
More Aggressive?, 8 CHINA & WTO REv. 177, 178 (2022); Simon Schropp, International Trade Policy Under
Biden: The “New” Washington Consensus and Its Discontents, MERCATUS CTR., June 2024, at 1, 3—4.

10. See, e.g., Josh Wingrove & Eric Martin, Trump Plans to Impose 25% Tariffs on Mexico, Canada by
Feb. 1, BLOOMBERG (Jan. 21, 2025, at 06:00 PT), https://www.bloomberg.com/news/articles/2025-01-21/trump-
plans-to-enact-25-tariffs-on-mexico-canada-by-feb-1?embedded-checkout=true; Jodo da Silva, US Markets Rise
as Trump Holds Off on Tariffs, BBC (Jan. 21, 2025), https://www.bbc.com/news/articles/clezgdj7wvpo; Ana
Swanson, Trump'’s Proposed Tariff Agency Raises Questions, and Confusion, for Experts, N.Y. TIMES (Jan. 21,
2025), https://www.nytimes.com/2025/01/21/us/politics/trump-tariffs-external-revenue-service.html; Andrea
Bitely, Trump’s 25% Tariffs on Canada Will Wreck Michigan Economy, DET. FREE PRESS (Jan. 21, 2025, at
11:48 ET), https://www .freep.com/story/opinion/contributors/2025/01/2 1/trump-tariff-michigan-economy-cana
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Historically, tariffs played a central role in funding governmental
activities.!! In the pre-income tax era, many nations relied heavily on customs
duties for revenue. For example, in the United States, at times tariffs accounted
for more than 90 percent of federal revenue before the implementation of income
taxes in 1913, providing the government with predictable and robust revenue.!?
Similarly, throughout the final two decades of the nineteenth century, tariffs
served as a critical revenue source for the Swedish national government,
generating more than half of its total income and sustaining the fiscal stability
of'the state.’3 Meanwhile, European powers like the United Kingdom and France
also depended on tariffs to finance their imperial and domestic activities.'4
However, the twentieth century saw an intentional decline in tariff reliance as
countries pushed forward for globalization and shifted toward income and
consumption taxes, facilitated by the rise of global trade and economic
interdependence.!5

This Article considers whether a tariff-based tax system could be revived
as a substantial source of governmental funding, compatible with the demands
of a modern, interconnected cross-border economy. This Article evaluates the
feasibility of such a system in the United States, analyzing historical examples,
theoretical foundations, and potential challenges.

da-oil-eggs/77745555007; Brian Sozzi, Trump Tariffs Have Already Triggered Williams-Sonoma CEO to Slash
China Exposure, YAHOO! FIN. (Jan. 21, 2025), https:/finance.yahoo.com/news/trump-tariffs-have-already-
triggered-williams-sonoma-ceo-to-slash-china-exposure-163105149.html; Ryan Mulholland & Mike Williams,
Trump’s Tariffs Would Raise Prices, Harm U.S. Workers, and Make It Harder to Solve Global Problems, CTR.
FOR AM. PROGRESS (Dec. 18, 2024), https://www.americanprogress.org/article/trumps-tariffs-would-raise-
prices-harm-u-s-workers-and-make-it-harder-to-solve-global-problems; Erica York & Alex Durante, Tracking
the Economic Impact of the Trump Tariffs & Trade War, TAX FOUND. (Aug. 22, 2025),
https://taxfoundation.org/research/all/federal/tariffs; Elijah Asdourian & David Wessel, What Are Tariffs, and
Why Are They Rising?, BROOKINGS (Feb. 11, 2025), https://www.brookings.edu/articles/what-are-tariffs-and-
why-are-they-rising; Robert Goulder, 1t’s 2024 and Trump’s Tariffs Are (Still) a Bad Idea, TAXNOTES (Feb. 12,
2024), https://www .taxnotes.com/featured-analysis/its-2024-and-trumps-tariffs-are-still-bad-idea/2024/02/09/7j55n;

Avi-Yonah & Narotzki, supra note 3, at 1578-79; Doron Narotzki, Scrapping Tariffs, Spurring Growth, 184
TAX NOTES FED. 2289, 2290-91 (2024); Narotzki, supra note 3, at 569.

11. Protectionism in the Interwar Period, OFF. OF THE HISTORIAN, https:/history.state.gov/milestones/
1921-1936/protectionism (last visited Mar. 20, 2026); see Phillip W. Magness, The Problem of the Tariff in
American Economic History, 1787—1934, CATO INST. (Sep. 26, 2023), https://www.cato.org/publications/problem-
tariff-american-economic-history-1787-1934; D. ANDREW AUSTIN, CONG. RSCH. SERV., IN12482, TARIFFS AND
FEDERAL FINANCES: A THUMBNAIL HISTORY 1 (2025); Douglas A. Irwin, Historical Perspectives on U.S. Trade
Policy, NAT’L BUREAU OF ECON. RSCH. REP., Winter 1988-89, at 18, 18.

12. Sheldon D. Pollack, Origins of the Modern Income Tax, 1894—1913, 66 TAX LAW. 295, 327 (2013);
CHRISTOPHER A. CASEY, CONG. RSCH. SERV., IF11030, U.S. TARIFF POLICY: OVERVIEW (2025); Chad P. Bown
& Douglas A. Trwin, Even Now, Tariffs Are a Tiny Portion of US Government Revenue, PETERSON INST. FOR
INT’L ECON. (July 16, 2019), https://www.piie.com/research/piie-charts/even-now-tariffs-are-tiny-portion-us-
government-revenue.

13. Daniel Tarschys, Tributes, Tariffs, Taxes and Trade: The Changing Sources of Government Revenue,
18 BRIT. J. POL. ScI. 1, 5 (1988).

14. See Percy Wells Bidwell, Trade, Tariffs, the Depression, 10 FOREIGN AFFS. 391, 397 (1932).

15. See generally Narotzki, supra note 3 (discussing the risks of reverting to protectionism in a globally
interconnected economy).
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I. HISTORICAL ANALYSIS

As the title of this Article suggests, in many countries, tariffs are a relic
from the past and are no longer viewed or used as a primary source of
government revenue.'® Hence, to fully understand tariffs, we must look to the
past and examine their historical role as a cornerstone of fiscal policy. From the
protectionist measures of nineteenth century industrializing nations” to the tariff
wars of the early twentieth century,'® the evolution of tariff policies offers
critical insights into their economic, political, and social impacts. By tracing
these historical developments, we can better contextualize the role tariffs have
played in shaping global trade systems and assess their relevance in the modern
economic landscape.

The early nineteenth century marked a critical juncture in U.S. economic
policy, characterized by the rise of the protective movement.’® This movement
gained momentum in response to the economic crises of 1818-1819, which
devastated agricultural prices and disrupted foreign markets for U.S. goods.2°
Advocates for protectionism, including farmers and manufacturers, sought
legislative measures to shield domestic industries from foreign competition and
stimulate the domestic market.?! The protective movement’s momentum was
further bolstered by external and internal disruptions that highlighted
vulnerabilities in domestic industries.?2

The Embargo Act of 180723 and the War of 181224 created an environment
of'enforced protectionism, where limited access to foreign goods encouraged the
growth of emerging domestic industries.?5 Although the conclusion of the war
in 1815 reopened the floodgates to British imports, the temporary domestic

16. See Anshu Siripurapu & Noah Berman, What Are Tariffs?, COUNCIL ON FOREIGN RELS. (Apr. 1, 2025,
at 15:36 ET), https://www.cfr.org/backgrounder/what-are-tariffs.

17. Kevin H. O’Rourke, Tariffs and Growth in the Late 19th Century, 110 ECON. J. 456, 457-58 (2000).

18. Judith A. McDonald, Anthony Patrick O’Brien & Colleen M. Callahan, Trade Wars: Canada’s
Reaction to the Smoot-Hawley Tariff, 57 J. ECON. HIST. 802, 824-25 (1997).

19. F. W. Taussig, The Early Protective Movement and the Tariff of 1828, 3 POL. ScI. Q. 17, 17 (1888);
Broadus Mitchell, The Abominable Tariff-Making 17891828, 42 CURRENT HIST. 327, 331-32 (1962); Robert
V. Remini, Martin Van Buren and the Tariff of Abominations, 63 AM. HIST. REV. 903, 908—09 (1958); Irwin,
supra note 1, at 716, 722; Joshua L. Rosenbloom, Path Dependence and the Origins of Cotton Textile
Manufacturing in New England 3 (Nat’l Bureau of Econ. Rsch., Working Paper No. 9182, 2002); D. ANDREW
AUSTIN, CONG. RSCH. SERV., IN12482, TARIFFS AND FEDERAL FINANCES: A THUMBNAIL HISTORY 2 (2025).

20. Taussig, supra note 19; Jessica M. Lepler, Introduction: The Panic of 1819 by Any Other Name, 40 J.
EARLY REPUBLIC 665, 669 (2020); James Narron, David R. Skeie & Donald P. Morgan, Crisis Chronicles: The
Panic of 1819-America’s First Great Economic Crisis, FED. RSRV. BANK OF N.Y.: LIBERTY ST. ECON. (Dec. 5,
2014), https:/libertystreeteconomics.newyorkfed.org/2014/12/crisis-chronicles-the-panic-of-18 1 9americas-first-great-eco
nomic-crisis.

21. Taussig, supra note 19, at 18-20.

22. Rosenbloom, supra note 19, at 4.

23. Embargo Act of 1807, ch. 5,2 Stat. 451 (1807); Embargo Act of 1807, MONTICELLO, https:/www.montic
ello.org/encyclopedia/embargo-1807 (last visited Mar. 21, 2026); Jeffrey A. Frankel, The 1807-1809 Embargo
Against Great Britain, 42 J. ECON. HIST. 291, 301-02 (1982).

24. David S. Heidler & Jeanne T. Heidler, War of 1812, BRITANNICA (Feb. 26, 2026), https://www.britan
nica.com/event/War-of-1812.

25. Rosenbloom, supra note 19; Taussig, supra note 19, at 43-44.
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boom had irrevocably changed the political climate. Manufacturers, emboldened
by the benefits of protection during wartime, began lobbying Congress for
legislative safeguards to preserve their investments.26

Their influence shaped critical tariff legislation, such as the Tariff of 1816,
which provided minimum valuation protections for key industries, including
cotton textiles.?” The cotton textile industry, particularly in New England,
benefited immensely from these protective measures.28 As noted by Joshua L.
Rosenbloom, the early success of the Boston Manufacturing Company, which
introduced vertically integrated textile production, relied heavily on the
protection provided by the 1816 tariff.29 The minimum valuation clause, which
effectively taxed low-cost imported textiles at a disproportionately high rate,
shielded American manufacturers from competition and allowed time for
technological innovations and industrial scaling.3° This protection was
instrumental in paving the way for the broader acceptance of high tariffs,
culminating in the controversial Tariff of 18283 —often referred to as the “Tariff
of Abominations.”32

The enactment of the Tariff of 1828 was driven by middle and western
agricultural states, such as Pennsylvania and New York, which demanded high
duties not only on manufactured goods but also on agricultural products like
wool and hemp.33 These states, suffering from economic dislocation caused by
the post-war collapse of export markets, saw the tariff as a quick and efficient
way to fix their economic problems and deficiencies.34 However, the Tariff of
1828 worsened sectional tensions, as southern plantation economies, reliant on
exporting cotton and importing manufactured goods, viewed the policy as
disproportionately favoring northern interests.35

As this Article will later discuss in the context of the resurgence of tariffs
in modern times, this protective tariff of 1828 was not merely an economic
measure but also a deeply political one. It highlighted the complex interplay
between regional interests and national policy, laying the groundwork for the
sectional divisions that would later erupt into the nullification crisis. By
imposing heavy duties on imported goods, the Tariff of 1828 reflected both the

26. Rosenbloom, supra note 19, at 3—4; Taussig, supra note 19.

27. Mark Bils, Tariff Protection and Production in the Early U.S. Cotton Textile Industry, 44 J. ECON.
HisT. 1033, 1033 (1984).

28. Taussig, supra note 19, at 19, 22; Douglas A. Irwin & Peter Temin, The Antebellum Tariff on Cotton
Textiles Revisited, 61 J. ECON. HIST. 777, 777, 782 fig. 2 (2001); Rosenbloom, supra note 19, at 3 n.8.

29. Rosenbloom, supra note 19, at 3; Irwin & Temin, supra note 28, at 796.

30. Rosenbloom, supra note 19, at 3—4.

31. Id. at 3; Tariff of 1828, ch. 55, 4 Stat. 270.

32. Rosenbloom, supra note 19, at 3; Michele Metych, Tariff of 1828, BRITTANICA, https://www.britannica
.com/topic/Tariff-of-1828 (last visited Mar. 21, 2026).

33. Irwin, supra note 1, at 719-20, 724-25; Taussig, supra note 19, at 18-19; see also Irwin & Temin,
supra note 28, at 777 (explaining that, after the war of 1812, the cotton industry “pressed for and received high
tariffs to block import competition).

34. Taussig, supra note 19.

35. Id. at 25,37-38, 41.
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ambitions and contradictions of early U.S. economic policy, as protectionist
measures aimed to support domestic growth while simultaneously alienating key
sectors of the population.3©

By 1860, tariffs served as the cornerstone of federal revenue in the United
States,37 reflecting their critical role in pre-industrial economies. As detailed in
F.W. Taussig’s seminal work, The Tariff History of the United States,38 import
duties consistently provided the bulk of government income prior to the adoption
of income taxes in 1913.39 This reliance on tariffs highlights the economic
structure of the time, characterized by limited sources of federal taxation and the
absence of direct taxes on personal income.4° In an era when the economy was
predominantly agrarian and international trade played a vital role, tariffs offered
a straightforward and administratively feasible method to fund government
operations.4!

Taussig highlights how protective tariffs were intertwined with revenue
generation, ensuring that even goods produced domestically faced competitive
pressures from foreign imports.42 However, it should be noted that the United
States was not the only nation at the time that relied heavily on tariffs in order
to fund itself.43

In Europe, for instance, the Swedish government relied on tariffs for more
than half of its total income, while the United Kingdom and France used tariffs
as key tools to finance both their imperial ambitions and domestic
expenditures.44 In the German lands, the Zollverein used the removal of internal

36. The Tariff of 1828 was shaped not only by economic reasoning but also by political strategy. For
example, Jacksonian Democrats, who at the time emerged as a dominant political force primarily in the South
and West, championed the ideals of expanded suffrage at a time when only white males who owned property
were allowed to vote, opposition to centralized power, and advocacy for the “common man.” The Jacksonian
Democrats sought to dismantle elitist policies, often opposing protective tariffs and federal infrastructure
projects they believed favored northern interests. Their populist rhetoric frequently clashed with economic
realities, as their policies, including the dismantling of the Second Bank of the United States, deepened sectional
tensions. For more, see Jacksonian Democracy, HISTORY (Dec. 10, 2025), https://www.history.com/articles/jackson
ian-democracy. The Jacksonian Democrats also sought to undermine President John Quincy Adams and crafted
the tariff knowing it would alienate key constituencies while appealing to others. This political maneuvering
revealed the divisive nature of economic policy in the early republic. See Remini, supra note 19, at 909; Taussig,
supra note 19, at 28-29.

37. John Joseph Wallis, The National Era, in DOUGLASS C. NORTH ET AL., GOVERNMENT AND THE
AMERICAN ECONOMY: A NEW HISTORY 148, 169-170 (2007).

38. F. W. TAUSSIG, THE TARIFF HISTORY OF THE UNITED STATES (5th ed. 1910).

39. See id. at 141-44; William D. Wallace, Income Tax in the United States Prior to the Sixteenth
Amendment, ACCT. HISTORIANS NOTEBOOK, Fall 1980, at 3, 5.

40. D. ANDREW AUSTIN, CONG. RSCH. SERV., IN12482, TARIFFS AND FEDERAL FINANCES: A THUMBNAIL
HISTORY 2-3 (2025); TAUSSIG, supra note 38, at 157; Doron Narotzki, Tamir Shanan & Julianne Jones, Taxation
and the Founding Fathers, 186 TAX NOTES FED. 1413, 141619 (2025).

41. D. ANDREW AUSTIN, CONG. RSCH. SERV., IN12482, TARIFFS AND FEDERAL FINANCES: A THUMBNAIL
HISTORY 1 (2025); see TAUSSIG, supra note 38, at 19-20; O’Rourke, supra note 17, at 458; Douglas A. Irwin,
Tariffs and Growth in Late Nineteenth Century America, 24 WORLD ECON. 15, 22 (2001).

