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			The Tariff Trap: Taxing Millions to Enrich a Few

			Blockading squadrons are a means whereby nations seek to prevent their enemies from trading; protective tariffs are a means whereby nations attempt to prevent their own people from trading. What protectionism teaches us, is to do to ourselves in time of peace what enemies seek to do to us in time of war.

			—Henry George

			I’m a tariff guy.

			—President Donald J. Trump

			Tariffs are usually thought of as an arcane element of economic policy. But today, tariffs are making headlines and attracting a national debate. It started when President Trump declared himself “a tariff guy” and began using tariffs as a tool of economic and foreign policy—first against American allies, like Canada, then against rivals like China. The president’s self-proclaimed trade war against China has leaned heavily on the use of tariffs—to the detriment of American citizens, since the tariff fees paid by companies are almost always passed through to consumers in the form of higher prices.

			In the year 2000, tariffs levied on imports into the United States cost each American between $269 and $660 a year, depending on income.1 In 2018, the National Bureau of Economic Research did an in-depth study of the effects of President Trump’s trade war, and concluded that “Over the course of 2018, the U.S. experienced…complete passthrough of the tariffs into domestic prices of imported goods…[W]e find that the full incidence of the tariff falls on domestic consumers, with a reduction in U.S. real income of $1.4 billion per month by the end of 2018.”2

			By 2019, with the imposition of more and more tariffs, Nien Su, a former chief economic adviser to the House Foreign Affairs Committee, projected yearly costs of between $800 and $1,000 per consumer due to President Trump’s ongoing trade war, but this number was likely understated; according to a 2019 Trade Partnership Worldwide analysis, the trade war with China alone will cost American families about $2,300 a year.3 The New York Federal Reserve Bank estimated that, to mid-2019, the Trump administration’s tariff policy had cost median earners $831 per year each.4

			Trump’s trade war has sparked a national debate.

			But the perverse harm done by tariffs is nothing new. The U.S. has always had a long list of tariffs that tend to discriminate particularly against people of low to modest income. Tariffs raise prices and consumers pay more.5 These costs fall heaviest on the poor.6 Many of the products that have traditionally carried the highest tariffs are basic necessities like inexpensive shoes (duties on shoes range from 6 percent to 48 percent) and basic food items that low-income citizens depend on.

			Dan Ikenson, Director of Trade Policy Studies at the Cato Institute, noted in 2016 that “The United States has relatively low tariffs on average—less than 2 percent. But tariffs on clothing (18 percent), footwear (14 percent), and food products (10 percent) are especially high… Imports of life’s basic necessities—food, clothing, and shelter—are subject to some of the highest taxes.”7

			A 2017 study on the impact of tariffs gives this example of the hurdles for low- and middle-income Americans: “[F]or a family doing their back-to-school shopping, backpacks of man-made fibers carry tariffs of 17.6%; non-mechanical pencils and crayons about 4.3%; markers 4%; mechanical pencils 6.6%…Meanwhile, there are no tariffs applied on imports of cross-country snow skis, sailboards, or archery equipment.”8

			In 2018, Tyler Moran, an economist at the Peterson Institute for International Economics, analyzed the impact of tariffs on Americans by household income (Figure 2-1). He found that the less money a family earned, the higher the percentage that goes towards paying the cost of tariffs on the goods they purchase. Thus, those earning less than $10,000 pay the highest percentage of their income as a result of tariffs (12–14 percent), while those earning over $150,000 pay the least (5.25 percent).9
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			Figure 2-1: The impact of tariffs on households at various levels of pretax income.
Source: Bureau of Labor Statistics, Consumer Expenditure Survey; United Nations Conference on Trade and Development, TRAINS

			It’s hard to imagine that any rational legislator would deliberately propose such a scheme.

			The Tariff System—Mind-Numbingly Complex

			The U.S. International Trade Commission maintains a list called the Harmonized Tariff Schedule, which in its ninety-nine chapters and twenty-two sections lists over seventeen thousand items that are subject to a tariff. These do not include the additional tariffs imposed by President Trump. U.S. Customs and Border Protection is the agency responsible

			[image: ]

			Figure 2-2: US tariff rates.
Source: U.S. International Trade Commission Harmonized Tax Schedule, 2019

			for interpreting the traditional tariffs and advising businesses trading in potentially dutiable goods. Available online, the schedule is mind-numbingly complex—an example of what happens when government policies are set in response to political pressure and lobbying efforts by an array of competing interest groups, each seeking to bend the system in their favor. Figure 2-2 is a table showing some of the highest and most disruptive tariffs prior to President Trump’s trade war, culled from the three thousand-page schedule.

