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Key Takeaways

The Budget Lab (TBL) estimates the effects of all US tariffs and foreign retaliation
1 implemented in 2025 after the decision by the Supreme Court of the United States (SCOTUS)
that President Trump exceeded his authority to invoke the 1977 International Emergency

Economic Powers Act (IEEPA) to impose reciprocal tariffs.

Current Tariff Rate: Without IEEPA tariffs, consumers will face an overall average effective
2 tariff rate of 9.1%, which remains the highest since 1946 excluding 2025. (If IEEPA tariffs had

been allowed to stay in effect, this figure would have been 16.9%.)

Overall Price Level & Distributional Effects: Under TBL’s assumptions about macroeconomic
effects and Federal Reserve responses, the price level will rise by 0.6% in the short run,

3 representing a loss of about $800 for the average household and $400 for households at the
bottom of the income distribution. (With IEEPA, the price level impact would instead be 1.2%.)

Commodity Prices: After the SCOTUS case, the remaining set of tariff policies in effect at the
4 start of February 2026 fall most heavily on metals, vehicles, and electronics. (If IEEPA tariffs had
not been invalidated, the burden would have also fallen more heavily on apparel and food

products.)

Real GDP Effects: TBL estimates that the temporary positive fiscal impulse from IEEPA refunds
will approximately offset the negative growth impacts of the remaining tariffs for 2026. In the

5 longer run, the US economy will be persistently 0.1% smaller, the equivalent of about $30 billion
annually in 2025$. (If IEEPA tariffs had not been invalidated, the long-run hit to output would
have been 0.3%)

Labor Market Effects: The unemployment rate is estimated to be about 0.3 percentage points
6 higher by the end of 2026 due to remaining tariffs. (If IEEPA tariffs had not been invalidated, the
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2026 hit to employment would be about twice as large.)

Long-Run Sectoral GDP & Employment Effects: In the long run, tariffs present a trade-off. US
7 manufacturing output expands by 1.2% but these gains are more than crowded out by other
sectors: construction output contracts by 2.4% and agriculture declines by more than 1%.

(These relative patterns are similar with or without IEEPA tariffs.)

Fiscal Effects: All tariffs to date as of February 2026 are projected to raise about $1.2 trillion
8 over 2026-35, though slower economic growth reduces revenues and brings the net dynamic

revenue to $1 trillion. (With IEEPA, these figures would be more than twice as large.)

Discussion: The economic implications of the SCOTUS decision are complicated by two major
factors. First, in the short-term, firms will be aggressively seeking refunds on tariffs paid in

9 2025, which has large revenue effects and uncertain distributional effects. Second, the current
Administration has stated its intent to replace IEEPA tariffs with tariffs using other authorities,

but there remain timing and other questions regarding these steps.

SCOTUS Decision

On February 20th, 2026, SCOTUS decided that the President’s use of IEEPA to impose reciprocal tariffs on other
countries exceeded his authority under that law and held that the IEEPA tariffs must be vacated. These tariffs made up
most of the tariff regime that has been put in place over the course of 2025. The most recent estimates from the U.S.
Customs and Border Protection imply that $142 billion will have been collected from tariffs enacted under IEEPA
authority over the course of 2025.' SCOTUS did not rule out allowing importers to claim refunds on refunds on any
IEEPA tariffs they may have paid. While there are a range of questions regarding the process firms will go through to

obtain refunds, it is likely that a substantial portion of the revenue raised via IEEPA in 2025 will be returned to firms.
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Changes Since the Last Report

TBL has not made any substantial changes to the model since our January 19th report.
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Current Tariff Policy as of February 20, 2026

Broad Tariffs under IEEPA Authority

(REPEALED)
Region Description
. 40% reciprocal, subject to exemptions for agricultural

Brazil
goods.
0% reciprocal (exempt); 0% on USMCA-duty-free; 10%

Canada energy/potash; 35% other non-USMCA; USMCA goods
duty-free

Mexico 0% reciprocal (exempt); 0% on USMCA-duty-free; 10%
potash; 25% other non-USMCA; USMCA goods duty-free
10% reciprocal baseline; higher China rate

China delayed; addition “fentanyl” 10% (stacks regardless of
other tariffs)

European Union Formula reciprocal rate, typically 0-15%

United Kingdom 10% reciprocal

Trade-deal partners (Japan, Korea, Vietnam,

etc.) Reciprocal rates mostly in 15-25% range

Other Mostly 10% reciprocal; some countries 15-40%

Panel B. Product-Specific Tariffs under Section 232 Authority

Sector / Product Current Tariff Rate

Steel 50%; 25% UK; USMCA goods duty-free

Aluminum 50%; 25% UK; USMCA goods duty-free

C 50% on semi-finished/derivative copper; USMCA goods

opper

duty-free

Automnobiles 25% headline; often 0—15% for EU/Japan via formula;
USMCA goods duty-free