42. TAUSSIG, supra note 38, at 302.

43. O’Rourke, supra note 17, at 462.

44. Tarschys, supra note 13, at 5; see Bidwell, supra note 14, at 397-401.
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customs barriers and a common external tariff to unify fragmented markets,
generate fiscal and administrative gains, and advance broader political
objectives,45 demonstrating how tariffs served as both economic and political
tools.46

The shift away from reliance on tariffs in the United States did not happen
until 1913,47 when Congress introduced the modern federal income tax system
following the ratification of the Sixteenth Amendment,4® which granted
Congress authority to levy income taxes. This transformation was marked by the
passage of the Underwood Tariff Act,49 which reimposed a federal income tax
system and drastically reduced tariff rates from roughly 40 percent to 25
percent.5° This legislative shift signaled a fundamental reorganization of federal
revenue sources, with income taxes replacing tariffs as the primary means of
funding the government.5*

While the introduction of the federal income tax in 1913 shifted the primary
source of the U.S. federal government revenue away from tariffs, it did not signal
the complete abandonment of tariff policy. Instead, tariffs continued to play a
role in U.S. economic strategy, albeit with changing purposes over time (mainly
regulating cross-border trade and commerce). This persistence of tariff policy
culminated in one of its most infamous applications: the Smoot-Hawley Tariff
Act of 1930.52

45. Zollverein, BRITANNICA, https://www.britannica.com/topic/Zollverein (last visited Mar. 22, 2026).

46. See Tarschys, supra note 13, at 4-5; W. O. Henderson, The Zollverein, 19 HIST. 1, 1-2 (1934); Rolf
Horst Dumke, Intra-German Trade in 1837 and Regional Economic Development, 64 VIERTELIJAHRSCHRIFT FUR
SOZIAL-UND WIRTSCHAFTSGESCHICHTE [V.S.W.G] 468, 478, 480 (1977) (Ger.); O’Rourke, supra note 17, at
457; see Irwin, supra note 41, at 27, Hans Rosenberg, The Struggle for a German-Austrian Customs Union
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at 27.
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(last visited Mar. 22, 2026).
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52. OFF. OF THE HISTORIAN, supra note 11; The Senate Passes the Smoot-Hawley Tariff, U.S. SENATE,
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STAT. 326, 326 (1998); D. F. Fleming, How the Smoot-Hawley Tariff Was Made, 9 PROCS. ANN. SESSION (S.
PoL. Sc1. AsS’N) 14, 17 (1936); DAVID A. LAKE, Protection, Retaliation, and Response, 1930-1939, in POWER,
PROTECTION, AND FREE TRADE: INTERNATIONAL SOURCES OF U.S. COMMERCIAL STRATEGY, 1887-1939 184,



506 UC LAW JOURNAL [Vol. 77:497

Economic conditions following World War I played a significant role in
setting the stage for the Smoot-Hawley Tariff.53 During the war, American
farmers experienced high demand and expanded production to fill the gap left
by reduced European output.54 Many relied on loans to support this growth.55
However, as European agriculture recovered and global markets were flooded
with crops, prices dropped sharply, leading to a severe recession in the early
1920s.56

Throughout the decade, falling incomes and mounting debts left American
farmers struggling to stay afloat, with many losing their livelihoods. These
challenges spurred calls for government intervention, culminating in the Smoot-
Hawley Tariff as an attempt to shield domestic agriculture from foreign
competition.57 Enacted just before the economic collapse of the early 1930s, the
Smoot-Hawley Tariff raised import duties by an average of approximately 20
percent, effectively causing a 5 to 6 percent increase in the cost of imported
goods.5® Smoot-Hawley Tariff is widely regarded as a symbol of global
protectionism59 and its catastrophic effects on international trade.®©

Passed amid intense congressional debate during 1929 and 1930, the tariff
imposed steep duties on imported goods, aiming to protect American industries
during an economic downturn.®* However, its consequences were far-reaching
and deeply damaging as it also led to a trade war between the United States and

200 (1988); President Hoover on the Hawley-Smoot Tariff Act of 1930, 92 ADVOC. PEACE THROUGH JUST. 191,
191 (1930); Kris James Mitchener, Kirsten Wandschneider & Kevin Hjortshej O’Rourke, The Smoot-Hawley
Trade War, 132 ECON. J. 2500, 2502-03 (2022).

53. DOUGLAS A. IRWIN, The Hawley-Smoot Tariff and the Great Depression, 1928—1932, in CLASHING
OVER COMMERCE: A HISTORY OF U.S. TRADE PoLICY 371, 404-05 (2017).

54. WAYNE D. RASMUSSEN, U.S. DEP’T OF AGRIC., HISTORICAL OVERVIEW OF U.S. AGRICULTURAL
POLICIES AND PROGRAMS 4.

55. Matthew Jaremski & David C. Wheelock, Banking on the Boom, Tripped by the Bust: Banks and the
World War I Agricultural Price Shock, 52 J. MONEY, CREDIT & BANKING 1719, 1722-24 (2020).

56. Id. at 1724.

57. Mitchener et al., supra note 52, at 2503; President Hoover on the Hawley-Smoot Tariff Act of 1930,
supra note 52; Fleming, supra note 52, at 14.

58. Irwin, supra note 52, at 327; see Catherine L. Mann, Protection and Retaliation: Changing the ‘Rules
of the Game,’ 1987 BROOKINGS PAPERS ON ECON. ACTIVITY 311, 312.

59. LAKE, supra note 52, at 185. Also, see President Hoover’s statement on this Act:

The Republican Party believes that the home market, built up under the protective policy, belongs
to the American farmer, and it pledges its support of legislation which will give this market to him
to the full extent of his ability to supply it. . . .

There are certain industries which cannot now successfully compete with foreign producers
because of lower foreign wages and a lower cost of living abroad, and we pledge the next Republican
Congress to an examination and, where necessary, a revision of these schedules to the end that the
American labor in these industries may again command the home market, may maintain its standard
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President Hoover on the Hawley-Smoot Tariff Act of 1930, supra note 52.

60. McDonald et al., supra note 18, at 802; Bidwell, supra note 14, at 391, 395-96; Mitchener et al., supra
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192; Mitchener et al., supra note 52, at 2503.
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its trade partners. In response to its enactment, countries imposed tariffs
specifically aimed at U.S. exports.®2 Within two years of its implementation,
U.S. trade volume fell by nearly half, as exports to retaliating countries
decreased by 28 to 33 percent and exports to non-retaliating but protesting
nations declined by 15 to 22 percent.®3 These retaliatory tariffs and reduced trade
flows further disrupted global commerce, deepening the economic challenges of
the Great Depression.%4

Though some critics blame Smoot-Hawley Tariff for worsening
international trade relations and turning a modest recession into the Great
Depression, others argue it may have softened the economic blow rather than
exacerbating it.5 Either way, the Smoot-Hawley Tariff highlights the risk of
excessive reliance on protectionist policies during times of economic fragility
and emphasizes the challenges of reversing such measures.%¢

High tariffs, like those implemented under the Smoot-Hawley Tariff, were
not only criticized for exacerbating the Great Depression but also for fostering
international retaliation and trade barriers.%” Public sentiment and economic
analysis increasingly linked protectionism to stagnation, yet attempts to reduce
tariffs often faced fierce opposition from industries benefiting from these
policies.68 Historically, economic downturns tended to amplify demands for
higher tariffs rather than reductions, illustrating the deeply ingrained obstacles
to reforming protectionist trade policies.®9

In response to the failures of Smoot-Hawley and the global trade
breakdown it may have triggered,”® the Reciprocal Trade Agreements Act
(“RTAA”) of 1934 marked a pivotal shift in U.S. trade policy and transitioned
tariff-setting authority from Congress to the executive branch, allowing for more
flexible and responsive negotiation of reciprocal trade agreements.”* The RTAA

62. Mitchener et al., supra note 52, at 2506.

63. Id. at 2502.

64. Id. at 2520.

65. Id. at 2500; Irwin, supra note 52; Barry Eichengreen, The Political Economy of the Smoot-Hawley
Tariff 2 (Nat’l Bureau of Econ. Rsch., Working Paper No. 2001, 1986); Barry Eichengreen & Douglas A. Irwin,
The Slide to Protectionism in the Great Depression: Who Succumbed and Why?,70 J. ECON. HIST. 871, 875-78
(2010).

66. Bidwell, supra note 60, at 137.

67. Id. at 139.

68. Id. at 137.

69. Id.

70. See id.

71. Abraham Berglund, The Reciprocal Trade Agreements Act of 1934, 25 AM. ECON. REV. 411, 411
(1935); Douglas A. Irwin, From Smoot-Hawley to Reciprocal Trade Agreements: Changing the Course of U.S.
Trade Policy in the 1930s 1 (Nat’] Bureau of Econ. Rsch., Working Paper No. 5895, 1997); CHRISTOPHER A.
CASEY, CONG. RSCH. SERV., IF11030, U.S. TARIFF POLICY: OVERVIEW (2025); LAKE, supra note 52, at 205-06;
Henry F. Grady, Reciprocal Agreements for Trade Expansion,211 ANNALS AM. ACAD. POL. & Soc. ScI. 58, 58
(1940); New Deal Trade Policy: The Export-Import Bank & the Reciprocal Trade Agreements Act, 1934, OFF.
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granted the president the authority to negotiate reciprocal tariff reductions with
other nations, fostering a more cooperative and dynamic approach to
international trade.”72

This legislative innovation not only marked a departure from severe
protectionism but also signaled the United States’ recognition of the importance
of trade liberalization in rebuilding a fractured global economy.”3 By delegating
trade negotiation powers to the executive branch, the RTAA became a
cornerstone for modern trade agreements and helped reshape the global
economic order and the development of future trade agreements and institutions
such as the General Agreement on Tariffs and Trade (“GATT”).74

The GATT, established in 1947, served as a foundational framework for
promoting international trade by reducing tariffs and trade barriers among
member nations.”> Although it was designed as a provisional agreement, it laid
the groundwork for modern trade rules,”® and along with twenty-three other
nations, the United States joined the GATT to reduce tariffs and dismantle other
barriers to international trade.”” In 1995, the World Trade Organization
(“WTO”) was created to succeed and expand upon GATT’s principles,
incorporating broader trade areas such as services, intellectual property, and a
more robust dispute resolution system.”® The WTO represents the institutional
evolution of the GATT, providing a comprehensive platform for global trade
governance.”9

In 1976, the United States implemented its Generalized System of
Preferences (“GSP”), a trade program first authorized under the Trade Act of
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1974.8° Designed to promote economic growth in developing nations,8! the GSP
provides unilateral duty-free treatment for eligible products from designated
countries.82 At its peak, the program covered over 3,500 duty-free items from
developing nations, with an additional 1,500 products available to the least-
developed beneficiaries.83 While the GSP has faced periodic lapses in
reauthorization, it remains an integral part of U.S. trade policy, aiming to help
developing nations diversify exports, reduce dependence on raw materials, and
encourage sustainable growth.84

In addition to its economic objectives, the GSP reflects broader U.S.
foreign policy and security goals, using low tariff rates as a tool to foster global
economic development and strengthen international partnerships. The GSP is a
part of a wider strategy that includes free trade agreements (“FTA”) to achieve
both economic and geopolitical aims,85 as tariff preferences are essential for
developing countries to enhance exports, enabling them to acquire necessary
equipment and machinery from industrialized nations.8¢ This support also aims
to help narrow the growing economic gap between developed and developing
countries, as the former continues to amass wealth at a significantly faster
pace.87

Nearly twenty years after the United States established the GSP, it became
a member of the WTO in 1995, which also marked the most recent occasion
when GATT/WTO members collectively agreed to significant reductions in
tariff rates.88
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(2025); LIANA WONG, CONG. RSCH. SERV., RL33663, GENERALIZED SYSTEM OF PREFERENCES (GSP):
OVERVIEW AND ISSUES FOR CONGRESS 1 (2023).
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Overall, and to better illustrate the long trend of decline in tariff rates,
consider the following: When the GATT was founded in 1947, tariff rates were
high. However, during the eight successful GATT-negotiations, tariff rates were
declined reduced significantly. The average reductions in tariff rates for each
round were as follows: Geneva (1947) saw a 19 percent decline, Annecy (1949)
a 2 percent decline, Torquay (1950-51) a 3 percent decline, Geneva (1955-56)
a 2 percent decline, Geneva (1961-62, “Dillon Round”) a 7 percent decline,
Geneva (1964—67, “Kennedy Round”) a 35 percent decline, Geneva (1973-79,
“Tokyo Round”) a 33 percent decline, and Uruguay (1986-94) a 40 percent
decline.89 Furthermore, the shift in tariff policy was not only a U.S.
phenomenon, as in Europe alone, the overall average reductions in tariff rates
for industrial goods dropped from 10.4 percent in 1968, to only 3.7 percent in
2004.90

In stark contrast to the trend observed in the United States and European
countries, many developing nations continued to rely heavily on tariffs as a
significant source of revenue. Between 2000 and 2004, countries such as Kuwait
(77.7%), Maldives (64.9%), and Comoros (59.8%) exemplified this
dependence.9! This reliance on tariffs highlights the central role customs duties
play in supporting the fiscal frameworks of these economies, particularly in
contrast to developed nations, where tariffs account for a negligible portion of
national revenue.92

89. Carsten Weerth, Tariff Rates of the World: Are Customs Duties Really Growing Unimportant?, 4
GLOB. TRADE & CUSTOMS J. 53, 53 (2009).

90. Id. On average the tariffs rates in Europe were on decline during these years, with a few exceptions,
for example, France, who had a higher tariff rate in 1958. Id. at 54 fig. 1.

91. Furthermore, between 2000 and 2004, numerous countries demonstrated a significant reliance on tariffs
as a source of government revenue, with several falling within the range of 20% to 50%. Id. at 56 tbl. 3. For
example, nations such as Bangladesh (40.6%), Belize (42.4%), and Sudan (40.8%) relied heavily on customs
duties to finance public expenditures. /d. Similarly, countries like Namibia (35.1%) and Oman (31.9%)
exemplify the continuing importance of tariffs in the fiscal frameworks of developing economies. Id.; see Taxes
on International Trade (% of Revenue), WORLD BANK GRP., https://data.worldbank.org/indicator/GC.TAX.INTT.
RV.ZS (last visited Mar. 22, 2026); Customs and Other Import Duties by Country 1988-2022, WORLD
INTEGRATED TRADE SOL., https://wits.worldbank.org/CountryProfile/en/country/by-country/startyear/LTST/end
year/LTST/indicator/GC-TAX-IMPT-ZS (last visited Mar. 22, 2026).

92. Michael Keen & Jenny E. Ligthart, Coordinating Tariff Reduction and Domestic Tax Reform, 56 J.
INT’L ECON. 489, 490 (2002); United States—Customs and Other Import Duties (% of Tax Revenue), TRADING
ECON., https:/tradingeconomics.com/united-states/customs-and-other-import-duties-percent-of-tax-revenue-wb-data.html
(last visited Mar. 22, 2026); How Much Revenue has the U.S. Government Collected this Year?, U.S. DEP’T OF
THE TREASURY: FISCAL DATA, https://fiscaldata.treasury.gov/americas-finance-guide/government-revenue (last
visited Feb. 4, 2025); Federal Government Current Tax Receipts: Taxes on Production and Imports: Customs
Duties, FED. RSRV. BANK OF ST. LoUIs, https:/fred.stlouisfed.org/series/B235RC1Q027SBEA (last visited Mar.
22,2026). It should also be noted that studies have found that stronger developing countries that reformed their
tax systems tended to implement policies promoting greater trade openness and liberalization, whereas less
developed countries relied more heavily on tariffs as a primary revenue source. See Sena Kimm Gnangnon, Tax
Reform and Trade Openness in Developing Countries, 34 J. ECON. INTEGRATION 498, 498 (2019); Lant Pritchett
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This divergence stresses a critical difference in fiscal approach between
developed and developing economies. While developed nations embraced trade
openness and liberalization and reduced tariff rates to foster global integration,
the transition away from tariffs often revealed gaps in adapting their fiscal
systems. As trade liberalization reduced reliance on easy-to-collect trade taxes,
governments were pushed toward harder-to-collect domestic taxes; because
consumption taxes in OECD countries have generally been more stable than
income-based taxes, and corporate income taxes are considered more harmful to
growth, the composition and sequencing of revenue replacement mattered.93
Such a strategy could have included measures like gradually increasing reliance
on broad-based consumption taxes (for example, VAT),%4 modernizing tax
administration to ensure better compliance,% and implementing targeted
policies to address the short-term fiscal gaps created by tariff reductions. The
failure to adequately anticipate the revenue shortfalls and economic dislocations
associated with trade liberalization left many developed nations struggling to
sustain their fiscal stability in the face of economic cycles and globalization-
induced shifts.9®

In contrast, many developing nations, faced with fewer viable revenue
alternatives, leaned much more heavily on tariffs as a practical and
straightforward means to fund government operations.9? The continuous
reliance on tariffs in these economies reflects a combination of structural
challenges, including limited diversification of revenue streams, weaker
domestic tax bases, and the difficulty of implementing robust tax collection
systems. For these countries, the administrative simplicity and reliability of tariff
revenue outweighed potential long-term benefits of transitioning to more
complex taxation systems, such as income or value-added taxes.98 This reliance
draws attention to the need for tailored fiscal and tax policy that accounts for
these countries’ specific economic contexts, trade dependencies, and fiscal
needs, rather than applying a one-size-fits-all model of liberalization. The
continuous failures of post-1994 WTO/GATT negotiations may be a result of
this.99

93. Laura Seelkopf, Hanna Lierse & Carina Schmitt, Trade Liberalization and the Global Expansion of
Modern Taxes, 23 Rev. INT’L POL. ECON. 208, 216-19 (2016).
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95. Milka Casanegra de Jantscher, Carlos Silvani & Charles L. Vehorn, Chapter 6: Modernizing Tax
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This duality raises important questions about the sustainability and
adaptability of fiscal policies in a globalized world. For developed economies,
the experience highlights the importance of proactive tax reforms that anticipate
and address revenue losses from liberalization. For developing nations, it
emphasizes the ongoing tension between the need for tariff revenues and the
pressure to liberalize trade in alignment with global norms.°° Together, these
lessons suggest the necessity of a more nuanced approach to balancing revenue
stability with economic openness, particularly as the global trade landscape
continues to evolve.