			Some tariffs decrease by formula as the value of the item being imported increases, which means that the cheaper version is automatically slapped with a higher tariff rate than the more expensive one. Glassware is one example (Figure 2-3):
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			Figure 2-3: US tariff rates on glassware.
Source: U.S. International Trade Commission Harmonized Tax Schedule, 2019

			There are many examples of the startling advantages enjoyed by many makers of upscale products. For instance, the Apple Watch, costing $399, is completely exempt from tariffs, as is perfume. Cars are taxed a reasonable 2.5 percent.

			Interpreting the Harmonized Tariff Schedule is the job of employees of the International Trade Commission. The following sample correspondence provides a hint of the complexity and effort involved in maintaining these well-entrenched tariffs. The author, Gwenn Kirschner, a tariff expert whose job is to impose tariffs on imported goods, received a request to classify one men’s knit jacket from China. The minutiae of detail included in her reply gives us a small sense of the impact of the harmonized tariff schedule. Every variation requires a classification and a tariff determination. And of course, all such work is done by federal government employees on the taxpayer’s payroll.

			Ms. Elizabeth Orzol
Diesel USA, Inc.

			RE: The tariff classification of a men’s knit jacket from China.

			Dear Ms. Orzol:

			In your letter dated February 4, 2014, you requested a tariff classification ruling…

			Style “05D308–FABERDEEN” is a men’s jacket constructed from 51% cotton, 49% polyester, finely knit, French terry fabric. The garment has a lined self-fabric hood with a drawstring; a full front opening with a zipper closure; long raglan sleeves with rib knit cuffs; front pockets below the waist; and a close fitting rib knit bottom.

			The applicable subheading for Style “05D308–FABERDEEN” will be 6101.20.0010, Harmonized Tariff Schedule of the United States (HTSUS), which provides for: Men’s or boys’ overcoats, carcoats, capes, cloaks, anoraks (including ski-jackets), windbreakers, and similar articles, knitted or crocheted: other than those of heading 6103: of cotton: men’s. The rate of duty will be 15.9% ad valorem.

			This ruling is being issued under the provisions of Part 177 of the Customs Regulations (19 C.F.R. 177).

			Sincerely,
Gwenn Klein Kirschner
Acting Director
National Commodity Specialist Division10

			Bear in mind, however, that practically all imported products were in danger of getting hit with tariffs in late 2019. As we’ll explain later, the uncertainty of how tariff rules may change in the future adds to the dysfunctional nature of the tariff system, making life more complicated for business managers, and creating an extra drag on the national economy.

			The Arbitrary Impact of Tariffs on Specific Products

			One reason welfare for the rich is such a persistent problem in a free, democratic society like the United States is a phenomenon that economists and political scientists refer to as “concentrated benefits and dispersed costs.” When a law enriches a relative handful of people or companies at the expense of other Americans, the small group of beneficiaries has a powerful incentive to do everything possible to defend that law. Meanwhile, the costs are spread out among millions of their fellow citizens, each of them losing just a few dollars a year in the process—often without even realizing it. As a result, those millions see little reason to rise up in arms against the law, which makes reform extraordinarily hard.

			There’s no better example of this problem than import duties or tariffs on items used by millions of Americans every day, especially food. While the special interests that benefit from such tariffs—sugar growers and orange juice distributors for example—lobby extensively to maintain these taxes, millions of Americans pay a little more at the supermarket every week, unaware of the reason for higher prices. Vincent Smith, senior fellow at the American Enterprise Institute and a professor at the Montana State University, has studied tariff issues, with a focus on the American food supply. In a 2017 article, Smith noted:

			In particular, tariffs and quotas on imports and marketing orders designed to restrict market supplies—especially for sugar, dairy products, orange juice and tomatoes—increase food prices paid by all consumers. Compared to wealthier households, low-income households spend substantially higher percentages of their incomes on food. As a result, increases in food prices, resulting from trade barriers and other supply-control policies, impose greater burdens on those low-income households.11

			When tariffs are levied on foods, consumers pay more and manufacturers benefit. Orange juice, for example, carries a tariff of $.18 per liter. This extra eighteen-cent tax on imported orange juice means that the Florida Orange Juice Company can continue to sell its juice for $4.12 per liter (2018).12  Without the tariffs, orange juice from Mexico and the Dominican Republic would reach the U.S. at lower prices—creating a bigger competitive challenge for U.S. companies, but benefiting consumers.

			Here are a couple of other examples of the seemingly arbitrary tariffs applied to various kinds of goods.

