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Abstract

We study the macroeconomic consequences of tariffs. We estimate impulse response functions
from local projections using a panel of annual data that spans 151 countries over 1963-2014.
We find that tariff increases lead, in the medium term, to economically and statistically
significant declines in domestic output and productivity. Tariff increases also result in more
unemployment, higher inequality, and real exchange rate appreciation, but only small effects
on the trade balance. The effects on output and productivity tend to be magnified when tariffs
rise during expansions, for advanced economies, and when tariffs go up, not down. Our results
are robust to a large number of perturbations to our methodology, and we complement our
analysis with industry-level data.

JEL Classification Numbers: F13, O11.

Keywords: protection, output, productivity, unemployment, inequality, exchange rate, trade
balance.

Author’s E-Mail Address: dfurceri@imf.org, sshmed@imf.org, jostry@imf.org,
arose(@haas.berkeley.edu

'Key output and the data set are available at http://faculty.haas.berkeley.edu/arose. We are grateful to Charles P.
De Cell and Zhangrui Wang for excellent research assistance. We would like to thank Penny K. Goldberg and
the participants of the 2018 IMF Annual Research Conference for comments. This working paper is part of a
research project on macroeconomic policy in low-income countries supported by U.K.’s Department for
International Development. The views expressed in this paper are those of the authors and do not necessarily
represent the views of the IMF, its Executive Board, or IMF management.

Furceri and Hannan are IMF Research Department; Ostry is IMF Research Department and CEPR; Rose is
Berkeley-Haas, ABFER, CEPR and NBER.

©lnternational Monetary Fund. Not for Redistribution



http://faculty.haas.berkeley.edu/arose

CONTENTS

1. Introduction 3
II. Empirical Methodology 9
A. Country-1eVel analysis.......coeoiiiiiieriiieiiieieeieeiteee ettt 9
B. Industry-1eVel analysSis.........c.cceciiieiiieiiiieeie ettt e e s 12
I11. Results 14
AL AgEregate RESUILS ......cociiiiiiicee ettt et e e e e e e s 14
IV. Conclusion 27
REFCIENCES ........ooniiiiiiiiiiii et 29
List of Tables
1. Data Sources for Country-level ANalysis .........ccocevvveriiniiriiinieiiicececeece e 31
2. List of Countries in Country-level ANAlYSIS ........cccveeevieriiiiiieniieiierie ettt eeaeeineens 31
3. List of Countries in Industry-level AnalysiS..........coocueriiiiriiiiiiniieienieeeee e 32
4. LiSt OF INAUSIIIES ....eeuiiieitieieeie ettt ettt e e sttt e e enee 32
5. List of Advanced Economies in Country-level Analysis........c.ccoceveeveniincnninicnenncnnn. 33
6. The Aggregate and Distributional Effects of Tariffs ...........ccccevvviviiiniiiiiiniicieeeeee 34
List of Figures
1. The Effect of Tariffs ......ccoooiiiiiiii et 35
2. The Effect of Tariffs — Tariff Increases vs. Decreases; Advanced Economies vs. Emerging
Markets & Developing ECONOMIES.........ccuecvieriieiiieiiieetieiiie et et et esieeeveesieeereeseaeesaessneens 36
3. The Effect of Tariffs — Expansions vs. ReCESSIONS.........ccccueeueerieriiieniieiienieeieesee e 37
4. RODUSINESS fOT OULPUL.....eeieiiiiiiiie ettt tee ettt e e etaeeseaeeennaeesnseeesnneeas 38
5. Robustness for ProdUCTIVILY .......coouiiiiiiiiieiii et e 39
6. The Effect of Tariffs using Industry-level Data............cccooovireiiieniiiiniieeeeeeeee e, 40
Appendices
I. Three Episodes of Tariff HiKes .........ccciiiiiiiiiiiiieieee e 41
II. Results for Unemployment, Inequality, Real Exchange Rate, and Trade Balance........... 43
II1. Robustness Results for Unemployment, Inequality, Real Exchange Rate, and Trade
BaAlANCE...cooeieiiiiiiieeeeeeeeeeeeeeeeeeeeeeeeee ettt ———————————————————————————————————————————— 47
IV. Results for Consumption and Inflation.............cccecveriiiiiiiiiniiiceccceeee e 51
V. INSTrUMENTA]l VATIADIE ......oooeiiiiiiiiiiiiieeeeeeeeeeeeeeeeeeeeeee ettt aeeeaaeeaaeasanennannnnns 52
ENdROTes..........c.cooviiiiiiiii e 55

©lnternational Monetary Fund. Not for Redistribution


Underline

Underline