II. UNDERSTANDING TARIFF FOUNDATIONS

In theory, a tariff-based tax system would presumably shift the tax burden
away from domestic earnings and consumption (particularly where a
consumption tax already exists) and place it primarily on cross-border
transactions.’®! Such an approach has significant theoretical appeal due to its
simplicity in administration and enforcement, particularly when compared with
the complexities of income tax systems.

Tariffs are inherently easier to monitor and collect because they rely on a
self-enforcing mechanism: Tangible goods cannot easily cross national borders
without passing through regulated customs points, minimizing opportunities for
evasion. Additionally, tariffs carry considerable political appeal.’°? They allow
governments to raise revenue indirectly, avoiding the immediate visibility of
taxing domestic earnings or consumption. This aligns with the ancient adage
“Don’t tax you, don’t tax me, tax the fellow behind the tree.”103

By targeting external trade rather than voters’ direct incomes, tariffs often
face less political resistance from the popular vote and can be framed as
measures to protect domestic industries or level the playing field against foreign
competitors. This combination of administrative efficiency and political
palatability has historically made tariffs an attractive revenue tool for
governments.'°4 However, while the tax is formally borne on the importer, the
actual burden depends on the relative elasticities of supply and demand.

While tariffs offer these advantages, setting them too high can lead to
significant negative consequences.'®> Excessive tariffs can distort market
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104. Avi-Yonah & Narotzki, supra note 3, at 1578.
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dynamics by inflating the prices of imported goods, burdening consumers with
higher costs and reducing their purchasing power.'°® Such protectionist
measures may also encourage inefficiencies among domestic producers, who,
shielded from foreign competition, have less incentive to innovate or improve
productivity.107

Moreover, high tariffs often provoke retaliation measures from trade
partners, resulting in escalating trade barriers that harm global trade volumes
and disrupt international supply chains.2°® This cycle of retaliation can
dramatically impact and worsen tensions between nations, transforming what
might otherwise have been a mutually beneficial trading relationship into a zero-
sum conflict.’® In addition, excessively high tariffs can incentivize trade
diversion and illicit activities such as smuggling, undermining their intended
purpose of generating revenue or protecting domestic industries.1°

These unintended negative consequences highlight the importance of
calibrating tariff rates carefully to avoid economic harm while achieving fiscal
and policy objectives. This need for balance brings into focus the concept of the
“optimum tariff,”*** which seeks to identify a tariff rate that maximizes a
country’s welfare without triggering significant adverse effects. By considering
factors such as trade elasticities and terms of trade, the optimum tariff theory
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https://www.ifo.de/en/cesifo/publications/2025/working-paper/tariffs-tax-poor-more-evidence-household-
consumption-during-us; Clausing & Lovely, supra note 105, at 4; Reynolds, supra note 105, at 6.

107. Ufuk Akcigit, Sina T. Ates & Giammario Impullitti, /nnovation, Trade Policy, and Globalization, BD.
OF GOVERNORS OF THE FED. RSRv. Sys.: FEDS NOTES (Sep. 30, 2019), https://www.federalreserve.gov/
econres/notes/feds-notes/innovation-trade-policy-and-globalization-20190930.html.

108. Avi-Yonah & Narotzki, supra note 3, at 1585; Narotzki, supra note 3, at 572; Narotzki, supra note 10,
at 2290; Ma et al., supra note 106, at 3; Clausing & Lovely, supra note 105, at 2; Reynolds, supra note 105, at 6.

109. Emma Farge, Trade Wars Sparked by Trump Tariffs Would Be ‘Catastrophic’, WTO Chief Says,
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offers a framework for understanding how to strike this delicate equilibrium in
international trade policy.

Yet, the optimum tariff theory, while theoretically appealing, is not without
its complexities and practical challenges. At its core, the theory speculates that
a country can improve its welfare by imposing a tariff that shifts the terms of
trade in its favor, effectively transferring a portion of the economic burden to its
trading partners.!'2

However, the practical application of this principle requires a nuanced
understanding of several interrelated factors. One key consideration is the
elasticity of import demand and export supply. The effectiveness of an optimum
tariff depends on the responsiveness of trading partners to changes in price. If a
country’s trading partners have highly elastic supply curves, the imposition of
tariffs may lead to significant reductions in trade volumes from both sides,
negating potential welfare gains. Conversely, when demand is relatively
inelastic, a tariff can yield improved terms of trade with minimal trade
disruptions and allows different markets to specialize and reduce their
production costs and prices. These dynamics underscore the importance of
accurate economic modeling and data analysis in determining the feasibility and
impact of optimal tariff rates.

Moreover, the political economy of trade policy complicates the
implementation of theoretically “optimal” tariffs. Historical evidence, such as
the Smoot-Hawley Tariff discussed earlier, demonstrates how domestic
lobbying efforts can distort tariff rates,''3 pushing them beyond welfare-
maximizing levels. Firms and labor groups, driven by protectionist motives,
often exert pressure on policymakers, resulting in tariffs that prioritize political
interests over economic efficiency.'4 This stresses the need for institutional
frameworks that can insulate trade policy decisions from excessive political
influence. Additionally, the risk of retaliation by trading partners must be
carefully considered.!'> While an optimal tariff may yield short-term welfare
gains, it can provoke retaliatory measures, sparking trade wars that erode initial
benefits and destabilize global markets.’® Such retaliatory cycles were vividly
illustrated during the interwar period, when escalating tariffs led to a collapse in
international trade and prolonged economic stagnation.'”

In light of these challenges, the pursuit of an optimum tariff policy requires
not only technical precision but also diplomatic foresight and institutional
integrity. Policymakers must weigh the theoretical benefits of optimal tariffs
against the practical risks of economic retaliation, trade diversion, and domestic
inefficiencies. By integrating economic modeling with a pragmatic
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understanding of political and global trade dynamics, nations can strive to
achieve a delicate balance between protectionism and liberalization, fostering
both domestic welfare and international cooperation.

III. DESIGNING A TARIFF-BASED FRAMEWORK

The resurgence of protectionist trade policies, exemplified by President
Donald Trump’s proposals to impose substantial tariffs on imports from Canada,
Mexico, the European Union, and China, has reignited debates over the efficacy
and consequences of tariff-based tax systems.!’® These proposed tariffs,
reaching up to 25 percent on Canadian and Mexican goods and 60 percent on
Chinese imports, aim to bolster domestic manufacturing and address trade
imbalances.!’9 However, they also raise concerns about potential retaliatory
measures, disruptions to global supply chains, and increased costs for American
consumers.'2°

Designing a tariff-based tax system requires navigating complex structural
and policy challenges to ensure fiscal sustainability and economic stability. This
lesson was perfectly illustrated by the Smoot-Hawley Tariff Act of 1930 and its
damaging economic and noneconomic consequences, as discussed in Part II.
This historical example emphasizes the risks of poorly calibrated tariffs,
including retaliatory measures, disruptions to global trade, and domestic
economic harm. These lessons highlight the importance of a thoughtful approach
that considers not only the immediate fiscal benefits of tariffs but also their
broader economic and geopolitical repercussions.

Tariffs are uniquely impactful, influencing both domestic and international
dynamics. Domestically, they shape economic growth, consumer prices, and
industry competitiveness.’?! Internationally, they affect trade flows, global
market stability, and diplomatic relations.'?2 This dual impact makes tariffs an
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inherently interconnected policy tool, requiring careful calibration to balance
internal priorities with external obligations.

A successful tariff policy must generate sufficient revenue without
hindering economic growth, address its regressive effects to promote equity, and
rely on robust administrative systems to prevent evasion. At the same time, it
must anticipate potential trade retaliation, adhere to international trade rules, and
account for sectoral impacts. This Part examines these considerations, providing
a comprehensive roadmap for policymakers to design a modern, sustainable, and
effective tariff-based tax framework.

To build an effective tariff-based tax system and learn from past mistakes,
policymakers must address several interconnected challenges and opportunities.
Generally, these considerations can be grouped into three primary areas:
economic and fiscal implications, administrative and structural requirements,
and global and geopolitical dynamics. Each of these areas plays a critical role in
determining the success and sustainability of a tariff system.!23

A. ECONOMIC AND FISCAL IMPLICATIONS

The first priority, and complicated task, is ensuring that tariffs generate
reliable revenue without creating undue economic distortions. This involves
assessing the elasticity of demand for imports, understanding the regressive
effects on lower-income households, and determining the optimal tariff rates that
balance revenue generation with economic efficiency. Historical examples,
including the Smoot-Hawley era, reveal the risks of excessive tariff rates and the
importance of maintaining economic stability.!24

1. Revenue Generation and Fiscal Sustainability

Tariffs have long served as a cornerstone of government revenue,
particularly in the absence of more sophisticated tax systems. Historically, tariffs
provided a reliable and straightforward source of funding for nations such as the
United States during the nineteenth century,'?5 and they continue to play a
critical role in many developing countries today.'26 However, the effectiveness
of tariffs as a revenue tool is influenced by numerous factors, including the
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FINANCES: A THUMBNAIL HISTORY 1 (2025).
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elasticity of imports, the composition of trade, and the broader economic
context.127

Over-reliance on tariffs can expose economies to volatility in cross-border
trade volumes (including the export of goods, assuming the other countries will
counter retaliate by imposing protective tariffs), encourage illicit practices such
as smuggling, and potentially hinder economic growth. Hence, a tariff-based tax
system poses risks to fiscal sustainability, requiring policymakers to strike a
(very) delicate balance when integrating tariffs into a modern economic system
to ensure a stable fiscal framework. This integration requires careful
consideration of certain economic concepts, including the elasticity of goods,
which must be reevaluated in response to changing economic conditions, and
the valuable lessons learned from past experiences with tariffs.128

The elasticity of import demand plays a pivotal role in determining the
effectiveness of tariffs as a governmental revenue tool.'29 In general, elasticity
measures how sensitive the quantity of imports is to changes in price and the
availability of substitute goods produced by countries that do not necessarily
impose tariffs.'3° Elasticity directly influences how much revenue a tariff can
generate and its indirect economic impact on domestic businesses’ cross-border
exports.’3! Understanding these overall economic and political dynamics is
critical for policymakers aiming to design a stable and sustainable tariff regime.

Goods with inelastic demand, such as essential commodities like fuel, rare
earth minerals, food, and medicine, are less sensitive to price changes.
Consumers and businesses continue to purchase these goods despite tariff-
induced price increases, ensuring a consistent flow of revenue.!32

Inelasticity ensures a consistent flow of revenue, as demonstrated in
developing nations that rely heavily on fuel imports; these countries often
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achieve stable tariff revenues because the demand for energy is both necessary
and difficult to substitute. By targeting inelastic goods such as crude oil,'33
medical supplies,’34 and critical minerals’35 with moderate tariff rates,
governments can establish a reliable source of revenue while minimizing
distortions in trade volumes, as the demand for these essential imports remains
relatively stable regardless of price increases.3°

While tariffs can provide a reliable source of revenue, their long-term
viability depends on thoughtful calibration and integration into a diversified
fiscal system. Policymakers must carefully consider the elasticity of imports and
domestic exports, the broader economic context, and lessons from historical
successes and failures to mitigate risks such as revenue volatility and economic
inefficiencies. However, tariffs do not operate in isolation, they also shape
domestic economic growth, economic and geopolitical influence market
dynamics, and have broader implications for industries and consumers. These
interconnections emphasize the need to carefully examine how tariffs affect
overall economic growth and market behavior.

2. Economic Growth and Market Dynamics

Tariffs are a powerful double-edged sword with far-reaching consequences
for domestic markets, influencing consumer behavior, industrial
competitiveness, and long-term growth. By increasing the cost of imported
goods, tariffs directly impact consumer prices and purchasing power, often
placing a disproportionate burden on low-income households.’3” For domestic
industries, tariffs can provide short-term protection against foreign competition,
enabling them to stabilize and expand.'38
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However, this protection can also lead to inefficiencies and complacency,
as industries shielded from competitive pressures may have less incentive to
innovate or improve productivity. Historical examples, like the Smoot-Hawley
Tariff Act of 1930, and more recent policies like the U.S.-China tariff escalation,
demonstrate how tariffs can simultaneously bolster domestic production and
create unintended economic disruptions.'39 There is a very delicate balance
between protection and market distortion, and tariff policies can negatively
impact the trajectory of economic growth and industrial development if they are
poorly designed and implemented.

William R. Dougan applied the economic theory of regulation to analyze
how tariffs were determined in his paper Tariffs and the Economic Theory of
Regulation.'4° He argued that the level of protection, that is tariffs, an industry
received could not be justified solely by economic reasoning; rather, it was
significantly influenced by the industry’s political power. Dougan found that
well-organized and concentrated industries in the nineteenth century tended to
wield stronger political influence, often securing higher protective tariffs
through lobbying.14!

However, Dougan also cautioned that high tariffs did not necessarily
indicate strong political influence.'4* Other factors, such as supply and demand
elasticity, played a critical role in determining the level of protection an industry
received.'43 Dougan further found that tariffs on consumer goods tended to be
higher than those on intermediate goods (such as raw materials or components)
because consumer opposition to tariffs was generally weaker.'44 Whereas
industries reliant on intermediate goods were often more organized and effective
in resisting cost-increasing tariffs.145 Dougan’s study also highlighted the role
of labor and geography in tariff determination. Industries with large workforces,
particularly those with strong unions, tended to exert greater political
influence.46

Conversely, very large industries may have had less influence because their
customers, who faced higher prices due to tariffs, were politically active in
opposing them.'47 Additionally, industries concentrated in specific geographic
regions were more likely to receive tariff protection, as politicians representing
those areas had strong incentives to support policies that benefited their local
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economies.'4® Critical for this Article is Dougan’s observation that while some
economic theories suggested that tariffs were used to maximize government
revenue, tariffs were often set at levels exceeding the revenue-maximizing
rate.’49 This indicated that political considerations, rather than economic
efficiency and growth, primarily drove tariff policy. Overall, Dougan’s findings
suggested that tariffs were not merely tools for industry protection or
government revenue generation; they were shaped by political bargaining.

The late nineteenth century tariff policy adopted by the United States is an
important case study. Douglas A. Irwin challenged the long-held notion that high
tariffs were a driving force behind U.S. economic success during the late
nineteenth century in his article Tariffs and Growth in Late Nineteenth Century
America.’5° Instead, Irwin highlighted how factors such as capital market
developments and shifts in sectoral productivity, specifically the movement of
labor from agriculture to higher-productivity industries, had a far more
significant role in such growth.!5!

Irwin further suggested that tariffs likely had a minor or even negative
impact on economic growth, as they hindered capital accumulation by raising
the cost of imported capital goods and encouraged inefficiencies in labor-
intensive sectors.’5? Irwin’s insight offers a critical lesson for modern
policymakers: Meaningful changes in market structures, such as a transitions to
Al-driven technology or other transformative innovations, must be carefully
analyzed and leveraged.'53 Identifying inelastic elements within current and
emerging markets is essential to ensure that policy measures, including tariffs,
do not hinder growth but instead support and harness these shifts for sustainable
revenue generation.

With careful analysis of cross-border trade elasticity, global supply chain
dependencies, and domestic market needs, we argue that it is possible to design
a tariff framework that balances the goals of fostering innovation and raising
sustainable revenue. Some of the critical issues to consider include identifying
key sectors for tariff application, targeting inelastic goods to stabilize revenue,
adopting flexible tariff structures, and ensuring equitable and sustainable policy
outcomes. Also, a comprehensive tariff framework should also take into account
counter retaliatory measures taken by cross-border trading partners that could
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possibly also possibly impact both domestic production and the geopolitical
climate.154

a. Identify Key Sectors and Products

Policymakers must carefully assess the role of goods and industries that are
central to current and emerging economic transformations. For example, in a
transition to Al-driven technology, products such as Al chips, rare earth
minerals, and high-performance computing components are both critical and
often inelastic in demand.'55 While their inelasticity may make them suitable
targets for tariffs from a revenue-generation perspective, the strategic
importance of these components necessitates a more nuanced approach. Rather
than imposing tariffs that could hinder growth or competitiveness, these sectors
could be subject to low tariffs, with a focus on reinvesting revenue from other
sources to subsidize and support their development. Striking this balance ensures
that critical industries continue to thrive while still leveraging tariff policies to
achieve broader fiscal objectives.