			Tariffs on shoes. Sorting out the different duties on footwear alone employs hundreds of federal employees. The Harmonized Tariff Schedule has a particular fondness for footwear. It includes 127 entries such as this one:

			…shoes of which over 90 percent of the external surface area (including any accessories or reinforcements such as those mentioned in note 4(a) to this chapter) is rubber or plastics and not suitable to be finished into footwear (1) having foxing or a foxing-like band applied or molded at the sole and overlapping the upper, or (2) designed to be worn over, or in lieu of, other footwear as a protection against water, oil, grease or chemicals or cold or inclement weather…13

			Generally speaking, cheaper shoes bear the brunt of higher tariffs, while expensive shoes get a pass. Is this a deliberate Congressional effort to make life worse for poor people? Almost certainly not. These tariff anomalies, like so much of federal legislation and rulemaking, are the result of focused lobbying efforts over many years, log-rolling (i.e. the trading of favors among legislators), and even the side effects of other legislation.

			In the 1930s, when the original shoe tariffs were instituted, there were many American manufacturers of canvas and rubber shoes, but virtually no U.S. makers of fancy leather shoes—hence, no one demanding tariffs on expensive foreign footwear. Sneaker makers, on the other hand, made their voices heard and got a substantial 48 percent tariff on those shoes during the Great Depression.14 Today, tariffs for such shoes have been reduced to the 20 percent range—but most makers of expensive shoes still pay no more than 8.5 percent.

			These anomalies are driven by lobbying efforts that continue to this day. New Balance, one of the few remaining running shoe manufacturers that make their shoes in the U.S., lobbied hard against the Trans-Pacific Partnership (TPP), the Obama Era trade deal that was later scrapped by President Trump. New Balance was worried that if the tariffs levied against imported athletic shoes were dropped, its American-made running shoes would no longer be price competitive.15 Now that TPP has been jettisoned, New Balance will continue to enjoy tariff protection, probably indefinitely.

			Furthering the theme of hitting the working class hardest, work boots draw higher tariffs than almost any other kind of footwear. According to the Harmonized Tariff Schedule, work boots “incorporating a protective metal toe-cap” can carry a 7 percent tariff. Industrial work boots—that is, footwear designed to be worn over, or in lieu of, other footwear as a protection against water, oil, grease, or chemicals, or in cold or inclement weather—have tariffs that run up to 66 percent. But ski boots and fancy leather women’s clogs and shoes made of pigskin have no tariff duties at all.

			This undisciplined potpourri of tariff rates has no coherent rationale. Indeed, the Harmonized Tariff Schedule is nonsensical. But like everything else in Washington, once these rules are established, they are very hard to change.

			Even many in the shoe industry agree it is time for footwear tariffs to be examined. According to a 2017 statement from the Footwear Distributors and Retailers of America:

			With 99% of all footwear [including running shoes] sold in the U.S. imported, footwear tariffs…no longer protect American jobs…Rather than pay $3 billion in footwear duties in 2018, companies could have used those funds to innovate and hire new workers in the fields of design [and] marketing and [provided] blue collar jobs at ports, warehouses, and in trucking. [This] would have saved American consumers $7 billion in 2018 on their shoes at retail…Footwear tariffs are also some of the highest on any consumer good, averaging 11%, but reaching upwards of 48% and 67.5% on certain footwear types. Meanwhile, items like iPhones have no duty rate. Tariffs directly increase the cost of footwear at retail, hitting hard working families the hardest, as lower cost basic shoes face significantly higher tariffs than men’s leather dress shoes.16

			Tariffs on tires. Chinese tires have historically been the focus of substantial tariffs. In 2009, ostensibly at the urging of American union workers in the tire industry (many of whom had lost their jobs during the recession), the Obama administration imposed a 35 percent tariff on imported Chinese tires. This tariff was also touted—bizarrely—as a way to rein in tire prices, but it had little effect on these, as Figure 2-4 shows. There was a brief dip in the price of American-made tires immediately after the tariff was imposed, but then prices continued to rise at only a slightly slower pace than before the imposition of the tariffs (13 percent vs. 13.8 percent over three years).17
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			Figure 2-4: U.S. tire consumer price index from 2006 to 2013.
Source: United States Department of Labor; September 2019

			The tariffs on Chinese tires, rather than benefitting American job seekers and consumers, mostly benefitted workers in other countries in Asia, including Thailand, South Korea, and Indonesia. Tire manufacturers in those countries began building tire plants of their own and shipping those tires to the U.S.—sometimes with direct investment from the Chinese.18 And although union employment in the tire industry rose briefly during the tariff period, overall employment in the tire industry fell, with the industry losing twenty-five hundred retail jobs between 2009 and 2012.19

			The tariff expired in mid-2012. Today, over 60 percent of new tires sold in the U.S. are imported.