Auto parts 25% most; 10% for some UK parts; 0—15% EU/Japan

P formula; USMCA import adjustment can reduce rates
Medium/heavy trucks & buses 25% on trucks/parts; 10% buses; some USMCA relief

10% softwood; 25-30% upholstered furniture; 25-50%

Lumber / wood products cabinets/vanities; USMCA goods duty-free

Table: The Budget Lab * Created with Datawrapper
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Results

This report focuses on two scenarios for tariff policy:

1. Current Policy. In this scenario, we follow the SCOTUS decision and model the repeal of IEEPA tariffs and the
refunding of IEEPA tariffs to imports. Tariffs under other legal authorities are unaffected. Importantly, we assume

that the administration does not replace IEEPA tariffs with new tariffs under other authorities.
2. IEEPA Upheld. In this scenario, tariff policies as of February 20th remain in effect in perpetuity.

Table 1 presents the impacts of the set of Tariffs (those in place as of February 20th, 2026) with and without the IEEPA
tariffs that SCOTUS ruled on today. It also reports a third column showing how the question of refunds affects our
estimates.? The results are presented as changes relative to a counter-factual where no tariffs were implemented after
January of 2025.
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Table 1. Summary Economic & Fiscal Effects of 2026 Tariffs Through
February 20, 2026

Current Policy (With Current Policy (Without
Refunds) Refunds) IEEPA Upheld

Effective Tariff Rates

Overall, Pre-Substitution 9.1% 9.1% 16.9%

Overall, Post-Substitution 8.0% 8.0% 14.3%
Fiscal

Coentonal fevense 12 1.4 27

Dynamic Revenue, 2026- $1.0 $1.2 $2.3

2035 (Trillions)
Prices

Percent Change in PCE
Price Level, pre- 0.6% 0.6% 1.2%
substitution

Percent Change in PCE
Price Level, post- 0.5% 0.5% 0.9%
substitution

Average Household Real
Income Loss, Pre- $781 $781 $1,681
Substitution (2025$)

Average Household Real
Income Loss, Post- $618 $618 $1,253
Substitution (20258)

Output and Employment

Percentage Point Change

in Q4-Q4 GDP Growth, 0.0 -0.2 -0.4
2026

Percent change in long- -0.10% -0.10% -0.31%
run GDP . ° . ) . A

Change in the
Unemployment Rate, End 0.3 0.4 0.6
of 2026

Table: The Budget Lab « Source: Congressional Budget Office, S&P Global, GTAP v7 [Corong et al (2017)], GTAP-RD, The Budget Lab analysis. « Created with
Datawrapper

Average effective tariff rate
Table 1 presents two different measures of the effective tariff rate: pre-substitution (before consumers and businesses

shift purchases in response to the tariffs) and post-substitution (after they shift).
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Measured pre-substitution—assuming there are no shifts in the import shares of different countries and products—
post-SCOTUS tariff policy represents the equivalent of a 6.7 percentage point increase in the US average effective
tariff rate. That calculation assumes that, for example, the share of imports from China remains at 13%, where it was in
2024. A pre-substitution approach is a good measure of welfare, since it reflects the full cost faced by consumers
before they start making difficult spending choices. This increase would bring the overall US average effective tariff

rate to 9.1 percent, which is about one third of the peak rate experienced in 2025.

Post-substitution—after imports shift in response to the tariffs—the current suite of tariffs generates a 5.6 percentage
point increase in the US average effective tariff rate, which brings the overall US effective tariff rate to about 8.0%. The
timing of the transition from “pre” to “post” substitution is highly uncertain. Some shifts are likely to happen quickly—

within days or weeks—while others may take longer.?

Had the President’s authority to enact tariffs via IEEPA been upheld, the pre-substitution effective tax rate would have

been 16.9%, and the post-substitution rate would have been 14.3 percent.