It should be noted though, that while strategic trade policies theoretically
aim to shift profits to domestic industries, their practical application often face
significant challenges.’5¢ These include political pressures, rent-seeking
behavior, and flawed implementation processes, which undermine their
effectiveness.'’57 Furthermore, such policies are predicated on the assumption
that markets are dominated by a few key players oligopolies, yet they frequently
overlook critical complexities, such as potential market entry and the risk of
international retaliation.’5® Governments also face limitations in accurately
identifying truly “strategic” industries and implementing policies free from the
influence of lobbying and vested interests.*59

b. Target Inelastic Goods Strategically

Tariffs should focus on non-essential goods or luxury items with inelastic
demand, such as high-end consumer goods or non-critical imports. By targeting
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these goods, governments can generate revenue without disrupting industries
vital to economic innovation, while incentivizing the domestic manufacturing of
such goods.16°

¢. Dynamic Tariff Structures

A modern tariff system should be flexible and adaptable to economic
conditions, with a built-in mechanism that evaluates and allows for prompt
recalibration when needed. For example:

e Low or zero tariffs on critical inputs for transformative industries to reduce

production costs and encourage investment.

o Graduated tariffs that evolve as industries mature, providing initial support
through low tariffs and gradually increasing them as competitiveness
improves.

e Trade elasticity analysis and detailed economic modeling should be
conducted to understand the elasticity of demand for specific goods and
their potential revenue impact. Elastic goods should be avoided or taxed
modestly to minimize trade distortions, while inelastic goods can be
targeted more effectively.

We believe that one of the key strategies is to implement a nuanced tariff system
rather than a one-size-fits-all approach.’®* Such a system would prioritize
support for critical industries essential to innovation and economic
transformation while directing revenue generation toward non-essential or
inelastic goods capable of bearing the burden without hindering growth or
competitiveness.

d. Revenue Recycling for Innovation
At least part of the revenue collected from tariffs should be earmarked and
strategically reinvested to foster growth in transformative sectors. For instance:

e Subsidize research and development in Al, renewable energy, and other
high-growth industries.

e Fund infrastructure projects that enhance supply chain efficiency and
reduce costs for critical industries.

160. Committee on Balance-of-Payments Restrictions, 1970 Consultation under Article XVIII:12(b) with
Indonesia: Background Paper for the Expanded Consultation, WTO Doc. BOP/106 (June 11, 1970).

161. As, for example, was suggested by President Trump. See Paul Wiseman, Trump Favors Huge New
Tariffs. How Do They Work?, PBS NEWS (Sep. 27,2024, at 11:35 ET), https://www.pbs.org/newshour/economy/
trump-favors-huge-new-tariffs-how-do-they-work; Jim Tyson, Trump Tariffs Would Shrink Economic Output
by 0.4%: Tax Foundation, CFO DIVE (Jan. 24, 2025), https://www.cfodive.com/news/trump-tariffs-shrink-
economic-output-tax-foundation-trade-imports-china-mexico-canada-tariff/738305; Alan Wm. Wolff, Trump’s
Proposed Blanket Tariffs Would Risk a Global Trade War, PETERSON INST. FOR INT’L ECON. (May 29, 2024, at
09:15 PT), https://www.piie.com/blogs/realtime-economics/2024/trumps-proposed-blanket-tariffs-would-risk-
global-trade-war.
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e. Global Collaboration and Compliance

Tariffs are generally viewed as a tool of economic protectionism, designed
to shield domestic industries from foreign competition. However, as briefly
discussed in the Introduction, they are occasionally used to advance broader
policy objectives, such as labor standards, environmental protection standards,
national security measures, and even geopolitical strategy.12 That said, for a
tariff-based tax system to be effective, we suggest that the opposite approach be
considered. A country seeking to implement such a system should engage in
international cooperation to ensure that its tariff policies comply with trade
agreements and minimize the risk of retaliation.’®3 Collaborative frameworks
can help manage and minimize the impact of tariffs on global supply chains and
ensure that they do not stifle international innovation ecosystems or trade
standards.

f.  Equity Considerations

International cooperation is also integral to ensuring the burdens of tariffs
do not disproportionately affect domestic low-income households. A
comprehensive tariff plan would recognize and mitigate its regressive effects.
Measures such as targeted tax credits or subsidies for essential goods can offset
the disproportionate burden tariffs may place on vulnerable populations.1®4 For
example, the federal standard deduction can be increased in order to alleviate
some of the economic burden that certain tariffs may place on low-income
households. Similarly, expanding refundable tax credits, such as the Earned
Income Tax Credit (“EITC”), could provide direct financial relief to socio-
economically vulnerable populations, ensuring that the overall tax system
remains equitable even as tariffs become more significant in our lives. By
combining targeted fiscal measures with thoughtful tariff policies, governments
can balance revenue generation with the need to protect economically
disadvantaged groups.165

3. Optimal Tariff Rates and Economic Efficiency

Determining optimal tariff rates is a complex balancing act that requires
aligning fiscal objectives with broader political and economic goals, both short-
and long-term.1%6 As detailed previously, effective tariff policies must account
for immediate fiscal needs while fostering sustainable economic growth,
supporting strategic industries, and ensuring resilience in the face of global

162. Avi-Yonah & Narotzki, supra note 3, at 1578; Narotzki, supra note 3.

163. TItai Grinberg, A Destination-Based Cash Flow Tax Can Be Structured to Comply with World Trade
Organization Rules, 70 NAT’L TAX J. 803, 804 (2017).

164. Avi-Yonah & Narotzki, supra note 3, at 1580.

165. Id. at 1582.

166. Johnson, Optimum Welfare, supra note 111.



524 UC LAW JOURNAL [Vol. 77:497

economic shifts.’67 Tariffs that are too high can lead to cross-border trade
distortions, retaliatory measures, and inefficiencies in resource allocation,68
while excessively low tariffs may fail to provide adequate revenue or protection
for key domestic industries.169

The concept of “optimal tariffs” offers a framework for identifying rates
that maximize a country’s welfare by improving terms of trade without
triggering significant adverse effects, such as reduced competitiveness or
retaliatory actions by trading partners.'7® Drawing on previously discussed
issues and foundational studies, such as those by Yoshitomo Ogawa,7! the
structure of optimal tariffs depends heavily on the elasticity of demand for
imported and exported goods. For instance, Ogawa demonstrates that tariffs
should be inversely proportional to the price elasticity of the foreign country’s
export goods, emphasizing the strategic importance of understanding trade
elasticities in designing tariff structures.'72

Optimal tariffs also vary depending on the size of the economy and its
market power. Large economies, such as the U.S. economy, can influence global
prices and set tariffs to shift the terms of trade in their favor. However, this
advantage is not without its limits, as retaliation from trade partners or a
breakdown of cooperative trade agreements can erode these benefits. Recent
examples, such as the U.S.-China trade conflict, illustrate how deviations from
optimal tariffs can lead to significant economic disruptions and inefficiencies.'73

Furthermore, policymakers must consider dynamic factors such as whether
the taxed goods have an accessible substitute and the cross-elasticities within
global trade systems. As Jonathan Eaton and Gene M. Grossman note,'74 tariffs
can also serve as insurance in incomplete markets, stabilizing the economy
during volatility. Yet, these benefits must be weighed against the risk of anti-
trade bias, which can discourage global trade and reduce overall welfare.'75

The concept of Nash Equilibrium is particularly relevant in the design of
comprehensive tariff policy,'7¢ as it provides a framework to understand how

167. See generally Kreinin, supra note 120 (analyzing the effects of the United States tariff-reduction
program).

168. DOUGLAS A. IRWIN, Introduction, in CLASHING OVER COMMERCE: A HISTORY OF U.S. TRADE POLICY,
supra note 53, at 1, 26.

169. J. Black, Arguments for Tariffs, 11 OXFORD ECON. PAPERS 191, 203 (1959).

170. Leslie Young, Optimal Tariffs: A Generalization, 32 INT’L ECON. REV. 341, 341-42 (1991);
Yoshitomo Ogawa, The Structure of Optimal Tariff Rates in a Large Country with Market Power, 33 ECON.
THEORY 271, 271-72 (2007).

171. Ogawa, supra note 170, at 281.

172. Id. at 273.

173. Gur & Dilek, supra note 7, at 63.

174. Jonathan Eaton & Gene M. Grossman, Tariffs as Insurance: Optimal Commercial Policy When
Domestic Markets Are Incomplete, 18 CANADIAN J. ECON. 258, 259 (1985).

175. Id. at 4.

176. See, e.g., Doron Narotzki, The Hidden Tax Game, 17 WM. & MARY BUS. L. REV. (forthcoming 2026).
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countries interact strategically in the cross-border trade settings.'77 In a non-
cooperative trade environment, each country seeks to maximize its own welfare
by setting tariffs that consider not only its domestic priorities but also the likely
responses of its trading partners.'78 A Nash Equilibrium occurs when no country
can unilaterally improve welfare by altering its tariff rates, given the strategies
adopted by others. This theoretical construct highlights the inherent tension in
unilateral tariff-setting, where short-term gains from protectionist policies may
be offset by retaliatory actions, reducing overall welfare.

In practice, policymakers can implement the Nash Equilibrium models to
anticipate and evaluate the outcomes of various tariff strategies.'7 For example,
if a country imposes high tariffs on imported goods to protect domestic
industries, the equilibrium framework can help predict whether its trading
partners will respond with countermeasures, such as reciprocal tariffs or non-
tariff barriers.’8° Understanding these dynamics allows for the design of tariff
policies that balance domestic goals with the need to maintain stable trade
relationships.

While the Nash framework emphasizes strategic competition, it also
stresses the potential value of cooperative solutions.’8! By negotiating mutual
tariff rates or trade agreements, countries can achieve outcomes that are
collectively better than those arising from purely non-cooperative strategies.
Cooperative trade agreements effectively move the equilibrium to a higher point
of mutual benefit, mitigating the risks of trade wars and fostering economic
stability.182

To illustrate, historical trade negotiations such as the GATT and the more
recent trade frameworks under the WTO have sought to align tariff policies
among nations. These agreements demonstrate how the principles of Nash
Equilibrium can be extended to multilateral settings, where cooperation
becomes the dominant strategy, yielding benefits for all parties involved. If
countries realize that transitioning to a more focused tariff-based tax system
versus income-based tax system is a necessity for them, then adopting
cooperative trade agreements becomes even more critical to mitigate risks of
trade conflicts and ensure stable international relations.

177. John Nash, Non-Cooperative Games, 54 ANNALS MATH. 286, 286 (1951) [hereinafter Nash, Non-
Cooperative Games]. Nash has written two other seminal papers that are relevant in our context. See John Nash,
Two-Person Cooperative Games, 21 ECONOMETRICA 128, 130 (1953) [hereinafter Nash, 7wo-Person
Cooperative Games); John F. Nash, The Bargaining Problem, 18 ECONOMETRICA 155, 155 (1950).

178. Ralph Ossa, Trade Wars and Trade Talks with Data, 104 AM. ECON. REV. 4104, 4104 (2014); Nash,
Non-Cooperative Games, supra note 177, at 287.

179. Nash, Non-Cooperative Games, supra note 177.

180. Id.; Nash, Two-Person Cooperative Games, supra note 177, at 128; Kyle Handley & Nuno Limao,
Trade and Investment Under Policy Uncertainty: Theory and Firm Evidence,7 AM. ECON. J.: ECON. POL’Y 189,
191 (2015); Kyle Handley & Nuno Limao, Policy Uncertainty, Trade, and Welfare: Theory and Evidence for
China and the United States, 107 AM. ECON. REV. 2731, 2732 (2017).

181. Nash, Two-Person Cooperative Games, supra note 177, at 128.

182. Id. at 130; Ossa, supra note 178, at 4114-40.
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By leveraging frameworks such as the WTO, countries can negotiate
mutually beneficial tariff rates, establish dispute resolution mechanisms, and
align their trade policies to balance domestic revenue needs with global
economic stability.’83 This cooperative approach not only enhances the
predictability of trade systems but also fosters long-term partnerships that
support innovation, economic growth, and equitable development.

Moreover, the Nash Equilibrium also provides insight into the limits of
unilateral action.'84 For instance, large economies with significant market
power, such as the United States or the European Union, may attempt to
manipulate terms of trade through tariffs. However, even these nations must
consider the retaliatory capacity of their trading partners and the long-term costs
of eroding international trust.185 Thus, while Nash Equilibrium helps explain the
strategic motives behind tariff-setting, it also highlights the need for policies that
prioritize predictability and collaboration over purely competitive dynamics and
using tariffs as a diplomatic punishment.'86

By leveraging the insights of Nash Equilibrium, policymakers can develop
tariff strategies that navigate the delicate balance between fostering domestic
economic growth, maintaining international trade relationships, and optimizing
national welfare. The evolving complexities of global trade and taxation demand
innovative solutions that go beyond traditional frameworks. As tariffs reemerge
as a critical policy tool, it is important to consider complementary tax
mechanisms that address the broader challenges of globalization. One such
approach is the Destination-Based Cash Flow Tax (“DBCFT),!87 a concept that
gained prominence in recent years as a potential replacement for the corporate
income tax. Although ultimately abandoned in the United States, the DBCFT
offers valuable insights into how taxation policies can adapt to modern economic
realities, particularly in addressing cross-border transactions, profit shifting, and
revenue stability.188

183. Principles of the Trading System, WTO, https://www.wto.org/english/thewto_e/whatis e/tif e/fact2 ehtm
(last visited Mar. 22, 2026); Brigid Callahan, Karen Prodromo & Robert A. Rogowsky, Strategic Negotiation
for WTO Accession 2 (Apr. 2020) (unpublished manuscript), https://www.middlebury.edu/institute/sites/defau
1t/files/2021-04/MIIS_ITED-working-paper-series WTO-accession April2020.pdf.

184. Nash, Non-Cooperative Games, supra note 177.

185. PAUL R. KRUGMAN, STRATEGIC TRADE POLICY AND THE NEW INTERNATIONAL ECONOMICS (1986);
Ossa, supra note 178, at 4104-44.

186. See, e.g., Cameron Henderson, Colombia Backs Down in Migrant Row with Trump After President
Threatens Tariffs, TEL. (Jan. 27, 2025, at 03:40 GMT), https://www.telegraph.co.uk/world-news/2025/01/26/
trump-sweeping-tariffs-colombia-deportation; Ayesha Rascoe & D. Parvaz, Trump Is Threatening Tariffs
Against Canada and Mexico. Here’s What that Would Mean, NPR (Jan. 26, 2025, at 08:01 ET), https://www.npr.
org/2025/01/26/nx-s1-5273666/tramp-is-threatening-tariffs-against-canada-and-mexico-heres-what-that-would-mean.

187. Kyle Pomerleau & Stephen J. Entin, The House GOP’s Destination-Based Cash Flow Tax, Explained,
TAX FOUND. (June 30, 2018), https://taxfoundation.org/blog/destination-based-cash-flow-tax-explained; Domenico
Imparato, Reuven S. Avi-Yonah & Doron Narotzki, No Trade Wars Without Taxation — Who's to Blame, and
What Comes Next?,29 FLA. Tax REV. (forthcoming 2026) (manuscript at 12—13).

188. Imparato et al., supra note 187.
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4. Destination Based Cash Flow Tax

The DBCEFT represents a forward-thinking approach to taxation, designed
to address the growing limitations of traditional income and corporate income
tax systems in a globalized economy.'89 Unlike source-based taxation, which
taxes profits where they are earned, the DBCFT shifts the focus to where goods
and services are consumed.'9° By aligning taxation with less mobile economic
activities, the DBCFT seeks to minimize tax avoidance strategies such as profit
shifting and base erosion, while fostering a more stable and predictable revenue
base.19!

At its core, the DBCFT replaces the traditional corporate income tax
approach with a framework that allows immediate expensing of capital
investments, thereby encouraging domestic investment and economic growth.192
Simultaneously, it eliminates deductions for interest expenses, reflecting a shift
away from debt-financed business models.193

One of the original elements of the DBCFT approach was its border
adjustment mechanisms, which exempt exports from taxation while taxing
imports.’94 This design effectively shifts the tax burden to domestic
consumption, promoting domestic production and discouraging the
manipulation of global supply chains for tax advantages.'95 However, it also
raised issues with regards to international trade law and WTO rules.19°

The U.S. proposal for a DBCFT, featured in the House Republican tax
reform blueprint during President Trump’s first term, highlighted both the
promise and the complexities of implementing such a tax system.'97 Proponents

189. Alan J. Auerbach, Demystifying the Destination-Based Cash-Flow Tax, 2017 BROOKINGS PAPERS ON
ECON. ACTIVITY 409, 410; Wei Cui, Destination-Based Cash-Flow Taxation: A Critical Appraisal, 67 U. TORO.
L.J. 301, 303-04 (2017); Sherman Robinson & Karen Thierfelder, Taxes, Incentives, and the Exchange Rate in
the Destination-Based Cash-Flow Tax System with a Border Adjustment Tax, PETERSON INST. FOR INT’L ECON.
1-2 (Apr. 1, 2017), https://www.piie.com/commentary/speeches-papers/taxes-incentives-and-exchange-rate-de
stination-based-cash-flow-tax; Imparato et al., supra note 187 (manuscript at 13).