			Tariff Engineers and the High Cost of Tariff Dodges

			In addition to the detrimental impact on free trade and the higher cost of taxed products, the price of tariffs includes the time and effort companies spend on compliance, and when possible, on avoidance. Today, many industries employ “tariff engineers,” whose job it is to find creative ways around tariff restrictions. As Bryan Riley, an economist at the Heritage Foundation, explains, “Companies will employ tariff engineers to make sure products come in at a lower tariff rate, and you can’t tell me there is not a better use for their talent. It would be a lot easier if companies could just focus on producing what American consumers want, instead of trying to design products to get around the most harmful aspects of U.S. trade barriers.”20

			However, under the existing complicated tariff regime, many companies feel they have no choice but to employ tariff engineers. Here are a few examples of their work.

			Snuggies are “blankets with sleeves.” Made in China, they sold in huge numbers in the U.S. after their introduction in 2008. Some years later, they became involved in a protracted tariff dispute. At issue was whether the Snuggie is a blanket or a form of “pullover apparel.” The difference is not just semantic: imported blankets face a tariff of 8.5 percent, while items of pullover apparel face one of 14.9 percent. In 2017, the Court of International Trade ruled that the Snuggie is in fact a blanket, not a pullover—a nice victory for the Snuggies folks.21  Of course, a good deal of time, effort, and money would be saved if the tariffs on both blankets and pullover apparel were simply eliminated.

			How about feathers and feather dusters? In 1991, a feather importer was found guilty of “artifice” for arranging offshore manufacturing of feather dusters that the company had no intention of selling as such. The reason? Feather dusters carry a much lower tariff (20 percent) compared to the tariff rate for feathers (up to 80 percent). Once in the United States, the feather dusters were disassembled, and the feathers were sold to crafters for use in hats, boas, and fishing lures.22 Creative? Yes. But wasteful, and frankly idiotic.

			An even more wasteful tariff dodge was described by the Washington Post in 2018: “Brand-new Ford Transit Connect vans, made in Spain, are dropped off at U.S. ports several times a month. First, they pass through customs—and then workers hired by the automaker start to rip the vehicles apart. The rear seats are plucked out. The seat belts in back go, too. Sometimes, the rear side windows are covered with painted plates. Any holes left in the floor are patched over.”23

			Why? According to David Boaz at the Cato Institute, “Because there’s a 25 percent tariff on imported pickup trucks and work vans, but only a 2.5 percent tariff on passenger vans. So even with all the extra effort of building a passenger-quality van and then dismantling it, it’s still cheaper to do that than to pay a substantial tax on the import.”24

			Sometimes, when lobbyists try to manipulate tariffs to benefit them, their efforts backfire. That appeared to be the case with Boeing’s 2017 demand for a prohibitive import tariff of nearly 300 percent on Bombardier’s C-Series aircraft built in the U.K. and assembled in Canada.

			Boeing claimed that Bombardier was receiving government subsidies and selling their aircraft too cheaply in the U.S. They demanded that the U.S. impose tariffs as a way of combating this unfair support from the public sector. However, Boeing’s demand was widely recognized as hypocritical, since Boeing itself is near the top of the list of companies that seek and get government subsidies. Noted The Economist:

			Aviation executives think that Boeing is attempting to destroy the competition with trade cases against both Bombardier and Airbus. But worst of all, in the process of pursuing these, the American firm is hurting its own shareholders and employees by alienating its international customers. Boeing predicts that around 80% of orders for civil jetliners over the next twenty years will be from outside America. But they won’t stick around to buy from Boeing if it continues to follow a nationalist agenda. As Adam Pilarski, the former chief economist of McDonnell-Douglas (now part of Boeing), astutely notes, if the global plane-making giant wants to “act like a little whiny American company,” it will lose out as a result.25

			Boeing brought an international trade suit against Bombardier, claiming its tactics were illegal and should justify the imposition of harsh tariffs. But in early 2018, the United States Court of International Trade ruled Boeing was not being harmed by Bombardier and threw out the case.26

			Tariffs in Trump’s America

			In spite of overwhelming support among economists for removing and reducing tariffs, President Trump’s original trade plan, announced in March 2017, included large increases in tariffs. Two intended beneficiaries were announced in January 2018: Whirlpool, the manufacturer of washing machines, and Suniva Inc. and SolarWorld Americas, two manufacturers of solar panels.

			Whirlpool argued that they were facing unfair competition from the South Korean washing machine manufacturers Samsung and LG, who were importing cheaper washing machines into the U.S., and so, cutting into Whirlpool’s profits.27 In response, the Trump administration announced that starting in 2018, the first 1.2 million imported washing machines would be faced with a tariff of 20 percent, while further imports would face a tariff of 50 percent. This tax was supposed to phase out after three years, assuming it had been successful in forcing South Korean washing machine companies to raise their prices.

			Of course, these higher prices hurt American consumers. Noted columnist George Will, “The government is poised to punish many Americans, in the name of protecting a few of them, because in the government’s opinion, too many of them are choosing to buy foreign-made washing machines for no better reason than that the buyers think they are better.”28 And of course, cheaper.