Table 2 breaks down the changes in effective tariff rates through February 2026 by country and region. Panel A shows
the changes without IEEPA, and Panel B shows the changes had SCOTUS held that IEEPA authorized the current set of
tariff policies. IEEPA invalidation cut the effective rate on Chinese imports by almost two thirds while reducing the rate

for Canada and Mexico by much less.
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February 20, 2026

Change from baseline, pre- and post-substitution

Average Effective Tariff

Rate Share of Goods Imports Contribution
Pre- Post- Pre- Post- Pre- Post-
Substitution Substitution Substitution Substitution Substitution Substitution

Current Policy
China 8.3 6.8 13% 12% 1.1 0.8
Canada 5.8 4.1 13% 14% 0.7 0.6
Mexico 10.2 9.2 16% 16% 1.6 1.5
Rest of 5.6 4.6 58% 59% 33 2.7
Total 6.7 5.6 100% 100% 6.7 5.6
IEEPA
Upheld
China 24.0 22.8 13% 9% 3.2 2.0
Canada 8.1 5.3 13% 16% 1.0 0.8
Mexico 12.8 11.1 16% 19% 2.0 2.1
Rest of 14.1 12.4 58% 57% 8.2 7.0
Total 14.5 11.9 100% 100% 14.5 11.9

Table: The Budget Lab * Source: Source: GTAP v7, The Budget Lab analysis. « Created with Datawrapper
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Figure 1. US Average Effective Tariff Rate Since 1790
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Chart: The Budget Lab « Source: Historical Statistics of the United States Ea424-434, Monthly Treasury Statement, Bureau of Economic Analysis, The Budget
Lab analysis. « Created with Datawrapper

Average aggregate price impact

The tariffs through 2026 imply an increase in consumer prices of 0.6% in the short run, assuming full passthrough of
tariffs to consumers. (For the purpose of this calculation, TBL assumes the real income adjustment imposed by tariffs
comes through prices rather than nominal incomes.) This is a pre-substitution number that captures consumer welfare
effects. It is the equivalent of a short-run income loss* of about $800 per household on average in 2025 dollars. The

post-substitution price increase settles at 0.5%, a $600 loss per household.

Had SCOTUS held that IEEPA tariffs could remain in effect, these price impacts would have been about twice as large.

US real GDP & labor market effects

TBL projects that, all else equal, the remaining tariffs will increase the unemployment rate by 0.3 percentage points and
reduce payroll employment by 550,000, by the end of 2026. We estimate that the temporary positive fiscal impulse
from IEEPA refunds will approximately offset the negative growth impacts of the remaining tariffs for 2026, though
there is substantial uncertainty over how and when refunds will be administered and thus the short-term effects of
these refunds is uncertain. The level of real GDP remains persistently 0.1 percent smaller in the long run (the equivalent

of about $30 billion in 2025% annually). With IEEPA tariffs, these economic costs would have been somewhat larger.
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Figure 2. US Real GDP Level Effects of Tariffs as of February 20, 2026

U.S. tariffs implemented through February 20
Percentage point change against Current Policy
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Chart: The Budget Lab + Source: Historical Statistics of the United States Ea424-434, Monthly Treasury Statement, Bureau of Economic Analysis, The Budget
Lab analysis. * Created with Datawrapper

Long-run US sectoral output & employment effects

Without IEEPA tariffs, the existing set of trade policies are set to shrink the overall size of the US economy in the long
run, but beneath aggregate GDP they also drive reallocation across US sectors. Long-run output in the manufacturing
sector expands slightly due to the remaining tariffs. But this expansion of the overall manufacturing sector more than
crowds out the rest of the economy: agriculture, construction, and mining sectors all see reductions in output. These

relative patterns would have been similar (though larger in magnitude) had the President’s use of IEEPA power been

upheld.

https://budgetlab.yale.edu/node/1292/pdf 10 of 18


https://www.datawrapper.de/_/JQynx

The Budget Lab at Yale | State of U.S. Tariffs: SCOTUS Ruling Update

Figure 3. Change in Long-Run Real US GDP by Sector from Tariffs as of
February 20, 2026

U.S. tariffs implemented through February 20, 2026, plus foreign retaliation.
Percentage points.
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Chart: The Budget Lab * Source: GTAP v7, The Budget Lab analysis. * Created with Datawrapper

Global long-run real GDP effects

Long-run global GDP is slightly lower due to the tariff policy after the decision regarding IEEPA, but this aggregate
figure masks heterogeneity across countries. China’s and Mexico’s economies are each somewhat smaller due to the
remaining tariffs, whereas the UK, EU, and Japan all see small gains in the long run. Canada sees the largest decline
without IEEPA. With IEEPA, these relative effects would have been somewhat different: Canada would have seen a

smaller hit to output, and Mexico’s economy would have been slightly larger, not smaller.
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Figure 4. Long-Run Change in Real GDP Level from Tariffs as of February 20,
2026