190. See Alan J. Auerbach, Michael P. Devereux, Michael Keen & John Vella, International Tax Planning
Under the Destination-Based Cash Flow Tax, 70 NAT’L TAX J. 783, 785-86 (2017); Michael P. Devereux &
Rita de la Feria, Designing and Implementing a Destination-Based Corporate Tax 3 (Univ. of Oxford, Said Bus.
Sch., Working Paper No. 14/07, 2014); Daniel Shaviro, The Rise and Fall of the Destination-Based Cash Flow
Tax: What Was That All About?, PROCS. ANN. CONF. ON TAX’N & MINUTES ANN. MEETING NAT’L TAX ASS’N,
June 1, 2017, at 1, 6; Cui, supra note 189, at 306-07; Lily L. Batchelder, The Shaky Case for a Business Cash-
Flow Tax over a Business Income Tax, 70 NAT’L TAX J. 901, 910 (2017); Robinson & Thierfelder, supra note 189.

191. Shaviro, supra note 190, at 3; Auerbach, supra note 189, at 411; Cui, supra note 189, at 303; Robinson
& Thierfelder, supra note 189, at 1; Marie Sapirie, Year in Review: News Analysis: The Rise and Fall of the
Destination-Based Cash Flow Tax, TAX NOTES (Dec. 18, 2017), https://www.taxnotes.com/featured-analysis/
year-review-news-analysis-rise-and-fall-destination-based-cash-flow-tax/2017/12/15/1x9jd; Imparato et al., supra
note 187 (manuscript at 35).

192. Auerbach, supra note 189, at 411; Cui, supra note 189, at 303; Batchelder, supra note 190, at 901-02.

193. Auerbach, supra note 189, at 411; Cui, supra note 189, at 303; Batchelder, supra note 190, at 901.
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argued that it could simplify the tax code, enhance the United States’s
competitiveness by reducing incentives for profit shifting, and create a
sustainable governmental revenue stream.'98 However, significant challenges
emerged. Critics pointed out potential violations of WTO rules, as the border
adjustment mechanisms were perceived as a prohibited export subsidy and
discriminatory against imports.199 Concerns also arose over the regressive nature
of the tax, as consumers, especially low-income households, would face the
burden of increased prices on imported goods.2°¢

Additionally, the economic mechanics of the DBCFT, such as anticipated
exchange rate adjustments that would theoretically neutralize the tax’s impact
on trade balances, were viewed as uncertain and difficult to manage during
transitional periods.2°! These obstacles ultimately led to the proposal’s
abandonment, despite its theoretical appeal.2°2

Despite its challenges, the principles underlying the DBCFT offer valuable
insights that could complement a tariff-based tax system by addressing several
structural weaknesses.2°3 First, like tariffs, the DBCFT bases taxation on
consumption, offering a more predictable and stable revenue stream tied to
domestic economic activity.2°4 Second, a well-structured border adjustment
mechanism could align with international trade norms, mitigating trade
distortions and ensuring compliance with global trade agreements if designed
with WTO principles in mind.2°5 Finally, the DBCFT promotes domestic
production by taxing imports while excluding exports,2°¢ an approach that could
be paired with compensatory measures, such as tax credits and deductions, to
offset regressive effects and protect low-income households.2°7

However, implementing a DBCFT-like system alongside tariffs would
require overcoming significant hurdles. International trade law and the
international trade treaty network remain a critical concern, particularly the need
to ensure WTO compliance while avoiding retaliation by trading partners.
Administrative complexity is another challenge, as policymakers would need to
introduce robust mechanisms to calculate and enforce border adjustments

198. William B. Barker, 4 Common Sense Corporate Tax: The Case for a Destination-Based, Cash Flow
Tax on Corporations, 61 CATH. U. L. REV. 955, 959 (2012); Kyle Pomerleau, What Is the Distributional Impact
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distributional-impact-destination-based-cash-flow-tax.
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200. John K. McNulty, Flat Tax, Consumption Tax, Consumption-Type Income Tax Proposals in the United
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accurately. Additionally, the economic transition costs of adopting such a
system, especially in import-reliant sectors, could disrupt businesses and burden
consumers in the short term.

5. Interim Summary

As explored throughout this Part, designing a tariff-based tax system
involves navigating a complex interplay of economic, fiscal, international law,
and geopolitical factors. Once a cornerstone of national revenue systems, tariffs
have historically demonstrated both their utility and their limitations. It is critical
to study these past experiences. Tariffs’ ability to generate revenue depends
heavily on thoughtful calibration, particularly regarding trade elasticity and
sectoral priorities. Policymakers must address the inherent regressive nature of
tariffs while ensuring economic stability and fairness.

The economic implications of tariffs extend far beyond revenue
generation.2°8 While tariffs can protect domestic industries and, in theory,
encourage strategic growth, it is often more likely that excessive or poorly
designed tariffs risk stifling competition, encouraging inefficiencies and
provoking retaliatory measures. The need for dynamic and flexible tariff
structures, delicately tailored to shifting global and domestic conditions, has
been emphasized as critical to their success.

Yet, frameworks such as the Nash Equilibrium and insights from historical
trade agreements highlight the importance of multilateral cooperation. Unilateral
actions, while potentially advantageous in the short term, often lead to global
trade disruptions and eroded trust between nations. Cooperative trade policies
not only mitigate these risks but also foster economic stability and shared
prosperity.

Ultimately, the transition to a tariff-based tax system requires more than
just fiscal and economic analysis; it demands an adaptive and forward-thinking
approach that incorporates technological advancements, international
collaboration, and measures to promote equity. As the following Subparts will
demonstrate, addressing administrative challenges and geopolitical
considerations will be key to making such a system viable in the modern era.

B. ADMINISTRATIVE AND STRUCTURAL REQUIREMENTS

Effective administration is key to the implementation of a tariff-based tax
system and ensures that tariffs fulfill their dual role as a revenue-generating
mechanism and a policy tool, without creating excessive burdens on trade or the
broader economy. Policymakers must address the logistical, technological, and
institutional challenges inherent in administering a modern tariff system while

208. Which is why, for example, President Trump wishes to use tariffs as a way for “punishing” countries.
See, e.g., Henderson, supra note 186; Doron Narotzki, Bluff Without Purpose: Rethinking Trump’s Tariff Policy
and the Misuse of Game Theory 3 (Apr. 17, 2025) (unpublished manuscript), https://papers.ssrn.com/sol3/
papers.cfm?abstract_id=5220905.
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adapting to evolving global trade dynamics. To achieve this, several key
components must be considered.

1. Customs Infrastructure and Technology

Efficient customs systems are vital for enforcing tariff policies and
preventing evasion. Advanced technologies, such as digital customs platforms,
blockchain, and Al-powered risk assessments, can streamline the processing of
imports and exports, reduce delays and minimize opportunities for
smuggling.2°9 Furthermore, investments in automated systems and data sharing
between agencies enhance transparency and efficiency, ensuring compliance
while minimizing administrative costs.

2. Equipping Customs Authorities

Adequate training and staffing of customs authorities are essential to
enforce tariffs effectively. Governments must invest in workforce development
to equip personnel with the skills to manage modern trade complexities and
apply evolving tariff rules. Collaboration with international organizations, such
as the World Customs Organization (“WCQO”),2® can provide technical
assistance and standardize best practices across borders.

3. Policy Clarity and Legal Frameworks

A clear and consistent legal framework is vital for the successful
administration of tariffs. Ambiguities in tariff classifications, exemptions, or
enforcement guidelines can lead to inefficiencies and legal disputes.?* Regular
updates to tariff schedules, aligned with international trade agreements and
domestic policy objectives, ensure relevance and compliance.

4. Integration with Trade Partners

Tariff administration should not occur in isolation. Coordinating systems
with major trading partners facilitate smoother trade flows and reduces friction
at borders.2!2 Also, negotiating bilateral or multilateral agreements on customs
processes and data sharing enhances efficiency and mutual compliance. As
stated earlier, international agreements can achieve higher tariff rates when both
parties acknowledge the need to shift toward a tariff-based tax system.
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5. Cost-Benefit Analysis and Periodic Reviews

Regular assessment of administrative costs versus revenue generated is
crucial for optimizing the tariff system.23 Policymakers must ensure that
administrative expenses do not erode the fiscal benefits of tariffs. Hence,
periodic reviews allow for adjustments to tariffs and administrative procedures
in response to changing trade patterns or technological advancements.

6. Anti-Corruption Safeguards

Corruption in tariff enforcement undermines revenue generation and
distorts trade policy objectives.24 Governments must implement strict oversight
mechanisms, leveraging technology and independent audits to prevent misuse
of tariff systems. By addressing these administrative and structural
requirements, policymakers can lay the foundation for a sustainable and efficient
tariff-based tax system. One example of a comprehensive administrative
customs system which policymakers should consider exploring is Singapore’s
Customs System.2'5 Singapore’s TradeNet system?21® processes 90 percent of
customs declarations electronically within minutes, significantly reducing
bottlenecks.?’? Emerging technologies, such as blockchain, offer additional
opportunities for transparency and fraud prevention.2® For example,
blockchain-based systems piloted in the UAE allow real-time tracking of goods
and payments, ensuring accurate tariff collection.29
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gov.ae/en/mobile/pages/newsdetails.aspx?itemid=1440&NewsID=1440; Walid Abou Zaki, Dubai Customs
Blockchain Platform Taking E-Commerce to Another Level, UNLOCK (June 2, 2022), https://www.unlock-
be.com/88017/dubai-customs-blockchain-platform-taking-e-commerce-to-another-level.
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The following Subpart explores the geopolitical elements and
considerations of tariff policies and examines their implications for international
relations and trade cooperation.

C. GLOBAL AND GEOPOLITICAL DYNAMICS

Although there is a broad consensus among researchers in economics,
political science, and other fields that tariff-based tax policy harms globalization
and global welfare, examining its domestic impact also reveals significant
doubts about its benefits. Even setting aside global disruptions, this policy would
likely harm the United States by reducing economic welfare through price
increases, weakening exports, and undermining foreign policy and international
standing.

At first glance, some may argue that a tariff-based system would primarily
disadvantage other nations while benefiting the United States through increased
revenue and domestic industry protection. However, such a perspective
overlooks the broader economic reality. Tariffs do not operate in isolation;22°
instead, they often trigger retaliatory measures that can escalate into a prolonged
trade war, amplifying economic harm rather than mitigating it.22* The results of
trade war simulations and historical evidence demonstrate that such conflicts
rarely produce clear winners. The economic consequences, including reduced
GDP growth, rising inflation, and declining consumer purchasing power, would
likely outweigh any potential revenue gains. Moreover, as key trading partners
historically respond with countermeasures, American exports would suffer,
further eroding economic stability. Rather than a sudden shift to a tariff-based
model, policymakers must acknowledge these risks and implement structural
safeguards to mitigate economic disruptions.

Given these challenges, we believe that any transition from an income-
based tax system to a tariff-based model should be gradual in order to ensure
economic stability. A ten-to-fifteen year phase-out period could provide

220. See generally Matthew E. Kahn, Wen-Chi Liao & Siqi Zheng, How the US-China Trade War
Accelerated Urban Economic Growth and Environmental Progress in Northern Vietnam (MIT Ctr. for Real Est.
Rsch., Working Paper No. 24/15, 2024).

221. Ejuchegahi Anthony Angwaomaodoko, Trade Wars and Tariff Policies: Long-Term Effects on Global
Trade and Economic Relationship, 14 BUS. & ECON. RSCH. 62, 62 (2024); Akmal Elmurodov, U.S.-China Trade
War Through the Lenses of Theories of International Relations, 1 INT’L J. POL. SCI. & PUB. ADMIN. 10, 13 (2021);
Pau Pujolas & Jack Rossbach, Trade Wars with Trade Deficits (Nov. 03, 2024) (unpublished manuscript), https://
papers.ssrn.com/sol3/papers.cfim?abstract_id=5008591; Ma et al., supra note 106, at 3; Yuqing Xing, China-US
Trade War: A 21st Century Thucydides Trap 3 (Nat’l Graduate Inst. for Pol’y Stud., Discussion Paper No. 18-
17, 2018); Yang Jiao, Zhikuo Liu, Zhiwei Tian & Xiaxin Wang, The Impacts of the U.S. Trade War on Chinese
Exporters, 106 REV. ECON. & STAT. 1576, 1577 n.1 (2024); Michael DeDad & Sucharita Ghosh, US-China Trade
War: Heterogeneous Effects on the US Consumer, CANADIAN J. ECON., Mar. 9, 2026, at 1, 2-3; Dessie Tarko
Ambaw, Tony Cavoli & Peter Draper, The Indirect Impacts of the US-China Trade War: Evidence from the
Commonwealth Countries’ Trade 2 (Jan. 2024) (unpublished manuscript), https://papers.ssrn.com/sol3/papers.
cfm?abstract_id=4688322.
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industries and consumers with time to adapt, supported by targeted subsidies or
tax credits to alleviate short-term disruptions.222

Moreover, policy frameworks would need to address the specific
challenges of export-driven sectors, which could face retaliatory tariffs from
trading partners. Additionally, integrating such a shift within global trade norms
presents another hurdle. Tariff increases must comply with WTO rules,
particularly GATT Article II on bound tariff commitments, Article XX on
general exceptions, and Article XXI on security exceptions.?23 Bilateral
negotiations would be essential to prevent trade conflicts, especially with major
partners like the European Union and China.

D. FROM THEORY TO TREASURY?24

In 2024, the U.S. federal government allocated $6.75 trillion toward public
programs, essential services, and debt interest payments.225 During the same
year the U.S. federal government generated approximately $4.918 trillion in
revenue22® from multiple sources including individual income taxes, payroll
taxes, corporate income taxes,?27 and excise taxes, with individual income taxes
being the largest contributor.228 Since the federal government’s expenditures
exceeded revenue, this led to a budget shortfall of $1.83 trillion.229

222. See, e.g., Tibor Besedes, Tristan Kohl & James Lake, Phase Out Tariffs, Phase In Trade? 1-2 (CESifo,
Working Paper No. 7614, 2019) (describing free trade agreements as typically phased in over about ten years
and noting that NAFTA included a similar ten-year provision); Doron Narotzki, Shadow Tariffs and the
Executive Volatility Regime, WASH. U. L. REV. ONLINE (forthcoming 2026) (discussing the economic impact of
the highly volatile tariff policy).

223. WTO Rules and Environmental Policies: GATT Exceptions, WTO, https://www.wto.org/english/tratop
_e/envir_e/envt rules_exceptions_e.htm (last visited Mar. 24, 2026).

224. This Part provides an analysis which does not constitute a comprehensive macroeconomic model or
report but rather serves as an illustrative estimate of the potential revenue and economic impact of expanded
tariffs. The calculations rely on standard economic assumptions, including trade elasticity estimates, fiscal
multipliers, and historical tariff pass-through rates. While the model accounts for key variables such as consumer
cost burden, GDP contraction, and job losses, it does not fully integrate dynamic effects such as long-term trade
adjustments, shifts in supply chains, retaliatory tariffs, or broader monetary policy responses. The purpose of
this estimation is to provide a structured view of the possible fiscal and economic outcomes under a significantly
expanded tariff regime, rather than to present an exhaustive predictive model of economic performance.

225. How Much Has the U.S. Government Spent This Year?, FISCAL DATA, https:/fiscaldata.treasury.gov/
americas-finance-guide/federal-spending (last visited Mar. 24, 2026); CONG. BUDGET OFF., 60843-MBR,
MONTHLY BUDGET REVIEW: SUMMARY FOR FISCAL YEAR 2024 1 tbl. 1 (2024).

226. The Latest Data on Federal Revenue, Spending, Deficit, and the National Debt: Understand the Basics
of Federal Finances from the U.S. Treasury Department, FISCAL DATA, https://fiscaldata.treasury.gov/americas-
finance-guide/#:~:text=In%2020242%2C%20the%?20federal,2024%20was%20Individual %20Income%20Taxes
(last visited Mar. 24, 2026); CONG. BUDGET OFE., 60843-MBR, MONTHLY BUDGET REVIEW: SUMMARY FOR
FISCAL YEAR 2024 1 tbl. 1 (2024).

227. FISCAL DATA, supra note 226.

228. In 2024, individual income taxes accounted for 49.3% of the U.S. federal government’s total revenue.
FISCAL DATA, supra note 92.

