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Can Tariffs Replace the Income Tax?

Donald Trump is back in the Oval Office, and tariffs have once again taken center stage in U.S. economic policy. With a renewed push to protect American industries, his administration is
ramping up import tariffs, reigniting debate over their economicimpact. Supporters see them as a catalyst for domestic manufacturing and a potential windfall for government revenue,
while critics warn of rising costs, supply chain disruptions, and retaliation from key trading partners. As these policies take shape, the question remains: Will tariffs be the economic
powerhouse Trump envisions, or will they introduce new uncertainties into an already fragile global market? In this “Three on Thursday,” we explore the historical role of tariffs as a
revenue source and assess whether they could ever replace the U.S. income tax. See the three charts below for deeper insight.

Tariffs Revenue as a Share of Total Federal Receipts

100% For much of early U.S. history, tariffs were the government’s primary
revenue source. That changed with the 16th Amendment in 1913,
80% which introduced the federal income tax, now the dominant revenue

stream. Back then though revenues didn't need to be huge as
government spending was minimal in peacetime—averaging just

0,
60% 1.5% of GDP from 1790 to the Civil War and rising only slightly to
0% 2.6% by World War 1. Even in the 1920s, spending averaged just 4.1%
? of GDP. Since then, however, government expenditures have surged,
now consuming around 23% of GDP—nearly a sixfold increase as a
20% share of GDP.
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Source: Census Bureau, White House Historical Tables, First Trust Advisors. Annual data 1789-2024.

Federal Receipts: Customs Duties

$120 Since President Trump’s first term, customs duties—including tariffs
and other import-related fees—have more than doubled, rising from
$100 $34 billion to $77 billion in 2024. This surge is largely due to Trump’s

tariff hikes during his first term, which remained in place under former
President Biden. However, even at $77 billion, these revenues account

$60 for just 1.6% of the federal government’s $4.92 trillion in total tax
revenue. In contrast, individual income taxes alone contribute over

$40 49% of total federal revenue.
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Source: Office of Management and Budget, First Trust Advisors. Annual data 2014-2024.
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Replacing Income Taxes with Tariffs

$6,000 In 2024, individual and corporate income taxes raised $3.29 trillion,
$4,919 while U.S. imports totaled $3.23 trillion. This means to replace income
95,000 taxes with tariffs, over a 100% effective tariff on imported goods
$4,000 would be needed. But as imports become prohibitively expensive,
2 ' $3,229 $2.725 demand would drop, forcing even higher tariffs to make up for the
S $3,000 ! shortfall—well exceeding 100%. This would devastate businesses
= reliant on global supply chains, burden consumers, especially low-
52,000 income households, and spark trade wars and retaliation. The result?
$1,000 $565 77 Slower economic growth and ultimately, less tax revenue—not more.
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Source: Office of Management and Budget, Census Bureau, First Trust Advisors. Fiscal year data for 2024.

There is no guarantee that past trends will continue, or projections will be realized.
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