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Basic Approach
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Consider an environment in which the U.S. levies a tariff of rate 1_i on country i and AT_i %
reflects the change in the tariff rate. Let €<0 represent the elasticity of imports with respect to 50 46
import prices, let >0 represent the passthrough from tariffs to import prices, let m_i>0
represent total imports from country i, and let x_i>0 represent total exports. Then the = o =
decrease in imports due to a change in tariffs equals AT_i*e¢*@*m_i<0. Assuming that 31 32 sa A2
offsetting exchange rate and general equilibrium effects are small enough to be ignored, the SO 2 26 2 o
reciprocal tariff that results in a bilateral trade balance of zero satisfies: 20
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