229. What Is the National Deficit?, FISCAL DATA, https:/fiscaldata.treasury.gov/americas-finance-
guide/national-deficit (last visited Mar. 24, 2026); CONG. BUDGET OFF., 60843-MBR, MONTHLY BUDGET
REVIEW: SUMMARY FOR FISCAL YEAR 2024 1 tbl. 1 (2024).
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Revenue Source Amount Amount Percentage of
($Billion) ($Trillion) Total
Total Federal 4918 4918 100%
Revenue
Individual 2426 2.426 49.3%
Income Taxes
Payroll Taxes 1710 1.71 34.8%
Corporate 530 0.53 10.8%
Income Taxes
Other Receipts 253 0.253 5.1%
(Excise Taxes,
Customs Duties,
Estate, Gift
Taxes, etc.)

This heavy reliance on individual taxpayers raises a key policy question:
Are we maximizing our revenue sources in the most effective and equitable
way? Instead of simply maintaining the status quo, where the bulk of federal
revenue comes from wages and salaries, we should focus on areas where revenue
potential is underutilized while prioritizing economic growth and overall
welfare. This means examining whether corporations, high-net-worth
individuals, and untapped sectors of the economy are contributing their fair
share, rather than depending so extensively on earned income taxation.

We believe that a closer look at these numbers reveals a critical reality: The
reemergence of tariffs was driven not only by economic and geopolitical factors
but also by the overwhelming reliance on individual taxpayers to sustain federal
revenue. Even with income and payroll taxes contributing the majority of
collections, the system still struggles to meet federal obligations.23° This
structural challenge highlights the need for a more sustainable and diversified
tax model, one that moves beyond simply adjusting rates on existing taxpayers
and instead focuses on broadening the tax base in an efficient and equitable way.
We further argue that a well-designed federal tax framework must achieve four
key objectives:

1. Fund essential government operations efficiently, ensuring fiscal
stability.

2. Maintain economic growth and overall welfare, and avoid policies
that hinder investment, trade, or consumer spending.

230. What Are the Sources of Revenue for the Federal Government?, TAX POL’Y CTR. (Jan. 2024),
https://taxpolicycenter.org/briefing-book/what-are-sources-revenue-federal-government; RICHARD KOGAN, JOEL
FRIEDMAN, SHARON PARROTT & SARAH CALAME, CTR. ON BUDGET & POL’Y PRIORITIES, MORE REVENUE IS
REQUIRED TO MEET THE NATION’S COMMITMENTS, NEEDS, AND CHALLENGES 1 (2024), https://www.cbpp.org/
sites/default/files/6-17-24bud.pdf.
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3. Reduce reliance on any single tax source, particularly labor-based
taxation, to create a more resilient system.

4. Identify and optimize underutilized revenue streams, ensuring that
all economic participants (corporations, investors, and high-growth
sectors) contribute appropriately.

This approach not only addresses revenue needs but also aligns with long-
term economic sustainability, ensuring that no single group bears an undue
burden while the economy continues to thrive.

The following table outlines the key trade-offs associated with different
types of taxes. It highlights their revenue potential, economic impact, fairness,
and feasibility. Understanding these factors is essential when evaluating tax
policy changes, particularly in the context of shifting toward a more sustainable
and diversified revenue model. By comparing these tax mechanisms, we can
better assess whether tariffs and other consumption-based taxes can effectively
contribute to federal revenue while balancing economic growth and equity.

Tax Type Revenue Economic Equity & Feasibility
Potential Impact Fairness
Individual High Can reduce Burdens Already
Income Tax incentives to | middle class | maxed out in
work if too heavily reliance
high
Corporate Moderate | Can lead to Should be Needs
Tax offshoring or | progressive, | international
reduced but coordination
investment loopholes
exist
Tariffs Moderate | Canincrease | Can be Retaliation
to High domestic regressive risks from
production (higher other
but may hurt | consumer countries
trade prices)
Capital Gains | Moderate | Can slow Reduces Politically
Tax Reform investment disparity challenging
but affects between
only wage and
wealthiest capital
income
Wealth Tax Moderate | Minimal Targets Very difficult
impact on ultra-high- to enforce
economic net-worth
activity if individuals
designed well




536 UC LAW JOURNAL [Vol. 77:497
Consumption | Very High | Less Can be Common in
Tax (e.g., distortionary | regressive, most
VAT) than income | but rebates developed

tax can offset nations
this except the
U.S.

For FY 2024, tariffs and excise taxes contribute a relatively small fraction of
total federal revenue:23!

Total Federal Revenue: $4.918.1 trillion.232
Tariff Revenue: $77 billion (1.57% of total revenue).233
o Excise Tax Revenue: ~$101.4 billion (2.06% of total revenue)

Combined Tariff and Excise Revenue: ~$178.4 billion (3.63% of total
revenue).

This means that replacing even a portion of income and payroll taxes,
tariffs and excise taxes would have to expand significantly. To evaluate the

231. CONG. BUDGET OFF., 60843-MBR, MONTHLY BUDGET REVIEW: SUMMARY FOR FISCAL YEAR 2024 4
tbl. 2 (2024).; U.S. DEP’T OF THE TREASURY, BUREAU OF THE FISCAL SERV., FINAL MONTHLY TREASURY
STATEMENT: RECEIPTS AND OUTLAYS OF THE UNITED STATES GOVERNMENT 4 fig. 2 (2024).

232. For baseline and measurement, FY 2024 Customs Duties total $77.037 billion, Excise Taxes total
$101.435 billion, and Outlays total $6.7505 trillion. U.S. DEP’T OF THE TREASURY, BUREAU OF THE FISCAL
SERV., COMBINED STATEMENT OF RECEIPTS, OUTLAYS, AND BALANCES OF THE UNITED STATES GOVERNMENT:
FISCAL YEAR 2024 11, 15 (2025). For the tariff base, we use the effective rate on dutiable imports from the
USITC for calendar year 2024: 7.5%, with dutiable imports of $1.012 trillion and total imports for consumption
of $3.253 trillion. Using FY 2024 duties with the CY 2024 effective rate implies dutiable imports of about $1.03
trillion, which is close to the USITC figure. The model applies rates to dutiable imports, not total imports, since
many imports enter duty-free under FTAs or preference programs. Results are illustrative and hold measurement
differences (FY vs. CY) constant across scenarios. U.S. INT’L TRADE COMM’N, U.S. IMPORTS FOR CONSUMPTION,
DUTIES COLLECTED, AND RATIO OF DUTIES TO VALUE, 1891-2024, TBL. 1 (2025).

233. Tariff revenue is highly volatile and is based on estimations throughout the FY. Estimates of U.S. tariff
revenue for Fiscal Year 2024 vary significantly across different sources. The Treasury Department’s Monthly
Treasury Statement (“MTS”) reports $61.33 billion in collected customs duties, while the Congressional
Research Service (“CRS”) estimates $77 billion, and the U.S. International Trade Commission (“USITC”)
projects $91 billion. These differences stem from variations in data sources, methodologies, and definitions of
“tariff revenue.” The Treasury figure ($61B), based on the Monthly Treasury Statement (“MTS”), represents
actual customs duties collected by the federal government, excluding special tariffs such as Section 301 tariffs
on China, Section 232 steel and aluminum duties, and antidumping/countervailing duties. This makes it the most
precise measure of direct government receipts and aligns with Treasury’s FY 2024 budget projections, but it
also is constantly updated and amended. By contrast, the CRS estimate ($77B) likely includes additional import
duties beyond standard customs tariffs, such as Section 301 and 232 tariffs, as well as antidumping and
countervailing duties. While broader, this figure does not necessarily reflect net collections after refunds and
compliance adjustments. The USITC estimate ($91B) applies statutory tariff rates to total import values but does
not account for exemptions, refunds (e.g., the drawback program), or non-compliance. As a result, it likely
overstates actual tariff revenue. If examining total tariff-related collections, the CRS figure ($77B) may be more
relevant. The USITC estimate ($91B) serves as an upper-bound projection rather than a reflection of actual
receipts. U.S. Trade & Tariff Data, USITC DATAWEB, https://dataweb.usitc.gov (last visited Mar. 24, 2026);
U.S. DEP’T OF THE TREASURY, supra note 231; CHRISTOPHER A. CASEY, CONG. RSCH. SERvV., IF11030, U.S.
TARIFF POLICY: OVERVIEW (2025); U.S. DEP’T OF THE TREASURY, supra note 232, at 11; U.S. CONG. BUDGET
OFF., THE FEDERAL BUDGET IN FISCAL YEAR 2024: A CLOSER LOOK AT REVENUES (2025).
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revenue potential of a tariff-based tax system, we will model different tariff rates
using FY 2024 import data. Instead of applying tariff percentages to total U.S.
imports, a more accurate approach is to apply them to dutiable imports, which
represent the portion of imports actually subject to tariffs. Using FY 2024
customs duties of $77 billion and the 7.5 percent effective rate on dutiable
imports (CY 2024), implied dutiable imports are about $1.03 trillion. The
USITC reports $1.012 trillion in dutiable imports for 2024 on a calendar-year
basis, which is consistent with the FY-implied figure.234

By applying various tariff percentages to this base, we can generate
realistic revenue projections and assess whether tariffs could meaningfully
contribute to federal funding.235 This analysis helps determine the extent to
which tariffs could supplement or replace existing tax structures without causing
significant economic disruptions.

Tariff Rate (%) Projected Revenue % of Federal Spending
($B) (36.75T)
5 167.5 2.48%
10 3349 4.96%
15 502.4 7.44%
25 837.4 12.4%

This table demonstrates that even a 25 percent across-the-board tariff
would generate only $837.4 billion, covering less than 12.5 percent of the $6.75
trillion federal budget. This highlights the inherent limitations of tariffs as a
primary revenue source; such an approach would be both unsustainable and
impractical. Closing the federal funding gap requires a broader, more diversified

234. The 2.3% effective tariff rate is based on historical U.S. tariff collections and dutiable imports data.
Not all U.S. imports are subject to tariffs; many imports enter duty-free under free trade agreements (“FTAs”)
or special programs such as the Generalized System of Preferences (“GSP”) (currently lapsed). As a result,
dutiable imports are the relevant base for dutiable-rate calculations, while total imports form the relevant base
for tariff revenue calculations. Historically, the effective tariff rate on dutiable imports has ranged between 2.3%
and 3.0%, with increases following the implementation of Section 301 tariffs on China and Section 232 tariffs
on steel and aluminum. The 2.3% rate is within this range and aligns with Treasury data and past research. In
FY 2024, the U.S. government collected $77.037 billion in tariff revenue. Assuming an effective tariff rate of
2.3% (duties over total imports), this implies dutiable imports of approximately $3.35 trillion (77.037 + 0.023),
which is close to the USITC’s calendar-year 2024 total-imports figure of about $3.253 trillion. By using 2.3%
as a baseline, we can more accurately project tariff revenue at different rates (5%, 10%, 15%, 25%) instead of
applying tariffs to all imports, which would overestimate revenue potential. U.S. DEP’T OF THE TREASURY, supra
note 232, at 24, 29 (“Total, Customs Duties $77,036,909,944.89™); id. at 14 (confirming narrative of customs
duties = $77.0B); U.S. INT’L TRADE COMM’N, supra note 232 (CY 2024: total imports ~ $3.253T; dutiable =
$1.012T; duties = $76.33B; duties/total = 2.3%; duties/dutiable = 7.5%); id. (showing recent years where the
duties/total ratio was =~ 2.8-3.0); Generalized System of Preferences, U.S. CUSTOMS & BORDER PROT.,
https://www.cbp.gov/trade/priority-issues/trade-agreements/special-trade-legislation/generalized-system-preferences
(last visited Mar. 24, 2026) (noting GSP expiration and status).

235. The 2024 overall ratio = 2.3% and FY 2024 duties = $77.037B. That gives a total-imports base of
$77.037B + 0.023 = $3.349T. Then each row is Revenue = rate x $3.349T and Percent of spending = Revenue
+$6.7505T.
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revenue strategy rather than relying solely on tariffs. One logical avenue is the
expansion of excise taxes, which have historically served as a stable source of
federal revenue.236

Excise taxes apply to specific goods and services, such as fuel, alcohol,
tobacco, and transportation, and their targeted nature allows for adjustments
without broadly impacting all consumers.?37 By evaluating the potential for
increasing existing excise taxes and introducing new ones on select goods, we
can assess whether they can meaningfully supplement tariff revenue. Hence, we
will next model the revenue potential of excise tax expansion based on FY 2024
economic data. This will allow us to determine whether a combination of tariffs
and excise taxes could provide a more viable alternative to the current income
tax system.

Excise Tax Increase Projected Revenue % of Federal Spending
Scenario ($B) (36.75T)
Current Excise 101.4 1.5%
Taxes®38
Moderate Expansion 152.1 2.25%
Aggressive Expansion 202.8 3.0%

This table shows that excise taxes, even if doubled, cannot replace
individual income tax revenue but can serve as a meaningful supplement. To
fully assess the economic feasibility of a tariff- and excise-based tax system, we
must now examine the combined impact of both revenue sources. While tariffs
alone cannot generate enough revenue to replace existing tax structures, and
excise tax expansion remains limited in scope, their combined effect may offer
a more meaningful contribution to federal funding.

The next step is to model various scenarios that integrate both tariffs and
excise taxes, allowing us to determine whether a hybrid approach can provide a
sustainable alternative to the current income tax system. The following table
presents different revenue projections based on varying tariffs and excise tax
rates.

236. J. Fred Giertz, Excise Taxes, in THE ENCYCLOPEDIA OF TAXATION AND TAX POLICY 133, 133 (Joseph
J. Cordes, Robert D. Ebel & Jane G. Gravelle eds., 1st ed. 1999).

237. Ulrik Boesen, Excise Tax Application and Trends, TAX FOUND. (Mar. 16, 2021), https://taxfoundation.
org/research/all/federal/excise-taxes-excise-tax-trends.

238. Peter N. Salib, The Pigouvian Constitution, 88 U. CHI. L. REV. 1081, 1095 (2021); U.S. DEP’T OF THE
TREASURY, supra note 231; FISCAL DATA, supra note 92.
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Scenario Tariff Tariff Excise Tax Total
Rate (%) Revenue Revenue ($B) Revenue

($B) ($B)

Current 2.3 77 101.4 178.4
System?39

Moderate 10 3349 152.1 487.0
Increase

Aggressive 25 837.4 202.8 1,040.2

Increase

The findings in this table highlight the extent to which a combined
approach of increasing tariffs and expanding excise taxes could contribute to
federal revenue. Under the current system, these sources generate only a small
fraction of total government funding, making them insufficient as standalone
alternatives to income taxes.

A moderate increase, with tariffs set at 10 percent and a proportional rise
in excise taxes, significantly improves revenue generation but still falls short of
covering a substantial portion of federal spending. Even under the most
aggressive scenario, where tariffs rise to 25 percent and excise taxes are
expanded to their highest feasible levels, the total revenue remains well below
what is needed to replace income and payroll taxes. This suggests that while
tariffs and excise taxes can serve as valuable supplementary sources of revenue,
they are not viable as the primary foundation of the tax system.

A more balanced approach, incorporating elements of consumption-based
taxation alongside existing revenue mechanisms and perhaps even paired with
spending reductions, would be necessary to ensure fiscal stability without
introducing economic distortions. This is because even with the highest
proposed increases (25% tariff and a 100% excise expansion), tariffs and excises
would contribute only about 21 percent of FY 2024 receipts, leaving roughly 79
percent to come from other tax sources.24° This also assumes an optimistic (and
unrealistic) scenario that does not account for the likely consequences of such a
system, including trade retaliation, inflationary pressures, and the inherent
regressivity of shifting the tax burden toward consumption.

239. At the time of writing this Article, President Trump had issued new tariffs on several countries,
including China, while temporarily suspending new tariffs on Canada and Mexico. For clarity and consistency,
this analysis uses the 2024 tariff rate and does not incorporate these subsequent adjustments. See U.S. DEP’T OF
THE TREASURY, supra note 231, at 10.

240. As a side note, one can use different calculations here. Calendar-year path uses USITC’s 2024 total
imports for consumption ($3.253T). Fiscal-year path infers the base from Treasury FY 2024 customs duties
($77.037B) and the overall ratio 2.3%: base = duties + 0.023 = $3.349T. Therefore, $1,016.1B is the calendar-
year version; $1,040.2B is the fiscal-year-implied version. The excise piece is the same ($202.8B) for both
calculations. The difference is the tariff base one would apply 25% to: CY 2024 base = $3.253T, Tariff = 25%
x3.253T =$813.3B; Total = 813.3 +202.8 = $1,016.1B. FY-implied base = $77.037B + 0.023 = $3.349T, Tariff
=25% x 3.349T = $837.4B; Total = 837.4 + 202.8 = $1,040.2B.
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We conclude that in any economic modeling, the bottom line is always that
a tariff-based and even a tariff- and excise-based tax model cannot stand alone
and must be part of a broader tax strategy that offers a hybrid model that balances
revenue, economic growth, and equity. A strategic tariff system can increase
revenue while minimizing trade retaliation and inflationary risks. Instead of
across-the-board tariffs, the model should focus on:

e Higher tariffs on luxury and non-essential imports (e.g., high-end consumer
goods, luxury vehicles, yachts).

e Selective tariffs on goods from countries engaged in unfair trade practices
(e.g., predatory pricing, state-subsidized industries (which would be the
economic and geopolitical justification for high tariffs on China)).

e Exemptions or reduced tariffs for essential raw materials and technology
components to avoid supply chain disruption and inflation.