			Meanwhile, it’s worth noting that, in 2018, Whirlpool controlled more market share than Samsung and LG combined. The CEO of Whirlpool, Mark Bitzer, earned over $11.7 million in 2018.29

			The argument for tariffs on imported solar panels is even more dubious. The panel manufacturers were protected with a 30 percent tariff aimed at fending off competition from Chinese producers. Yet most of the U.S. solar industry opposed the tariff, recognizing that the loss of access to inexpensive Chinese solar panels would dramatically reduce the demand for solar energy conversions. Upon hearing the announcement, the Solar Energy Industries Association Board of Directors issued a sharp rebuke:

			The decision effectively will cause the loss of roughly twenty-three thousand American jobs this year, including many in manufacturing, and it will result in the delay or cancellation of billions of dollars in solar investments.

			While tariffs in this case will not create adequate cell or module manufacturing to meet U.S. demand, or keep foreign-owned Suniva and SolarWorld afloat, they will create a crisis in a part of our economy that has been thriving, which will ultimately cost tens of thousands of hard-working, blue-collar Americans their jobs…

			It boggles my mind that this president—any president, really—would voluntarily choose to damage one of the fastest-growing segments of our economy.30

			But Trump was just getting warmed up. In February 2018, he dismayed many members of his own party and nearly all economists when he announced 25 percent tariffs on imported steel and a 10 percent levy on imported aluminum, including imports from Canada, Mexico, and the European Union, though some exceptions for individual companies were proposed. The announcement came on the heels of a report from the Commerce Department claiming that an American decline in steel and aluminum production could pose a national security threat, and the administration used this report to justify invoking a little-used trade law that allows for tariffs to protect national security. But few experts agreed with the report.31 And Republican Senator Pat Roberts, who chairs the Senate’s agriculture committee, noted, “Every time you do this, you get a retaliation. Agriculture [will be] the number one [retaliatory] target. I think this is terribly counterproductive for the agriculture economy.”32

			Job losses due to the tariffs soon materialized. In a scathing opinion piece, the editorial board of the Wall Street Journal described how the American Keg company, a Kentucky-based manufacturer of steel kegs, had responded to the threat of price increases for steel by laying off a third of their workers in 2018. Meanwhile, a tsunami of exemption requests was flooding into the Department of Commerce from companies seeking relief from the tariffs.

			In July 2018, Trump’s trade war escalated. Twenty-five percent tariffs were imposed on $34 billion worth of goods from China, including thousands of machinery items, pumps, lathes, drills, hay-balers, and other farm equipment. A second round of tariffs imposed in August 2018, included a 25 percent tariff on $16 billion worth of goods, including lubricants, plastics, vinyls, polymers, and chemicals; iron, steel, and aluminum; and machines and equipment, such as railroad cars and motorcycles. A third round of tariffs imposed in September 2018, began at 10 percent and was raised to 25 percent, affecting another $200 billion in goods from China, including hundreds of food items from meat to seafood to shellfish, as well as vegetables and fruits, nuts, oils, alcohol, and tobacco, plus chemicals, construction materials, leathers, handbags, furniture, and more. In September 2019, yet another round of tariffs was slated, covering $300 billion in imports.33

			There is no way to predict how long these tariffs will remain in place, but there is no question that they severely harmed the U.S. economy in 2018 and 2019.

			Trump’s Trade War and Agriculture

			Darin Von Ruden is President of the Wisconsin Farmers Union, a member-driven organization committed to enhancing the quality of life for family farmers. We spoke with him over coffee one rainy morning in a breakfast deli in Eau Claire, Wisconsin, at a time when the agricultural tariffs imposed by China in response to Trump’s levies on Chinese goods had already hit Von Ruden’s community.

			“There will be a lot of food wasted and lost,” Von Ruden said. “I have a couple of members who have decided they are selling out to big corporate farms. At the end of the day, all these tariffs do is accelerate the consolidation of farms into large corporate farms. The little guy can’t compete in this environment.”34

			We asked Von Ruden about the compensation payments the administration had arranged to soften the blow to farm incomes. The payments to farmers had been paid out in two tranches: one in 2018 for $12 billion, a second in 2019 for $16 billion.35 Von Ruden was unimpressed. After the current year, he figured, there would be no more payments, so nothing really had changed. What’s more, as is usual with handouts to farmers, the biggest farm interests, plus at least a thousand city residents, got most of the money.

