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How Much Do Tariffs Raise Prices?

The 100 billion dollar question:

Challenging question:

Extent of pass-through for tariffed products?

Untariffed products may be indirectly exposed through imported inputs.

Domestic products may also raise prices if competitors tariffed.
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What Can We Identify?

The authors use the introduction and removal of tariffs in Canada as a laboratory.

Rich data! High-frequency retail prices for...

Tariffed US imports.

Untariffed US imports.

Non-US imported substitutes.

Domestic substitutes.

Domestic non-substitutes.

Given all these data, what can we identify?
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Potential Outcomes Framework

Suppose change in marginal cost of good i in HS code h from country c is

d logmc ihc = δh +αc + τihc + εi .

And suppose firm’s prices reflect own costs and pricing-to-market:

d logpihc = ρd logmc ihc +ΩE [d logpjhc|h] .

Effect of tariffs on aggregate price change is:

E [d logpihc|h] =
ρ

1−Ω
E[τihc|h].

Claim: Given data on d logpihc for different goods, we can identify ρ , but not Ω.

4 / 22



Potential Outcomes Framework

Suppose change in marginal cost of good i in HS code h from country c is

d logmc ihc = δh +αc + τihc + εi .

And suppose firm’s prices reflect own costs and pricing-to-market:

d logpihc = ρd logmc ihc +ΩE [d logpjhc|h] .

Effect of tariffs on aggregate price change is:

E [d logpihc|h] =
ρ

1−Ω
E[τihc|h].

Claim: Given data on d logpihc for different goods, we can identify ρ , but not Ω.

4 / 22



Potential Outcomes: What Can We Identify?

From US Domestic (or non-US)

Tariffed HS-code
ρ(E[δh | h ∈ T ]+αUS + τ)+

ΩE[d logpihc | h ∈ T ]
ρ(E[δh | h ∈ T ]+αCAN)+

ΩE[d logpihc | h ∈ T ]

Not tariffed
ρ(E[δh | h /∈ T ]+αUS)+
ΩE[d logpihc | h /∈ T ]

ρ(E[δh | h /∈ T ]+αCAN)+
ΩE[d logpihc | h /∈ T ]

Difference between tariffed goods and domestic (or non-US) substitutes:

ρ (τ +αUS −αCAN) .

Difference between untariffed goods and their domestic substitutes:

ρ (αUS −αCAN) .

Thus, double differences-in-differences estimate identifies ρ .
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“The estimation of the effects of tariffs[...] is based on the differences-in-differences
approach, where we use Domestic non-substitutes as the control group.”

Tariffed goods vs. domestic non-substitutes:

ρτ +Ω(E[d logpihc | h ∈ T ]−E[d logpihc | h ̸∈ T ])

+ρ (αUS −αCAN)︸ ︷︷ ︸
Non-random

assignment of tariffs
to countries

+ρ (E[δh | h ∈ T ]−E[δh | h ̸∈ T ])︸ ︷︷ ︸
Non-random

assignment of tariffs
to HS-codes

.
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From US Domestic (or non-US)
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ΩE[d logpihc | h /∈ T ]

Can we identify Ω? “The other three groups are used for identifying the indirect effects
of tariffs, or spillovers.”

Any hope to identify Ω would use variation across HS-codes in exposure to tariff.

But since tariffs not randomly assigned to HS-codes, confounded with different δh.
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Potential Outcomes: What Can We Identify?

Figure: Figure 3(a): Price movements by product groups.
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Potential Outcomes: What Can We Identify?

Surprise to me: despite rich data on different categories of products, limited by the fact
that tariffs targeted to specific products and specific country.

Enough to measure ρ !

For $100B question, still one parameter short (Ω).

Need both for estimating effect of Canada’s tariffs and counterfactuals.

To identify Ω, would further need strong assumption (or quasi-exogenous variation) on
assignment of tariffs to products.
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Some other observations

1. Indirect exposure.

2. What goes up must come down?

3. Durable shocks travel fast.

4. Tell your customers about tariffs?
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#1: Indirectly exposed products
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#1: Indirectly exposed products
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#2: What goes up must come down?

Figure: Figure 4(a): All tariffed goods.

“After most of the Canadian
retaliatory tariffs were removed on
September 1, 2025, their relative
price effects were completely
reversed by grocery retailers (within
a month or so), and by appliance
and electronics retailers (within
three months or so).”

“By contrast, the effect persists for
the household goods retailer, where
they are at around 2/3 of its peak by
the end of 2025.”
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#2: What goes up must come down?

Benzarti, Carloni, Harju, and
Kosonen (2020) on VAT cut and
reinstatement in Finland.

“Once the VAT rate applied to
Finnish hairdressers is increased
back to its original level, prices
remain higher than for the control
group 3.5 years later in spite of the
VAT rates being equal for both
groups. [...] This suggests that the
market equilibrium depends on the
history of tax changes.”
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#2: What goes up must come down?
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#3: Durable Shocks Travel Fast

Virtually no pass-through for 30 days.

Credible story: Pass-through depends on
expectations about duration.

“Large shocks travel fast.” Durable shocks too?
(Cavallo, Lippi, Miyahara 2024.)

Durability vs. certainty?
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#3: Durable Shocks Travel Fast

Given path of shocks {d logmct}∞
t=0, desired reset price (around steady state) is

d logpreset
0 = ρ

∗
∞

∑
t=0

ωtd logmct ,

where ρ∗ is desired pass-through of permanent shock and ωt weights add to one.

E.g., with Calvo friction δ and discount rate β , ωt = [1−β (1−δ )] [β (1−δ )]t .

t

mct

τ

0 T1 T2

d logp0(T2)

d logp0(T1)
=

∑
T2
t=0 ωt

∑
T1
t=0 ωt

16 / 22



#3: Durable Shocks Travel Fast

Given path of shocks {d logmct}∞
t=0, desired reset price (around steady state) is

d logpreset
0 = ρ

∗
∞

∑
t=0

ωtd logmct ,

where ρ∗ is desired pass-through of permanent shock and ωt weights add to one.

E.g., with Calvo friction δ and discount rate β , ωt = [1−β (1−δ )] [β (1−δ )]t .

t

mct

τ

0 T1 T2

d logp0(T2)

d logp0(T1)
=

∑
T2
t=0 ωt

∑
T1
t=0 ωt

16 / 22



#3: Durable Shocks Travel Fast

For tariff expected to last 1 year: 0.59.

For tariff expected to last 3 yrs: +0.20.

⇒ Chance of ∆ price in 1 year is 0.59.
(7.2% hazard per month).

⇒ Chance of ∆ price in 3 years is 0.79.
(2.8% hazard per month in years 2–3).

A fruitful way to elicit price stickiness!
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#4: Telling Your Customers

Kahneman, Knetsch, and Thaler (1986): Customers see cost-based increases as fair.

How fairness constrains pricing and pass-through: Rotemberg (2005, 2011), Eyster,
Madarasz, and Michaillat (2021).
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#4: Telling Your Customers
What happens if you can tell your customers why prices are higher?

“Banner use is likely endogenous[...] Food and beverages account for 84% of products
in the group with tariff banner, [vs. 48%] in the group classified as tariffed but without.”

Compare same UPCs at retailers who use vs. do not use banner?
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Summary

The authors collect fantastic data to see tariff pass-through in action.

Thought-provoking: Role of strategic complementarities, fairness, customer
communication, asymmetry, shock duration, retailer heterogeneity, etc.

Many new natural experiments. How does this evidence update existing models?

Estimate key model parameters...

...or tells us what models are missing!
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