U.S. tariffs implemented through February 20, 2026
Percentage point change
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Chart: The Budget Lab + Source: GTAP v7 [Corong et al (2017)], The Budget Lab analysis. « Created with Datawrapper

Fiscal impact
The tariffs as of February 20th, 2026, following the SCOTUS decision, would raise more than $1.2 trillion over ten years,

conventionally scored.’ Given the negative output effects of the tariffs, these new revenues will be partially offset by
reductions in tax revenue because of lower growth. Based on Congressional Budget Office rules-of-thumb, TBL
estimates that these effects would total almost $200 billion over the decade. This is about half of what would have

been raised if IEEPA tariffs were upheld by court.
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Table 3. Estimated Revenue Effects of Tariffs as of February 20, 2026

Billions of dollars

2026 2027 2028 2029 2030 2031 2032 2033 203

Current Policy

Conventional 13 84 124 128 132 137 143 148 154

Dynamic -7 60 98 105 111 118 127 134 14C
Dynamic effect =19 -23 -25 -23 =21 -19 -16 -14 -14

IEEPA Upheld

Conventional 246 238 247 255 264 274 285 296 307

Dynamic 205 186 203 220 232 242 251 260 26¢
Dynamic effect -41 -52 -44 -35 -32 -32 -34 =g7 -3¢

Table: The Budget Lab * Source: Source: Congressional Budget Office, GTAP v7 [Corong et al (2017)], The Budget Lab analysis. * Created with Datawrapper

Distributional impact
One way to measure the distributional burden of tariffs is to look at the relationship between consumption, which gets
more expensive under tariffs, and income for a given year. Under this view, tariffs are a regressive tax because lower-

income households spend a larger fraction of their income than higher-income households do on average.

TBL finds that the burden, expressed as a share of post-tax-and-transfer income, after the removal of IEEPA tariffs
would be about 3 times larger on the first decile than the top (1.1% versus 0.4%). The average annual costs to
households in the first and top decile are about $400 and $1,800 respectively in 2025$. With IEEPA tariffs, these burden

numbers would have been about twice as large.
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Figure 5. Short-Run Distributional Effects of Tariffs as of February 20, 2026

By household income decile
As a share of after tax and transfer income

[l Current Policy [ IEEPA Upheld
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Chart: The Budget Lab * Source: GTAP v7, Census, BLS, BEA, The Budget Lab analysis. + Created with Datawrapper
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Chart: The Budget Lab * Source: GTAP v7, Census, BLS, BEA, The Budget Lab analysis. * Created with Datawrapper
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Commodity price effects
The charts below show how the 0.6% price level increase from the tariffs as of February 20th, 2026 would look across

individual commodities in the short-run (pre-substitution) and the long-run (post-substitution). We find that metal
products, electronics, and vehicles rank among the products with the largest price increases in both the short and long
run. If the Court had ruled differently, this picture would have looked somewhat different: price increases for apparel

and food products (burdened more heavily by IEEPA tariffs) would have also ranked near the top.
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Figure 6. Commodity Price Effects from Tariffs through February 20, 2026

Percent change to price level
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Bovine cattle, sheep and goats 0.0 l—0.9 0.0 |0.4
Animal products nec 0.0 l—1.0 |0.7 I 0.5
Raw milk 0.0 |—0.2 0.0 Forz
Wool, silk-worm cocoons 0.0 l—1.0 0.2
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Current Policy IEEPA Upheld
Food products nec 0.0 -0.2 I B
Beverages and tobacco products 0.0 0.5 I‘|.6
Textiles 0.0 -0.1 13.7
Wearing apparel 0.0 -0.1 21.0
Leather products 0.0 -0.1 21.8
Paper products, publishing 0.0 0.0 fis B
Petroleum, coal products 0.0 -0.2 l0.2 lo2
Chemical products 0.0 0.1 I 2.1 . 1.3
Basic pharmaceutical products 0.0 0.2 | 0.4 I 0.5
Electricity 0.0 0.0 0.0 fos
Gas manufacture, distribution 0.0 0.0 0.0 IO.6
Water 0.0 0.5 0.0 Hos
Construction 0.0 0.6 0.0 oo
Trade 0.0 0.1 0.0 fos
Accommodation, Foosde?\;lig 0.0 01 6 I0'6
Transport nec 0.0 0.1 0.0 I0.6
Water transport 0.0 0.1 0.0 Pos
Air transport 0.0 -0.2 0.0 |0.4
Warehousing and support activi 0.0 0.5 0.0 . 0.8
Communication 0.0 0.2 0.0 I 0.7
Financial services nec 0.0 -0.1 0.0 I 0.5
Insurance 0.0 -0.1 0.0 I 0.5
Real estate activities 0.0 -0.1 0.0 I0.6
Business services nec 0.0 0.1 0.0 Pos
Recreational and other service 0.0 0.0 0.0 I0.6
Public Administration and defe 0.0 0.1 0.0 I 0.7
Education 0.0 -0.1 0.0 I0.6
Human health and social work a 0.0 0.0 0.0 I0.7
Dwellings 0.0 -0.2 0.0 fos

