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May 6, 2025 

Welcome back to The Carlyle Compass, your weekly newsletter that brings 
together the latest research and market insights from our global team. 
Received this email as a forward? Subscribe here. 

Tariff Paradoxes

I am mentally exhausted from thinking about tariffs, but when I read the 
news, I am surprised that anything else merits mention. 

The biggest loser from the imposition of U.S. tariffs is the U.S. corporate 
sector. In many product categories, every $1 of the exporting economy’s GDP 
lost to tariffs translates to between $2 to $4 in foregone U.S. earnings (Figure 
1). This isn’t much of a secret. When markets were “crashing” in response to 
the initial “Liberation Day” tariff schedule, Secretary of State Rubio explained 
that was “because markets are based on the stock value of companies who 
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today are embedded in modes of production that are bad for the United 
States.” 

These “modes of production” involve an industrial organization where 
domestic operations focus on the highest value-added activities—product 
design, development, and (especially) branding—and third parties (often 
located in Asia) contractually perform much of the manufacturing. The 
strategic orientation of the U.S. corporate sector yields two paradoxes: (1) 
Despite the large bilateral trade deficit, there are far more U.S.-branded 
products sold in China than there are China-branded products sold in the 
U.S.; and (2) near-term reductions in the U.S. trade deficit require that U.S.
consumers cut back on buying so much U.S.-branded merchandise. 
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It’s also interesting to consider that there is nothing foreign governments 
could plausibly offer in negotiations that is of greater near-term financial 
value for most U.S. businesses than a reduction in U.S. tariffs. And so, by 
entering negotiations to secure tariff relief, foreign governments effectively 
serve as emissaries of U.S. businesses. 

The U.S. delegation to those talks may play a similar role for foreign 
counterparts. In many economies, the most significant “non-tariff trade 
barriers” are labyrinthine and capriciously enforced regulations that also 
cripple domestic industry and entrepreneurship. Eliminating them in 
response to U.S. demands could bring more growth-enhancing “structural 
reform” to these economies than any IMF program ever has. 

The situation in the auto industry differs from other areas in that much of the 
trade deficit is explained by U.S. purchases of foreign-branded vehicles, 
largely Japanese, Korean, and German. But even here, U.S.-branded products 
make a large contribution, with GM importing over half of its domestic sales 
and domestic value-added covering just over half of the Big Three 
automakers’ U.S. sales. While nearly every automaker serving the U.S. market 
has a large physical presence in the U.S., these facilities typically depend on 
imported parts, 41% of which are sourced from Mexico. By increasing the cost 
of inputs necessary to manufacture at these facilities, the new tariffs on auto 
parts that took effect May 3 reduce the return on automakers’ physical 
capital in the U.S. 

There are lots of loose ends here; it feels dangerous to assume that nothing 
will go wrong because nothing much has yet gone wrong. Tariffs have thus 
far had a minimal impact on domestic pricing, production schedules, and 
employment precisely because management teams are behaving as though 
some tariffs will go away and others will stay at manageable levels. (The 
massive inventory of intermediate goods accumulated in Q1-2025 affords 
them this luxury). Markets’ performance similarly reflects optimism that the 
Administration will reach “deals” that keep 10% tariffs in place and reduce 
other country or product-specific duties. 

There’s nothing magical about 10% tariffs, but they do seem to operate in a 
linear state space, where import prices, retail prices, and volumes can all 
adjust modestly to yield a new equilibrium. Tariffs of 25% or more, by 
contrast, introduce a shock to the system whose ramifications are much 
harder to anticipate. 

https://www.whitehouse.gov/presidential-actions/2025/04/amendments-to-adjusting-imports-of-automobiles-and-automobile-parts-into-the-united-states/
https://www.whitehouse.gov/presidential-actions/2025/04/amendments-to-adjusting-imports-of-automobiles-and-automobile-parts-into-the-united-states/
https://automotiveaftermarket.org/automotive-parts-imports-country/
https://automotiveaftermarket.org/automotive-parts-imports-country/
https://kogod.american.edu/autoindex/2024
https://kogod.american.edu/autoindex/2024
https://www.ainvest.com/news/gm-tariff-woes-5-billion-hit-road-2505/
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This material is provided for educational purposes only. Nothing herein constitutes 
investment advice or recommendations and should not be relied upon as a basis for 
making an investment decision. It does not constitute a personal recommendation or take 
into account the particular investment objectives, financial situations, or needs of 
individual investors. 

Economic and market views and forecasts reflect our judgment as of the date of this 
presentation and are subject to change without notice. In particular, forecasts are 
estimated, based on assumptions, and may change materially as economic and market 
conditions change. Carlyle has no obligation to provide updates or changes to these 
forecasts. Certain information contained herein has been obtained from sources prepared 
by other parties, which in certain cases have not been updated through the date hereof. 
While such information is believed to be reliable for the purpose used herein, Carlyle and 
its affiliates assume no responsibility for the accuracy, completeness or fairness of such 
information. 

Past events and trends do not imply, predict or guarantee, and are not necessarily 
indicative of, future events or results. This material should not be construed as an offer to 
sell or the solicitation of an offer to buy any security, and we are not soliciting any action 
based on this material. If any such offer is made, it will only be by means of an offering 
memorandum or prospectus, which would contain material information including certain 
risks of investing including, but not limited to, loss of all or a significant portion of the 
investment due to leveraging, short-selling, or other speculative practices, lack of liquidity 
and volatility of returns.

Recipients should bear in mind that past performance does not predict future returns and 
there can be no assurance that an investment in a Carlyle fund will achieve comparable 
results. The views expressed in this commentary are the personal views of certain Carlyle 
personnel and do not necessarily reflect the views of Carlyle. Investment concepts 
mentioned in this commentary may be unsuitable for investors depending on their specific 
investment objectives and financial position; each recipient is encouraged to discuss such 
concepts with its own legal, accounting and tax advisors to determine suitability. Tax 
considerations, margin requirements, commissions and other transaction costs may 
significantly affect the economic consequences of any transaction. 

In connection with our business, Carlyle may collect and process your personal data. For 
further information regarding how we use this data, please see our online privacy notice at 
https://www.carlyle.com/privacy-notice. 
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