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Model

m As in previous model:

+ Forward-looking agents facing moving costs as in ACM (2010)
+ Embedded in quantitative trade model with home production as in CDP (2019)

+ DNWR in manufacturing combined with a nominal anchor

* Endogenous labor force participation and unemployment

m Changes and additions:
* No migration across states
% Tariff revenue rebated to states based on population

+ Tariffs come as surprise in 2025, perfect foresight afterward
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Data

m 87 regions: 50 U.S. states, 36 other countries, aggregate RoW

m 15 sectors: home production, 12 manufacturing sectors, services, agriculture
m Baseline year is 2019:

x 2019 tariffs from Teti (2024), aggregation following Liao et al. (2021)

* 2019 OECD's ICIO database: sector-level bilateral trade between countries

* 2019 CFS: manufacturing trade flows across U.S. States

* 2019 U.S. Census: trade between U.S. states and other countries

x 2019 BEA: state-level production and consumption in services and agriculture + gravity
% 2019 BLS and OECD: labor force participation

+ 2019 CPS: sector-level bilateral migration flows between U.S. states
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Calibration

Table: Parameter values used

Parameter  Value Description Source
) 1 Lower bound in DNWR Normalization
vy 3% Growth rate of world nominal GDP in $ Suggestive
v 0.55 Inverse elasticity of moving across sectors RUV
o 6 Trade elasticity, but also 1.76, 2.44, and 3.12  Trade Literature
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Shock

m Trump Il tariffs
* Tariffs on Canada and Mexico increase to 25%
* Tariffs on China increase uniformly by 54%
+ For other countries, tariffs increase according to schedule from “liberation day”

% In baseline, tariffs last 4 years, and affected countries retaliate with mirror tariffs

m Alternative scenarios:

% Duration: 8, 12, or 16 years

+ Retaliation: 0%, 50%, and 150%
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Baseline results at the sectoral level in the US
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Baseline results at the aggregate level in the US

Employment, labor participation, and unemployment
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Cumulative change in real income across US states
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Exposure to the shock at the regional level

] EXpOSU re measure:

EXP;; — tj
Exposure, Z Z Jji\s, ot -ji 5,1 -ji 5,0 )

=i EXP,’O 1+ tji 5,0
* EXPj; s o total expenditure of region i of goods from j in sector s
* EXP; o total expenditure of region i

% tj/',s 1 tj/ 5,0,

. percentage change in the tariffs after the shock
1+t s.0

m We correlate this measure with cumulative changes in real income up to 2028
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Fall in real income by 2028, in %
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What is the impact of the trade elasticity?

Change in aggregate labor force participation
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What is the impact of the shock duration?

Ch%n e in aggregate labor force participation
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What is the impact of different retaliation scenarios?

Ch%nge in aggregate labor force participation
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Effect of the tariff shock on other countries

Real income fall by 2028 across countries
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Summary of Findings

m Effects of 2025 U.S. tariffs using a dynamic trade model a la ACM and DCP with DNWR (as in RUV):

* Real GDP declines by around 1% by 2028
* Aggregate employment falls by 1.1%

* Increase in the home production sector

* Unemployment rises post-shock as DNWR prevents wage adjustment

* Large heterogeneity across states:

* Some states lose more than 3% of real income

+* With a low trade elasticity, the U.S. can experience positive gains in real income
m For the rest of the world:

* Close U.S. partners lose more from the tariff increase

* Some countries could benefit due to trade diversion

15/1



Caveats

m Perfect foresight not the best assumption for the future of Trump Il tariffs

Aggregation masks large granular effects that could be amplified through input-output or financial networks

m Cobb-Douglas assumption... maybe we should have lower elasticity of substitution in production
m As in DEK, we hold trade imbalances fixed

Is it really feasible to enforce such a wide range of tariffs across importers?
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Model Environment: Consumption and Intermediate Inputs

m | regions (M inside US), S market sectors plus home production

m Cobb-Douglas preferences () across market sectors. Armington assumption within sectors with EoS
os > 1. All income devoted to consumption

Cobb-Douglas production using labor (¢;,s) and intermediate inputs (¢ «s)

Perfect competition with iceberg trade costs 75 > 1

Qs l—0o) 1—oy
’t* | |P15t7 Pj,k,t § :pu,k,t

¢l,5k

/s,t

1 ik
where Pij,k,t = Tij,k fA: k, tW k,t Hs 1
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Market Clearing Conditions in the Static Equilibrium

m Total tariff revenue received (TRR) by region i at time t is:

TRRi: =Y 0; TRG, with Y 6 =1 Vj
j i

m The total revenue collected by region j is:

tlj,s t
TRG = Z Z T gy 0ot EXFs

m Total expenditure by region j in sector s is:
s s
EXPjst = ays <Z Wjseljse+ Dje + TRRj,t> + Z Gjsk Rj .t
s=1 k=1
m The market clearing condition is:
s s
z e (aj,s (z Wyl 4 Dyt ij,t> iy ¢,-,skR,-,k,t>
ust s=1 k=1
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Labor Supply: Dynamic Decisions
m As in CDP and ACM:

* Agents can move across sectors and regions
+ Forward-looking agents (with perfect foresight) move subject to relocation costs

* In region i, time t, home production yields ;1; and sector s yields w; s +
m Different elasticities across sectors () and regions (1)
* Nested Gumbel for amenity shocks across regions and sectors
exp (BVi k41 — ‘Pji,sk)l/y
S h_oexp (BVihe+1 — @ji,sh) /v

v/Kk
(Z;,gzo exp (BVipe41 — Soji,sh)l/y)

Hji sk|it =

Hji,s#,t = v/Kk’
1
PO (Zf:o exp (BVim,h,t41 — Pjm,sh) /u)
W W:stL:st+zﬁLTRth
® In CDP: wj s = —5=*. With DNWR and TRR wj s = 7 f,;t' =

it

m This block determines labor supply #; s ¢
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Nominal Wage Rigidity
m DNWR: W/EY > 6. WiEY

m Maximum employment: L;s: < {is;
m Complementary slackness:

(éi,s,t - I—i,s,t)(vvil,_scftj — s il,_sC,Ltjfl) =0

m For regions outside of the U.S., with exchange rate E;; given in dollars per LCU, DNWR implies

Ei:
VV,‘,s,t Z 7’55 VVi,s,t—l
it—1
® Nominal anchor: nominal world GDP in dollars grows at rate

! K ! K

Z Z Wi ktLike = (1+7) Z Z Wi k,t—1Llik,t—1

i=1 k=1 i=1 k=1
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