			However, many of those who opposed the compensation payments took them. Greg Gunthorpe, the Indiana pig farmer we interviewed about the Farm Bill, was asked about those payments while speaking at an Indiana Farm Bureau event in late 2018. “Well, yeah, we went ahead and took them,” he said, grinning a bit sheepishly. “The rule was supposed to be that you had to be adversely impacted in order to get them, so we filled out the paperwork and said we were adversely affected. It didn’t amount to much—about four dollars a hog, I think—but we took it.”36

			Gunthorpe is not the only one who benefitted from the pork subsidies. In a truly baffling development, Smithfield Foods, a Virginia company owned by a Chinese conglomerate and the largest pork producer in the United States, also qualified for the subsidy payments. The Chinese owners of Smithfield were, we assume, happy to get the money, courtesy of U.S. taxpayers. JBS, a Brazilian company, was another foreign-owned beneficiary of the tariff compensation payments.37 

			At least two U.S. senators who had lobbied for the tariff relief were also taking payments: Charles E. Grassley (R-Iowa) and Jon Tester (D-Mont.).38 Senator Grassley, a farmer and longtime supporter of the Farm Bill, is worth $3.5 million, while Senator Tester has a net worth of $1.3 million.39 These are not the kind of “family farmers” that, in theory, were supposed to benefit from Trump’s trade war and its compensation subsidies.

			Another group of Americans often supposed to benefit from tariffs are members of labor unions. In fact, unions frequently lobby in defense of tariffs, seeing the protection they represent as a way to preserve jobs. But such protectionism often backfires. As economist Milton Friedman has pointed out, the benefits of a tariff are visible. Union workers can see they are “protected.” The harm which a tariff does is invisible. It’s spread widely. There are people that don’t have jobs because of tariffs, but they don’t know it.40

			Tariffs hurt. Free trade, anchored since 1995 by the World Trade Organization—which was created with major assistance from the U.S.—has generated enormous wealth around the globe. The open trade that comes with globalization has benefitted Americans and the people of all countries everywhere. Re-imposing trade barriers and creating new ones, as President Trump has done, is a terrible mistake.

			A final devastating impact of the current trade war—yet one that’s little understood—is the economic effect of uncertainty. Paul Krugman, the New York Times columnist and a Nobel Prize winner in economics, discussed the problem in a 2019 column. “[W]hy do Trump’s tariff tantrums seem to be having a pronounced negative effect on near-term economic prospects?” Krugman asked. “The answer, I’d submit, is that he isn’t just raising tariffs, he’s doing so in an unpredictable fashion…” Krugman concluded, with some dismay, “…it’s hard to see what can reduce this uncertainty. U.S. trade law gives the president huge discretionary authority to impose tariffs.”41

			Uncertainty makes it difficult for business leaders to make decisions about future investment. Rather than spend money to hire employees, launch new products, or build new plants that may end up being rendered less valuable by new tariffs and further trade reductions, managers are more likely to hold back, thereby retarding economic growth. Many observers believe this is already happening. In July 2019, the Wall Street Journal declared, “Business investment has been cool since last year’s third quarter when the President revved up his trade brawl with China. Executives have reported delaying investment decisions since they don’t know the impact of his multifront trade war on cross-border supply chains.” The Journal went on to observe, “Foreign investment in the U.S. has been declining, with capital flows from China falling 87.9% between 2016 and 2018…The U.S. economy needs more domestic investment, which requires more business confidence and an end to Mr. Trump’s trade folly.”42

			We couldn’t agree more. Not only do we hope that President Trump’s trade war will be short-lived, but we’d like to see the entire complicated, costly structure of tariffs eliminated once and for all. Americans would be better off without these nonsensical taxes.
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			The Sky-High Price of Big League Dreams: State Subsidies for Stadiums, Movies, and Mickey Mouse

			A favorite debate over Fourth of July barbecues is whether football has replaced baseball as our national pastime…[But] America’s true pastime has become sports subsidies, despite economists’ nearly unanimous belief that they are a terrible deal for taxpayers.

			—Michael Farren

			The readiness of government officials to provide lucrative benefits to wealthy individuals and organizations is sometimes difficult to explain. But in many cases, the motivation is obvious—though it’s often badly misguided. When economic times are tough and communities are hurting, it’s understandable that state and municipal governments compete zealously to extend financial favors—often little more than bribes—to media corporations, athletic teams, movie makers, and others that they believe will bring jobs to their communities. Unfortunately, most often these financial handouts produce only heavy losses for local taxpayers.

			In their efforts to attract business activities that are considered desirable, states and localities grant tax holidays and abatements, provide valuable land at no cost, issue taxpayer-backed bonds, and sometimes make outright grants to businesses they want to attract. Giant companies that don’t really need the help are usually the ones receiving it; as the New York Times noted in 2018, “tax incentives tend to flow overwhelmingly to big, established companies, rather than to the local start-ups that research has shown are a more significant source of job growth.”1

			Ordinary taxpayers pay a high price for this misguided generosity. When a major business or athletic team pays no taxes, state and municipal coffers get drained and others end up with the bill. The beneficiaries of these financial favors invariably predict, even promise, that they will bring jobs and other financial (and taxable) activities to the communities providing the largesse. Almost invariably, these rosy predictions come up short.

