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Soft landing facing strong headwinds
Unemployment and inflation 



New average tariff rate fluctuating widely
Overall U.S. average effective tariff rate
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Trade policy uncertainty remains high
Trade Policy Uncertainty index
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Despite stalling, it is still a globalized world
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How should we think about tariffs?



o Sources of imports

• Global versus country-specific tariffs

o Profit margins 

• Industry-wide versus firm-specific cost increases

o Mix of inputs

• Degree of input substitutability

Tariff impacts partly depend on ability to adjust
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Sources of imports
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Tariffs on Chinese goods led to import diversion
Changes in U.S. import shares by country, 2017-2024
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Less scope to diversify trade this time around
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Tariffs pass through to prices
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Tariffs impact import prices via a few channels 
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Tariffs fully passed through to import prices
Effect of 2018 tariffs on tariff-inclusive import prices



Effect of 2018-2019 tariffs on core goods prices

Tariffs passed through to consumer prices

Federal Reserve Bank of San Francisco 11



Federal Reserve Bank of San Francisco 15

No US dollar protection against tariffs 
Year-to-date percent change
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Input mix



Industries that rely more on imports 
automate more when trade policy uncertainty rises

Federal Reserve Bank of San Francisco 17

Higher tariffs may incentivize automation
Firooz, Leduc, Liu, Journal of International Economics, 2025

Imports Robots Employment Productivity

Industries importing more n.c.



Federal Reserve Bank of San Francisco 18

Higher tariffs may incentivize automation
Firooz, Leduc, Liu, Journal of International Economics, 2025
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Trade surplus countries are also automating
Robot density by country
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Labor productivity growth has been strong
Average 4-quarter percent change in productivity
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Spillovers
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How could tariffs impact the whole economy?
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Spillovers may arise through lower confidence
Consumer sentiment
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Volatile equity prices may impact spending
Year-to-date percent change
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Spillovers may arise via higher wage growth
12-month percent change in average hourly earnings
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Labor market more balanced than in 2021-22
Payroll employment
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Monetary policy expectations
& the outlook



o Tariffs transmit as a negative supply shock

• Inflation rises

• Unemployment increases

• Policy trade-offs that partly depends on expected inflation persistence

o Tariffs transmit as a negative demand shock  

• Inflation falls

• Unemployment increases

• Complementary policy goals 

• Degree of input substitutability

Monetary policy response to tariffs is complex
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Financial markets pricing in lower interest rates
Expected federal funds rate path
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Inflation risks
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Goods price inflation likely to go higher
PCE inflation indices
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Household inflation expectations are way up
Inflation expectations, Michigan Survey
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Markets expecting transitory bump in inflation
US forward breakeven inflation rates
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Reserve currencies
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US dollar remains main global reserve currency
2024 shares of global reserves Change in shares since 2016



Thank you