The total U.S. imports for consumption for 2024 are approximately $3.253
trillion.24* However, not all imports should be taxed at higher rates due to
economic and political considerations. The key categories of imports include:242

e Raw materials and industrial supplies (e.g., crude oil, rare earth metals).

e Intermediate goods and capital equipment (e.g., semiconductors,

machinery).

e Consumer goods and non-essential products (e.g., electronics, luxury

goods, cars, apparel).
To avoid tariffs on essential raw materials and production inputs (which could
raise domestic manufacturing costs), the assumption is that the higher tariffs
would apply primarily to non-essential and discretionary imports.

Using data taken directly from the U.S. Department of Commerce Bureau
of Economic Analysis and U.S. International Trade Commission, we modeled
such a hybrid tax system.243 With the most recent verified available data in 2023
shows:244
Total U.S. Imports: $3.826 trillion
Goods Imports: $3.112 trillion
Services Imports: $714.5 billion
Total U.S. Exports: $3.05 trillion

241. Trade Statistics, U.S. CUSTOMS & BORDER PROT., https://www.cbp.gov/newsroony/stats/trade (last
visited Mar. 24, 2026).

242. Mark J. Perry, Nearly All Imports, Even Consumer Goods, Are Inputs for US Firms, Retailers and
Factories, AM. ENTER. INST. (Aug. 19, 2016), https:/www.aei.org/carpe-diem/nearly-all-imports-even-
consumer-goods-are-inputs-for-us-firms-and-factories.

243. International Trade in Goods and Services, BUREAU OF ECON. ANALYSIS, https://www.bea.gov/data/
intl-trade-investment/international-trade-goods-and-services (last visited Mar. 24, 2026); USITC DATAWEB,
supra note 233.

244. U.S. International Trade in Goods and Services, December and Annual 2023, BUREAU OF ECON.
ANALYSIS (Feb. 7, 2024), https://www.bea.gov/news/2024/us-international-trade-goods-and-services-december
-and-annual-2023.
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e Goods Exports: $2.05 trillion

o Services Exports: $1.00 trillion

o Trade Deficit: $773.4 billion

With FY 2024 data available, U.S. goods imports totaled approximately
$3.3 trillion for the year, which represents an increase of $187.1 billion

compared to the previous period.245 The breakdown of imports by category in
2024 is as follows:246

Category Import Value ($B)

Electrical, Electronic Equipment 463.36

Machinery, Nuclear Reactors, Boilers 459.20

Vehicles other than railway, tramway 381.04

Mineral Fuels, Oils, Distillation Products 266.59

Pharmaceutical Products 177.85

Optical, Photo, Technical, Medical 118.32

Apparatus

Pearls, Precious Stones, Metals, Coins 85.49
Capital Goods (other categories) 400
Consumer Goods (other categories) 300
Automotive Parts (additional imports) 75
Foods, Feeds, Beverages 75

Industrial Supplies and Miscellaneous 494.75

As stated earlier, not all imports should be taxed equally, and we argue that
a selective tariff approach ensures that revenue is maximized without
disproportionately affecting essential industries or consumers.

245. U.S. International Trade in Goods and Services, December and Annual 2024, BUREAU OF ECON.
ANALYSIS (Feb. 5, 2025), https://www.bea.gov/news/2025/us-international-trade-goods-and-services-december
-and-annual-2024. Overall, the data shows the following: Imports of Goods in 2024: $3,295.6 billion, Total
Imports of Services in 2024: $814.4 billion, Total Imports (Goods + Services) in 2024: $4,110.0 billion.

246. Id.; U.S. International Trade in Goods and Services November 2024, BUREAU OF ECON. ANALYSIS
(Jan. 7, 2025), https://www.bea.gov/news/2025/us-international-trade-goods-and-services-november-2024;
Trade in Goods with World, Seasonally Adjusted, U.S. CENSUS BUREAU, https://www.census.gov/foreign-
trade/balance/c0004.html (last visited Mar. 24, 2026). The data in this table is based on the U.S. Bureau of
Economic Analysis (“BEA”) report on U.S. International Trade in Goods and Services for 2024 and the U.S.
Census Bureau trade report. While the BEA provides the total import value of goods ($3,295.6B), it primarily
reports year-over-year increases rather than absolute values for each category. Categories explicitly reported by
the BEA and Census Bureau with total values were included directly, while missing categories were estimated
based on reported 2024 increases, historical import shares, and prior trade data trends. Specifically, values for
capital goods, consumer goods, automotive parts, foods, and industrial supplies were inferred using proportional
allocations to ensure consistency with the total goods import figure. The remaining balance necessary to
reconcile the total was allocated to industrial supplies and miscellaneous goods, which include petroleum
products, textiles, and other manufacturing inputs. These estimates ensure that the sum of all categories aligns
with the official trade data, though actual values may vary based on future BEA and Census Bureau releases
with more detailed breakdowns.
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The following table categorizes imports based on economic necessity,
ensuring that luxury and discretionary goods bear a higher tax burden, while
essential goods remain largely unaffected to prevent economic distortions.

High Tariffs Goods (luxury and non-essential consumer goods):247

Category 2024 Import Proposed Tariff Projected
Value ($B) Rate (%) Revenue ($B)
High-End Vehicles 381.04 15% 57.16
and Auto Parts
Luxury Goods 85.49 20% 17.10
(Watches, Jewelry,
Designer Apparel)
High-End 463.36 10% 46.34
Electronics
(Smartphones,
Gaming, Laptops)
Alcohol, Tobacco, 100.00 (est.) 20% 20.00
High-Tier
Consumer Goods
Total for High- 1,029.89 - 140.60
Tariff Goods

Moderate Tariffs Goods (discretionary imports, non-critical consumer
g00ods):248

Category 2024 Import | Proposed Tariff Projected
Value ($B) Rate (%) Revenue ($B)
General Consumer 150.00 10% 15.00
Electronics (TVs,
Appliances)
Mid-Tier Vehicles 200.00 10% 20.00
and Auto
Components
Fashion & Mid- 50.00 12% 6.00
Tier Apparel
Pharmaceuticals 50.00 5% 2.50
(Non-Essential)
Total for Moderate- 450.00 - 43.50
Tariff Goods

247. The rationale for this is that these products do not directly impact industrial supply chains or essential
consumer needs, making them strong candidates for higher tariffs.

248. The rationale for this is that a moderate tariff ensures that consumers contribute to tax revenue without
causing excessive inflationary effects.
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Low-Tariff or Exempted Goods (essential industrial & raw materials):249

Category 2024 Import Proposed Tariff Projected
Value ($B) Rate (%) Revenue ($B)
Industrial 459.20 2% 9.18
Machinery &
Equipment
Medical 118.32 1% 1.18
Equipment &
Supplies
Energy Products 266.59 3% 8.00
(0il, Gas, Coal)
Agricultural & 90.00 0% (Exempt) 0.00
Food Imports
Total for Low- 934.11 - 18.36
Tariff or
Exempted Goods

Total Projected Revenue from the Tariff System:

Tariff Category Projected Revenue ($B)
High-Tariff Goods 140.60
Moderate-Tariff Goods 43.50
Low-Tariff / Exempted Goods 18.36
Total Estimated Tariff Revenue 202.46

This structured model ensures that the tax burden falls primarily on luxury
and discretionary goods, minimizing the impact on essential economic sectors.
Moderate tariffs on consumer goods help distribute costs gradually, avoiding
sudden price shocks. Meanwhile, essential imports remain largely unaffected,
safeguarding industrial stability and preventing inflationary pressures on
necessities.

Furthermore, the proposed hybrid tariff system is expected to generate
$202.46 billion, compared to the current $77 billion collected from tariffs in FY
2024. But the calculation does not take into account the potential adverse
economic impact such measures would have over domestic production and
American exports which indirectly possibly impact other (non-tariff) federal
funding sources. This represents an increase of approximately $125 billion.

However, to better estimate the revenue potential of tariffs within a broader
tax framework, it is crucial to account for at least some of the potential

249. The rationale for this is that these goods are critical to U.S. manufacturing, energy production, and
healthcare. Hence, we believe tariffs should remain low or be waived.
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behavioral shifts in response to higher import costs. While tariffs can generate
substantial revenue, they also influence trade flows, as businesses and
consumers adjust by sourcing alternatives, absorbing costs, or reducing demand.

Predicting the precise impact of these shifts is challenging, as real-world
reactions depend on factors such as price sensitivity, availability of substitutes,
and global supply chain adjustments. The following table models’ different
elasticity scenarios to approximate how much trade volume may decline due to
tariff increases and the corresponding impact on revenue. While these
projections provide valuable insights, they remain rough estimates, given the
complexity of global trade dynamics and policy responses.

Cross-border Trade Volume Decline and Tariff Revenue Impact:25°

Tariff Elasticity | Trade Volume Adjusted Projected

Rate (%) Reduction ($B) Import Tariff
Volume ($B) | Revenue ($B)

5 -0.5 -82.5 3217.5 160.875
5 -1.0 -165.0 3135.0 156.75

5 -1.5 -247.5 3052.5 152.625
10 -0.5 -165.0 3135.0 313.5
10 -1.0 -330.0 2970.0 297.0
10 -1.5 -495.0 2805.0 280.5

15 -0.5 -247.5 3052.5 457.875
15 -1.0 -495.0 2805.0 420.75

15 -1.5 -742.5 2567.5 385.125
20 -0.5 -330.0 2970.0 594.0
20 -1.0 -660.0 2640.0 528.0
20 -1.5 -990.0 2310.0 462.0

25 -0.5 -412.5 2887.5 721.875
25 -1.0 -825.0 2475.0 618.75

25 -1.5 -1237.5 2062.5 515.625

250. This table models the impact of tariffs on trade volume and revenue generation by applying various
elasticity assumptions. Elasticity measures the responsiveness of trade volume to price changes, with higher
elasticity values (-1.5) indicating greater sensitivity. The “Trade Volume Reduction” column quantifies the
expected decline in imports due to tariff-induced price increases, calculated as a percentage of total imports
based on assumed elasticities. The “Adjusted Import Volume” reflects the revised import levels after
incorporating this contraction. Finally, “Projected Tariff Revenue” is derived by applying the tariff rate to the
adjusted import volume. The model assumes a baseline U.S. import volume of $3.3 trillion and estimates trade
elasticity impacts at three levels: -0.5 (low response), -1.0 (moderate response), and -1.5 (high response). The
“Trade Volume Reduction” is calculated using the formula: (Tariff Rate x Baseline Import Volume X Elasticity).
For example, at a 10% tariff and -1.0 elasticity, imports decline by $330 billion. The “Adjusted Import Volume”
represents the new import level after this reduction. The “Projected Tariff Revenue” is computed by multiplying
this adjusted import value by the respective tariff rate, illustrating how revenue generation evolves under
different trade elasticity assumptions. This methodology provides policymakers with a structured framework to
assess potential revenue outcomes while considering trade behavior adjustments.
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This table highlights the projected impact of tariff-enhanced trade volume
declines on revenue generation. Across different elasticity scenarios, even a
moderate response to tariffs could reduce imports by 5 to 37 percent, leading to
a proportional decline in revenue. However, despite these reductions, tariff
revenues remain substantial, ranging from $152 billion to $722 billion,
depending on elasticity levels and the tariff rate applied. The revenue-
maximizing range appears to fall between 10 percent and 15 percent tariffs,
where collections remain robust without triggering significant economic
contraction. At higher tariff levels (20-25%), however, the reduction in trade
volume substantially limits revenue gains, emphasizing the need for careful
calibration of tariff rates.

While higher tariffs will inevitably result in some trade volume contraction,
they can still provide a significant and stable revenue source within a broader
tax framework. The degree of decline depends on how businesses and consumers
adjust, whether through shifting suppliers, absorbing costs, or reducing
purchases. Even in the most elastic scenario, where trade volume shrinks by up
to 37 percent, projected tariff revenues still far exceed the FY 2024 collection
level of $77 billion, with estimates ranging from $152 billion to $515 billion,
reinforcing the potential role of tariffs in enhancing fiscal sustainability.

These findings reinforce that while tariffs can contribute meaningfully to
federal revenue, they cannot serve as a standalone tax system and must be
complemented by other mechanisms, such as excise taxes or adjustments to
existing tax structures. The next step is to evaluate how this revenue interacts
with income and payroll taxes to determine whether it could offset a portion of
their burden.

Potential Offsets of Income and Payroll Taxes with Increased Tariffs:25

Tax Type | Current Potential Potential Potential Potential
Revenue Reduction Reduction | Reduction | Reduction
($B) ($B) (“Low (%) ($B) (%)
Estimate”)252 (“High
Estimate™)
253
Individual 2426 118.87 4.9% 202.46 8.35%
Income
Tax

251. CONG. BUDGET OFF., 60843-MBR, MONTHLY BUDGET REVIEW: SUMMARY FOR FISCAL YEAR 2024 4
tbl. 2 (2024). This table assumes tariff revenue to be $202.46 billion, following the hybrid tariffs system
described earlier.

252. The Low Estimate is splitting the tariff revenue proportionally. Total relevant tax revenue = Individual
Income Tax ($2,426B) + Payroll Tax ($1,710B) = $4,136B. Individual Income Tax: 2426 + 4136 = 58.7%.
Payroll Tax: 1710 + 4136 =41.3%. Hence, need to apply these proportions to the $202.46 billion tariff revenue.
Individual Income Tax Reduction: 202.46 x 0.587 = 118.87B. Payroll Tax Reduction: 202.46 x 0.413 = 83.59B.

253. The High Estimate is applying the full tariff revenue to each tax type separately.
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Payroll 1710 83.59 4.89% 202.46 11.84%
Tax

This analysis shows that while increased tariff revenue can help reduce
reliance on individual income and payroll taxes, the effect is relatively modest.
Currently, the federal government collects $2,426 billion from individual
income taxes and $1,710 billion from payroll taxes.

If tariffs are increased as modeled, generating $141 billion more than the
current system, this would offset 4.9 percent of individual income tax revenue
and 4.89 percent of payroll tax revenue in a proportional distribution scenario.
Under an alternative scenario, where all of the $202.46 billion in projected tariff
revenue is applied to a single tax category, it could offset up to 8.35 percent of
individual income tax revenue or 11.84 percent of payroll tax revenue. This
means that while tariffs can serve as a supplementary revenue source, they
cannot meaningfully replace the existing tax structure. Even under the most
optimistic projections, the additional tariff revenue would not be enough to
substantially lower income or payroll tax burdens.

Incorporating excise taxes into the hybrid tax model provides another
avenue for revenue generation while targeting specific consumption behaviors.
Excise taxes are levied on goods such as alcohol, tobacco, fuel, and luxury items,
making them an effective tool for raising revenue without directly increasing
income or payroll tax burdens.

Projected Revenue from Expanded Excise Taxes:254

Scenario Increase Over Additional Projected Excise
Current (%) Revenue Tax Revenue
Generated ($B) ($B)
Moderate Increase 25 25.35 126.75
Aggressive 50 50.7 152.1
Increase
High Expansion 100 101.4 202.8

This table presents projections for excise tax revenue under different
expansion scenarios. A moderate increase (25%) would generate approximately
an additional $25.35 billion, while an aggressive increase (50%) would generate
$50.7 billion in new revenue. A high expansion (100% increase) would double
excise tax revenue to approximately $202 billion, providing a $101.4 billion
boost over current levels. These estimates highlight the potential role of excise

254. Based on a previous table indicating that excise tax revenue in FY 2024 was approximately $101.4
billion, which was 1.5% of total federal revenue ($6.75 trillion). See FISCAL DATA, supra note 92; U.S. DEP’T
OF TREASURY, supra note 231; U.S. CONG. BUDGET OFF., THE FEDERAL BUDGET IN FISCAL YEAR 2024: A
CLOSER LOOK AT REVENUES (2025).



March 2026] FROM RELIC TO RELEVANCE 547

taxes in diversifying the federal revenue base, though their impact on consumer
behavior and economic activity must also be considered.

The combined increased tariffs and expanded excise taxes model may
impact income and payroll taxes revenue the following way.

Impact of Increased Tariffs and Excise Taxes on Income and Payroll Taxes:255

Tariff Excise Tax Total Income Tax | Payroll Tax
Revenue Revenue Additional Offset (%) Offset (%)
($B) ($B) Revenue ($B)
167.5256 152.1257 218.2 9.00% 12.77%
167.5 202.8258 268.9 11.08% 15.73%
334.9259 152.1 385.6 15.89% 22.56%
334.9 202.8 436.3 17.98% 25.53%

This analysis demonstrates that combining increased tariffs with expanded
excise taxes significantly enhances federal revenue and reduces reliance on
income and payroll taxes. With moderate excise tax expansion and lower-bound
tariff revenue of $167.5 billion, total additional revenue would amount to $218.2
billion, offsetting 9 percent of income taxes and 12.77 percent of payroll taxes.
Under an aggressive excise tax expansion and tariff revenue of $167.5 billion,
total additional revenue would increase to $268.9 billion, reducing reliance on
income taxes by 11.08 percent and on payroll taxes by 15.73 percent. If excise
taxes are doubled while tariff revenue remains at $167.5 billion, the combined
system would generate $268.9 billion, further lowering income tax dependence
by 11.08 percent and payroll tax reliance by 15.73 percent.