			Let’s consider a few examples of the kinds of ultra-wealthy entertainment-centered businesses that are profiting from taxpayer-funded payouts.

			Millions for Sports Moguls: Stadium Mania at Taxpayer Expense

			One of the most widespread forms of public subsidy for wealthy companies involves the use of taxpayer monies to help build sports stadiums—which generate revenues that usually benefit only the wealthy team owners, not the surrounding communities.

			In 2018, Washington D.C.’s new professional soccer stadium, Audi Field, opened in southeast D.C. The $400 million stadium is the most expensive professional soccer stadium ever built in America.2 Meanwhile, the franchise that will be housed in the stadium, called DC United, is valued at $500 million, despite the fact that it finished dead last in the league in 2016.3 Its primary owner, Indonesian businessman (and former owner of Philadelphia’s professional basketball team, the 76ers) is Erick Thohir, whose family manages a $2 billion Thai energy consortium, among other investments.4

			Although D.C. United paid to build the stadium, the city government agreed to purchase the land, worth $150 million. It’s a dubious deal for a cash-strapped municipality with an above-average poverty rate of 18.6 percent. Notes the D.C. Fiscal Policy Institute, “Every dollar…for DC United is a dollar not going into the city’s coffers that could be used for education, public safety, health care, or other services.”5

			During the negotiations, the league touted the jobs the project would bring to the city, including at the corporate offices. But by early 2018, even before the stadium opened, those jobs already appeared to be vanishing. DC United announced plans to build a second stadium in Loudoun County, Virginia, for its B team; included in that deal is a move of DC United’s corporate offices out of Washington and into Virginia. Virginia taxpayers will be on the hook for $15 million in development funds for the stadium and offices.6 The jobs that were promised to DC taxpayers are the very same jobs DC United later promised Virginia taxpayers in order to entice them to pay for their B team’s stadium.

			Boondoggles like this one are sadly common when stadium mania strikes. Even seasoned observers were shocked at the deal the Oakland Raiders (formerly the San Francisco Raiders and LA Raiders) wangled out of the public coffers in Las Vegas in order to move the team to that city. The new $2 billion stadium, scheduled to open in 2020, is the most expensive in football history.7 Nevada is issuing tax-exempt bonds backed by a hotel room tax to raise the $750 million the state has committed to the project. Bank of America is lending the team $600 million towards their share of the stadium costs.8 The team will pay no rent on the property; the state will provide it free of charge. The city also announced plans to spend an additional $200 million, to be financed through an additional gas tax, to improve the freeway around the stadium.9 Estimated value of all the subsidies provided by the taxpayers: $750 million. Mark Davis, owner of the Raiders, has a net worth of $500 million.

			The Raiders deal is not unique. Figure 3-1 is a table showing all the NFL’s stadium projects (including new construction and renovations) since 1997. Public funding varies from 0 percent (for MetLife Stadium) to 100 percent (for Tampa’s Raymond James Stadium).10 Meanwhile, CBS Sports reported in 2018 that seventeen NFL team owners are billionaires.11

			NFL players and owners, as you might expect, take a positive view of the use of public funds for professional sports facilities. Notes NFL Hall of Famer and owner-hopeful Curtis Martin, “Look, cities love their teams! Team spirit is so important to local areas and can really bring communities together and make people bond over the excitement of supporting a team! And there is economic development with sports teams, all the employees at the stadium, restaurants, and so on.” When pressed to reflect on the fiscal burden on cities, Martin’s tone remained upbeat. “I don’t know so much about that, but I know it is expensive to build a stadium, so if the cities want to help out, that’s great.”12

			[image: ]

			Figure 3-1: Private and public investment in NFL stadium construction costs, 1997-2015.
Source: Brookings, September 2016

			Such deals are not limited to the big boys of the NFL and other major sports leagues. Consider the Hartford Connecticut Yard Goats, a double-A minor league baseball team, and their new $71 million, publicly-funded Dunkin’ Donuts ballpark in Hartford.13 The Yard Goats’ owner, Josh Solomon, is a real estate developer and co-founder of the DSF Group, which has invested more than $2.5 billion in real estate since 2000. Yet rather than finding investors to build his team a stadium, Solomon managed to convince the city of Hartford to foot the bill.