"nec" = "Not elsewhere classified"
Table: The Budget Lab - Source: Source: GTAP v7 [Corong et al (2017)], The Budget Lab analysis. * Created with Datawrapper

Discussion

Refunds

Since the oral arguments for this case back in September, firms have increasingly positioned themselves to be able to

receive a refund for any tariff paid under IEEPA authority. The exact mechanism for repayment is uncertain, but there
are substantial economic consequences of that effort. The first of these is straightforward; any refund process would

reduce the total amount of revenue raised by the new system of tariffs. The size and timing of that reduction will be
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partially a function of the complexity and ease of the refund process. The wider economic impact of the refund process
depends in part on the behavior of firms, and mirrors in many ways the conversation regarding the pass-through of
tariffs to consumers via higher prices. Firms that receive refunds could choose to pass along those savings to
consumers by lowering prices, or they could instead either re-invest those funds or transfer them to owners via
dividends or stock buybacks. Net economic and distributional consequences of refunds depend in large part on these
responses. Consider the case where firms passed 75 percent of the new tariffs along to consumers, but firms do not
adjust prices in response to refunds. This would represent a transfer from consumers to firm owners. The net economic

impact of this would then depend on how those additional resources were spent.

Replacing IEEPA tariffs using other Tariff Authority

One of the major sources of uncertainty regarding the future economic impacts of tariffs is the degree to which the
current Presidential administration will respond to this decision by raising tariff rates via other tariff authorities. As has
been discussed in both the press and by economists, the president has other sources of legal authority to enact tariffs
without further congressional action. These authorities generally fall into two groups: those that require investigations
by federal agencies but have few if any restrictions on the eventual tariffs imposed (Sections 201, 232, and 301) and
Section 122, which provides a temporary authority to impose tariffs without an investigation, but is limited to a15
percent rate for only 150 days. There is another authority, under Section 338 of the Tariff Act of 1930 (otherwise known
as Smoot-Hawley) that would allow the President to impose a 50 percent tariff with no investigation or time

limitations, but no President has used this authority before, raising again concerns about future legal challenges.

Scholars have shown that it is likely that a tariff regime as large as that created in part with IEEPA authority could be
constructed via some combination of these laws. First, in the short run, many of the IEEPA tariffs could be replaced by a
15 percent rate under Section 122. While the exact way this authority would interact with other tariffs is unclear, if the
President were to employ this authority to fully replace IEEPA tariffs without any product- or country-specific
exemptions and set the rate to its maximum level of 15 percent, we estimate the pre-substitution effective tariff rate
would rise to 24.1 percent, higher than TBL’s estimate of 16.9 percent with IEEPA intact. If instead Section 122 were
applied at a rate of 15 percent but the current product- and country-specific exemptions under IEEPA were maintained,
the effective rate would instead be 20 percent. Over the medium term, other scholars have highlighted that the growth
of Section 232 and Section 301 investigations could be built upon to implement a tariff regime approximately as large as

that SCOTUS has just dismantled.

Footnotes

1. At the time of this writing, IEEPA collections data is available through mid-December of 2025; $142 billion is an extrapolated
estimate for all of 2025.

2. We assume that refunds would be issued within the next year, meaning that their impacts are limited to revenue estimates and
short-run macroeconomic variables like annual GDP growth and unemployment. Other variables of interest in this report, like
the average household burden and price level impact, represent impacts over the medium- and long-run horizons such that the

question of refunds has no bearing on them. For further discussion on this topic, see the Refunds section below.
3. TBL assumes throughout its tariff analysis that the transition to longer-run GTAP equilibria occurs after three years.

4. TBL defines “income” as CBO-concept post-tax-and-transfer income. “Short-run” refers to the effect over the next couple of

years; TBL proxies for this definition by using CBO projections of the distribution of income in 2027, expressed in 2025 dollars.

5. TBL employs a “relaxed conventional” assumption for the retaliation scenario, whereby foreign income is permitted to fall but

US income remains fixed.
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