Alternatively, with higher tariff revenue of $334.9 billion and moderate
excise tax expansion, total additional revenue would amount to $385.6 billion,
offsetting 15.89 percent of income taxes and 22.56 percent of payroll taxes.
Under an aggressive excise tax expansion and $334.9 billion in tariff revenue,
total additional revenue would rise to $436.3 billion, reducing reliance on
income taxes by 17.98 percent and on payroll taxes by 25.53 percent. While still
not a full replacement for these revenue sources, the results suggest that a hybrid
approach could meaningfully supplement federal revenue, easing the tax burden
on wages and salaries while maintaining economic stability.

255. Some of the amounts in this table are estimations based on FY 2023 revenue. See DONALD J. MARPLES
& BRENDAN MCDERMOTT, CONG. RSCH. SERV., R48313, OVERVIEW OF THE FEDERAL TAX SYSTEM IN 2024 17
(2024); Taxes, CONG. BUDGET OFF., https://www.cbo.gov/topics/taxes (last visited Mar. 6, 2025); Payroll Taxes
Revenues and Forecast in the United States from 2000 to 2024 with a Forecast to 2035, STATISTA,
https://www statista.com/statistics/217500/revenues-from-social-insurance-tax-and-forecast-in-the-us (last visited
Mar. 24, 2026).

256. Based on the previous analysis that a moderate tariff increase (~5%) should generate $167.5B.

257. Based on the previous analysis that a moderate excise tax increase should generate $152.1B.

258. Based on the previous analysis that a moderate excise tax increase should generate $202.8B.

259. Based on the previous analysis that an aggressive tariff increase (~10%) should generate $334.9B.
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The following analysis examines how the additional revenue generated
from increased tariffs and expanded excise taxes could help reduce the federal
budget deficit. By comparing the projected additional revenue with the current
federal deficit, we estimate the percentage of the shortfall that could be covered
under different revenue scenarios. While these tax changes can contribute
meaningfully to deficit reduction, they are not sufficient to eliminate the deficit
entirely, highlighting the need for a broader fiscal strategy.

Scenario Additional Federal Deficit Deficit
Revenue ($B) ($B) Coverage (%)
Lower Revenue 218.2 1831 11.92
Estimate25°
Higher Revenue 436.3 1831 23.83
Estimate0

The results indicate that the proposed increases in tariff revenue and excise
taxes could cover between 11.92 percent and 23.83 percent of the federal budget
deficit. Under the lower revenue estimate, an additional $218.2 billion would
reduce the deficit by approximately 11.92 percent, while under the higher
estimate, $436.3 billion in new revenue would offset approximately 23.83
percent of the shortfall. Although these figures demonstrate that tariffs and
excise taxes could serve as valuable revenue source, they alone would not be
sufficient to fund the governmental expenses and clearly cannot close the
existing deficit gap (even without taking into account the negative impact of
such taxes would have over American production and export).

These findings reinforce the need for a more comprehensive fiscal
approach, incorporating spending adjustments, economic growth strategies, or
further tax policy changes to achieve long-term sustainability. However, if a
comprehensive tax policy is adopted, it can signal to the global economy that the
United States is focused on building a more balanced and resilient revenue
system, reducing dependence on labor-based taxation while leveraging targeted
consumption and trade-based taxes. This shift could enhance investor
confidence, stabilize long-term fiscal planning, and position the United States as
a leader in pragmatic, adaptive tax policy amid evolving global economic
dynamics.

To assess the broader fiscal implications of increased tariff and excise tax
revenue, the following analysis examines how these funds could be allocated
within the federal budget. The additional revenue, ranging from $218.2 billion
to $436.3 billion, could either reduce reliance on deficit spending or be directed

260. “Lower” = 5% tariff ($167.5B) + moderate excise (+50% — $152.1B), additional = 167.5 + (152.1 —
101.4) = 218.2. Coverage (%) = Additional + 1,83 1.

261. “Higher” = 10% tariff ($334.9B) + aggressive excise (+100% — $202.8B), additional = 334.9 + (202.8
—101.4) = 436.3. Coverage (%) = Additional + 1,831.
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toward strategic reinvestments. This table estimates how much of key federal
expenditures could be covered under the new revenue structure, highlighting
potential offsets in areas such as Social Security, Medicare, Medicaid, defense,
and education. While the revenue generated is not sufficient to fully fund these
programs, it could provide meaningful fiscal relief and support targeted
investments in economic growth and social stability.

Impact of Additional Revenue on Government Expenditures:262

Category Current | Coverage | Coverage | Percentage | Percentage
Spending with with Covered Covered
($B) Lower Higher (Lower) (Higher)
Revenue | Revenue
(SB) ($B)

Social Security 1448 218.2 436.3 15.07 30.13
Medicare 870 218.2 436.3 25.08 50.15
Medicaid 616 218.2 436.3 3542 70.83
Defense 883 218.2 436.3 24.71 49.41

Education and 130 130 130 100 100
Training

Infrastructure 200 200 200 100 100

&
Transportation
Interest on 659 218.2 436.3 33.11 66.21
Debt
Other 825 218.2 436.3 26.45 52.88
Programs

This analysis shows that while additional revenue from tariffs and excise
taxes could offset a meaningful portion of key government expenditures, it
would not be sufficient to eliminate the need for broader fiscal planning.

For Social Security and Medicare, the new revenue would cover between
15.07 and 30.13 percent and 25.08 and 50.15 percent of their costs, respectively.
Medicaid spending could see an even greater offset, with 35.42 to 70.83 percent
of its costs covered, indicating a significant potential impact on healthcare
funding. Defense spending, one of the largest discretionary budget items, could
have 24.71 to 49.41 percent of its costs offset, freeing up funds for other
priorities. Education and workforce training programs could be fully funded at
the higher revenue estimate, covering 100 percent of current spending. While
these contributions would not be enough to fully fund these programs, they could
help reduce reliance on deficit spending and allow for strategic reinvestments in

262. CONG. BUDGET OFF., 60843-MBR, MONTHLY BUDGET REVIEW: SUMMARY FOR FISCAL YEAR 2024 5
tbl. 3 (2024); CONG. BUDGET OFF., 59710, THE BUDGET AND ECONOMIC OUTLOOK: 2024 TO 2034 2 (2024);
CONG. BUDGET OFF., 60039, AN UPDATE TO THE BUDGET AND ECONOMIC OUTLOOK: 2024 TO 2034 2 (2024).
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areas such as infrastructure, education, and targeted social programs. It should
be noted that the increased tariffs and excise taxes would have an impact on the
final cost of goods and on consumers’ disposable income.2%3 In other words, we
should expect a loss of purchasing power across households.

To assess the potential impact of tariffs on consumer spending, the
following analysis estimates how much of the increased tariff revenue would be
passed on to consumers through higher prices.264 Assuming that 75 percent of
tariff costs are transferred to consumers, we estimate the resulting reduction in
disposable income.265

263. See SEAN LOWRY, CONG. RSCH. SERV., R43189, FEDERAL EXCISE TAXES: AN INTRODUCTION AND
GENERAL ANALYSIS 17 (2013).

264. The estimated reduction in disposable income is based on the assumption that 75% of the tariff burden
is passed on to consumers through higher prices, while the remaining 25% is absorbed by businesses. This
assumption aligns with findings from the Tax Foundation, Chicago Booth Review, and NBER, which reported
that U.S. firms and consumers bore the entire burden of tariffs, resulting in significant economic losses. Alex
Durante, Who Pays Tariffs? Americans Will Bear the Costs of the Next Trade War, TAX FOUND. (Feb. 19, 2025),
https://taxfoundation.org/blog/who-really-pays-tariffs; Romesh Vaitilingam, Are US Households Losing the
Trade War?, CHI. BOOTH REV. (June 5, 2019), https://www.chicagobooth.edu/review/are-us-households-losing-
trade-war; Mary Amiti, Stephen J. Redding & David E. Weinstein, Who'’s Paying for the US Tariffs? A Longer-
Term Perspective, 110 AM. ECON. ASS’N PAPERS & PRroCS. 541, 545 (2020). Additionally, the total U.S.
disposable personal income for 2024 is projected at approximately $21.88 trillion, based on data from the U.S.
Bureau of Economic Analysis and the Federal Reserve Economic Data. The consumer cost impact is calculated
by applying the assumed consumer burden percentage to the total tariff revenue, and this figure is then divided
by the projected total disposable income to determine the relative reduction in consumer spending power. See
also York, supra note 101 (explaining how consumer costs are impacted by tariffs); Alberto Cavallo, Gita
Gopinath, Brent Neiman & Jenny Tang, Tariff Pass-Through at the Border and at the Store: Evidence from U.S.
Trade Policy, 3 AM. ECON. REV.: INSIGHTS 19, 32 (2021).

265. Disposable Personal Income (DPI) is defined as personal income minus personal current taxes. It
represents the amount of income available to individuals for spending and saving after accounting for taxes.
Disposable Personal Income, BUREAU OF ECON. ANALYSIS (Mar. 13, 2026), https://www.bea.gov/data/income-
saving/disposable-personal-income. The estimate of total U.S. DPI for 2024 is based on seasonally adjusted
annual rates provided by the Bureau of Economic Analysis (“BEA”) and Federal Reserve Economic Data
(“FRED”). Monthly DPI figures from August to December 2024 are averaged to approximate the annual DPI:
August ($21.70T), September ($21.77T), October ($21.92T), November ($21.98T), and December ($22.06T).
The computed average is $21.88T, representing the estimated total DPI for 2024. Personal Income and Outlays,
December 2024, BUREAU OF ECON. ANALYSIS (Jan. 31, 2025), https://www.bea.gov/news/2025/personal-
income-and-outlays-december-2024; see also United States Disposable Personal Income, TRADING ECON.,
https://tradingeconomics.com/united-states/disposable-personal-income (last visited Mar. 24, 2026) (tracking
estimated DPI in the United States). DPI base $21.88T. Pass-through at 75%: Lower tariff $167.5B — consumer
impact $167.5 x 0.75 = $125.63B, Higher tariff $334.9B — consumer impact $334.9 x 0.75 = $251.18B. Percent
of DPI: (Lower) 125.63B + $21,880B = 0.574% — 0.57%. (Higher) $251.18B + $21,880B = 1.148% — 1.15%.
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Scenario Tariff Revenue Estimated Percentage
($B) Consumer Cost Reduction in
Impact ($B) Disposable
Income
Lower Tariff 167.5 125.63 0.57
Revenue Impact
Higher Tariff 334.9 251.18 1.15
Revenue Impact

This analysis estimates that tariff-induced price increases could lead to a
consumer cost impact of $125.63 billion to $251.18 billion, depending on the
tariff revenue scenario. This translates to a 0.57 to 1.15 percent reduction in
disposable income. While this reduction may seem small in percentage terms, it
represents a significant loss of purchasing power across households, potentially
leading to shifts in spending behavior, decreased demand for discretionary
goods, and an overall dampening of economic activity.

While the consumer impact of tariffs is a critical factor, American
businesses will also need to adapt to higher import costs. We believe that
businesses would respond to increased tariffs in three primary ways: (a)
absorbing costs, (b) passing them on to consumers (depending on the elasticity
of demand), or (c) relocating production. An estimated 40 percent of businesses
may absorb tariff-related costs, by reducing profit margins but avoiding
immediate price increases. Around 50 percent are expected to pass the costs on
to consumers, further contributing to the previously calculated impact on
consumer spending. Meanwhile, approximately 10 percent of firms may opt to
relocate production, with total relocation costs estimated at $100 billion. This
shift could have long-term implications for domestic manufacturing and supply
chain stability. While some production returning to the United States could
create jobs, it also carries significant upfront costs and transition periods,
potentially disrupting industries in the short term.

Since GDP shrinks as consumer spending declines, tariff-enhanced price
increases could have broader macroeconomic consequences. As higher costs
reduce disposable income, overall consumption contracts lead to a measurable
impact on GDP. Using standard economic multipliers, we estimate that the
resulting decline in spending could reduce GDP by $263.82 billion to $527.48
billion, representing a 0.98 percent to 1.96 percent contraction. This slowdown
can then translate into 10.81 million to 21.62 million job losses,
disproportionately affecting consumer-driven industries such as retail,
manufacturing, and services. The table below quantifies the projected economic
damage caused by these tariffs.266

266. The economic damage estimates are based on the assumption that 75% of tariff costs are passed to
consumers, leading to a consumer cost impact of $125.63B-$251.18B. The GDP impact is calculated using a
fiscal multiplier of 2.1, with GDP losses ranging from $263.82B to $527.48B, representing a 0.98% to 1.96%
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Scenario Consumer GDP Loss GDP Loss | Estimated Job
Cost Impact ($B) (%) Losses (M)
($B)

Lower 125.63 263.82 0.98 10.81
Estimate

Higher 251.18 527.48 1.96 21.62
Estimate

CONCLUSION

In theory, a tariff-based tax system presents both opportunities and
challenges. While it offers a potential significant federal revenue source that can
supplement existing tax structures, its regressive nature and susceptibility to
global trade dynamics pose substantial challenges that must be addressed. The
analysis demonstrates that even with significant tariff increases, the resulting
revenue would cover only a fraction of federal expenditures, and would not be
sufficient to replace corporate income, personal income, and payroll taxes.
Moreover, the economic consequences, ranging from increased consumer costs
to business supply chain disruptions, must be carefully considered especially in
light of its regressive nature.

Historical lessons, from the successes of early nineteenth century tariffs to
the failures of Smoot-Hawley, highlight the risks of over-reliance on trade taxes
would likely even greater in the twenty-first century, given the increased
dependence on cross-border trade.267 Additionally, our modeling indicates that
while tariffs could contribute meaningfully to federal funding, they alone cannot
bridge the fiscal gap without severe economic trade-offs, including inflationary
pressures and retaliatory tariffs from key trade partners.

For tariffs to serve as a viable component of a modern tax system, they
would need to be strategically integrated into a broader hybrid model that
includes excise taxes and other consumption-based revenue sources.268 Our
findings show that excise taxes, when expanded, could provide a more stable

contraction of the $27T U.S. GDP. Charles J. Whalen & Felix Reichling, The Fiscal Multiplier and Economic
Policy Analysis in the United States, 33 CONTEMP. ECON. POL’Y 735, 743 tbl. 1 (2015); Gross Domestic Product,
BUREAU OF ECON. ANALYSIS (Mar. 13,2026), https://www.bea.gov/data/gdp/gross-domestic-product. Job losses
are estimated using the labor-output ratio of 41,000 jobs lost per $1B GDP decline, which translates into 10.82M
to 21.63M projected job losses. Employment Projections Methods Overview, U.S. BUREAU OF LAB. STAT. (Aug.
28, 2025), https://www.bls.gov/emp/documentation/projections-methods.htm. These figures illustrate the
broader economic risks of tariff-induced price increases. Amiti et al., supra note 9, at 187.

267. O’Rourke, supra note 17; Mitchener et al., supra note 52, at 2500-01.

268. Populist rhetoric that frames tariffs merely as tools of national strength or economic self-sufficiency,
while ignoring the underlying fiscal realities of revenue and expenditure, fosters confusion among our trade
partners. This undermines public trust, destabilizes financial markets, and encourages erratic economic behavior.
Such narratives obscure the necessary trade-offs inherent in tax policy design, ultimately weakening institutional
credibility and exposing the economy to volatility and inefficiency. This dynamic reflects a broader risk
associated with the rise of populism in tax policy. See Doron Narotzki & Tamir Shanan, Populism and Taxation,
33 S. CAL. INTERDISC. L.J. 365, 367 (2023).
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and predictable revenue stream, reducing the need for extreme tariff increases.
However, even then, tariffs and excise taxes together would not eliminate the
need for income, payroll, or corporate taxation but they could allow for modest
reductions in those burdens.

Furthermore, successful implementation would require careful tax or fiscal
policy design, leveraging advanced technology for enforcement (especially on
intangible cross-border trade), targeted exemptions to protect essential goods,
and compensatory mechanisms to mitigate regressivity. Most importantly,
international coordination would be necessary to minimize risks of trade
conflicts, retaliatory measures, and economic disruptions.

Overall, we conclude that while tariffs can play a role in diversifying
revenue sources, their feasibility as the backbone of a national tax system
remains highly contentious. Without a balanced and well-coordinated approach,
including international agreements with trade partners, adaptive economic
policies, and alternative revenue measures, we believe the risks may far
outweigh the benefits—not only from a global perspective, but also from an
American perspective.
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