			As with many stadium projects, rosy projections of future tax revenues were proffered based not on the gate receipts, but from the supposed peripheral developments that are presumed to follow stadium construction.14 In Hartford, that has not happened, for two reasons. First, the project is mired in lawsuits with the original developers, who were fired partway through the project. The replacement contractor had his hands full simply completing the project. Second, the project is in an undesirable neighborhood in Hartford, so investors are not willing to take the risks of building there. With suits and countersuits flying between the previous developer and the developer who finished the project, there is not likely to be a solution before Hartford runs out of money.

			A 2017 Wall Street Journal article summarized the economic impact of the project:

			Hartford, a city of about 124,000 residents, that is facing a fiscal crisis and a high poverty rate, is on the hook for $68.6 million in bonds issued to cover most of the construction of Dunkin’ Donuts Park.

			Mayor Luke Bronin…said the ballpark alone will never generate enough money to pay back the debt…Mr. Bronin plans to borrow $20 million in bonds in the coming weeks to cover a shortfall in the city’s budget, and next year the city is already projecting a $65 million deficit.15

			In a visit to the ballpark for the opening games of the 2018 season, we saw stands filled with a sea of white faces—in a city that is 70 percent black and has a poverty rate of 32 percent. Noted one fan, “Look around. Do you see any black faces? Only working the concession stands. This stadium wasn’t built for the residents of Hartford, even though they are the ones paying for it. The plan was always to bring this stadium and team here and draw in wealthy white people from the surrounding affluent areas. We are within an easy driving distance from several [affluent neighborhoods], and that’s who is buying tickets to these games.”16 

			As to those peripheral economic activities, one resident noted, “no one is going to build anything else near the stadium because the neighborhood is too unsafe. No one would buy a nice condo here.”

			Another story illustrates the impact that an extreme case of stadium mania can have. In 2011, the Phoenix Coyotes, one of the few professional hockey teams in the American Southwest, were in financial trouble and in danger of being moved out of their home base in Glendale, Arizona. The city of Glendale reacted in panic, proposing to issue somewhere between $200 and $300 million in taxpayer bonds to keep the Coyotes in the Jobing.com Arena where they played.

			The Goldwater Institute in Phoenix had long been opposed to the use of taxpayer funds to subsidize corporations or engage in other forms of crony capitalism. That included sports stadiums, and Goldwater raised the alarm. The institute’s leadership, headed by CEO Darcy Olsen, demanded that the city of Glendale provide documents covering subsidies to the Coyotes, which, the institute averred, would be illegal in the light of the “Gift Clause” in Arizona’s state constitution, which reads: “Neither the state, nor any county, city, town, municipality, or other subdivision of the state shall ever give or loan its credit in the aid of any individual, association, or corporation.”

			“This is a time of fiscal austerity,” Olsen asserted, “and taxpayers are supposed to buy a hockey team for a multimillionaire?”17

			When the Goldwater Institute threatened to sue if Glendale went ahead with the taxpayer subsidy, all hell broke loose. Arizona Senator John McCain, generally an anti-pork champion, went on TV opposing the troublemakers at Goldwater. City officials talked darkly about suing the institute. Calls poured into the institute accusing Olsen and Goldwater with trying to destroy Glendale’s life’s blood. Olsen was inundated with personal threats against her life and safety. She could not believe the venom. Olsen lived in a rural home outside Phoenix. At the height of the donnybrook, she walked out of her home one evening carrying her adopted infant son and came upon the carcass of a rabbit, its head neatly sliced from its body, trailing blood in her pathway. “They invaded my personal space,” she says. “My personal life, and my baby’s.”18

			Backroom negotiations went on for months. Deals were struck. Eventually, the level of taxpayer subsidy came way down, and threats of lawsuits were dropped. The Coyotes are now the Arizona Coyotes, and the stadium has been renamed Gila River Arena.

			In many cases, the building of a sports facility is just one element in a grand “revitalization” plan designed to spur economic development in a struggling city. While such plans can sometimes be effective, too often they degenerate into corporate giveaways that do little to improve the local economy.

			Fort Wayne, Indiana, is a modest city of 264,400, perched at the confluence of the Maumee, St. Joseph, and St. Mary’s Rivers. On a recent visit, we could see that urban renewal was underway. Several new buildings were in evidence, and signs boasted of a soon-to-be developed riverfront trail. The story behind this program is a typical one.

			In the fall of 2017, the Fort Wayne City Council considered funding a sports arena, a boutique hotel, and the creation of a tax-free district outside of town for developers who will benefit from infrastructure installed by the public.19 The question is, who’s paying for

			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
					In 1996, the city of Anaheim spent $108 million to build Disney’s parking garage, which earns tens of millions in parking fee revenue per year for Disney. The city’s take: one dollar a year in leasing fees.

					In 2015, the city agreed to a deal with Disney that shields them from the city’s entertainment tax for the next forty-five years.

					In 2016, the city gave Disney a $650 million tax rebate for a luxury hotel they are building near the theme park.38
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