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Who actually pays the tariffs imposed by Donald Trump, and what should managers do 
about it? Contrary to political claims, tariff costs often fall on domestic consumers rather 
than foreign exporters. We develop a practical 2x2 framework combining price 
competitiveness with supplier replaceability to show where tariff burdens are likely to be 
and what responses fit each situation. Using smartphones and electric vehicles as 
illustrations, we show how bargaining power varies across products and trading partners. 
Managers should assess exposure early, communicate likely consumer impacts, seek 
exemptions where appropriate, and pursue phased supply chain reconfiguration rather 
than rushed localization. 

INTRODUCTION 

“Tariff is the most beautiful word in the dictionary,” 
claimed candidate Trump when he appeared before the 
Economic Club of Chicago in October 2024. Although the 
Supreme Court of the US overturned the ability of the White 
House to impose reciprocal tariffs under the International 
Emergency Economic Powers Act (IEEPA) on the 20th Feb
ruary, 2026, Trump turned to a more powerful tool to con
tinue his trade policies: Section 301. This section of the 
Trade Act of 1974 allows tariffs to be imposed if trading 
partners are proven to act in a discriminating way or have 
policies and practices that are unreasonable (Elms, 2026). 
Immediately after the Supreme Court decision, the US 
opened a new investigation against 60 major trading part
ners, including the EU and China. Tariffs may continue to 
play an important role in the US trade agenda for several 
years to come. But the fundamental question a manager 
would want to know is: Who ultimately pays for these tar
iffs? To what extent can the importer pass on part or all of 
the tariff to the consumer? 

The claim that foreign partners will always bear the full 
cost of tariffs is a misconception (Steil, 2025). The burden 
of a tariff is ultimately distributed among the foreign ex
porter, the US importer, and the end consumer through a 
complex negotiation process (Amiti, Redding, & Weinstein, 
2019; Cavallo, Gopinath, Neiman, & Tang, 2021). When 
Donald Trump imposed a 25 percent tariff on foreign-made 
vehicles, German carmakers responded by passing on about 
80 percent of the tariff to the customer in various discreet 
ways (Inagaki, 2025). US importers of Christmas decora
tions had to pay tariffs ranging from 10 to 145 percent. 

However, during the festive season, 83 percent of American 
households would still opt for the artificial ones (Rogers & 
Savage, 2025). 

While many companies still rely on reactive, ad hoc re
sponses to geopolitical events (Habegger, 2024), managers 
need structured, systematic tools to proactively manage 
these exposures and preserve strategic flexibility under 
volatile trade conditions (Ma, 2025). To help managers as
sess which side has more leverage, we utilize a 2x2 matrix 
framework. This framework positions products based on 
two key metrics: 

To do so, managers must assess their position within the 
bargaining framework presented in Table 1. 

• First is price competitiveness, which looks at whether 
an exporter’s price is above or below the global mar
ket average. 

• Second, the rearrangement ratio (a metric that mea
sures the extent to which imports from one source 
can be replaced with another). It quantifies the ability 
of an importing country to shift its purchases from 
one trading partner to others. 

• Exporters in the vulnerable top-left quadrant must 
prepare for pressure to absorb tariff costs or risk los
ing market access. 

• US importers who rely heavily on suppliers with high 
rearrangement ratios face significant price risk. 
Proactively diversifying supply chains, even at a 
higher day-to-day operating cost, is a critical strategy 
to mitigate the impact of future trade disputes (see 
also Ahn & Tan, 2025). 
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FRAMEWORK FOR ANALYSIS: PRICE 
COMPETITIVENESS AND THE REARRANGEMENT 
RATIO 

To systematically evaluate the bargaining power of trading 
partners, we utilize a 2x2 matrix framework. This frame
work positions products based on two key metrics. First is 
the level of price competitiveness among exporting coun
tries, measured by the deviation of an exporter’s price from 
the average market price. We calculated these unit prices 
based on global trade data (United Nations Statistics Divi
sion, 2025). A lower relative price gives the exporter a com
petitive advantage. 

Second, the rearrangement ratio, adapted from a concept 
developed by McKinsey & Co. (White et al., 2025), which 
simply quantifies how hard it is to replace a supplier quickly 
– the ability of an importing country to shift its purchases 
from one trading partner to others. A higher ratio indicates 
greater difficulty for US importers in finding alternative 
suppliers, giving the existing foreign exporter greater lever
age. 

Bhaumik et al. (2023) emphasize that bargaining power 
is shaped by the outside options of negotiating partners. 
This is clearly seen in US–China Christmas decorations 
trade, where a high rearrangement ratio for such goods in
dicates a critical lack of alternative suppliers for US im
porters. For example, the US imports over $3 billion in 
Christmas decorations from China, while the entire global 
export market, excluding China’s exports to the US, is only 
$600 million. In some cases, such as for certain clocks and 
electric blankets, China is the sole source for US imports. 

The analytical matrix illustrated in Table 1 below shows 
how the two factors determine the likely distribution of the 
tariff burden, and dictates the appropriate managerial re
sponse for each scenario. 

PUTTING THE FRAMEWORK TO WORK: CASE 
STUDIES IN HIGH-STAKES SECTORS 

Our analysis focuses on the 30 most significant trading 
partners of the US, using tariff data from the Financial 
Times’s Trump tracker as of August 7, 2025 (FT reporters, 
2025). We examine two distinct product categories to illus

trate how the framework helps managers anticipate tariff 
burdens and formulate strategic responses. 

SMARTPHONES: THE BOTTOM-RIGHT QUADRANT 
(BURDEN ON THE CONSUMER) 

China dominates the US smartphone import market in 2024 
with an 81% share, followed by India and Vietnam. The 
prices from these three leading exporters are comparable. 
China’s position in the bottom-right quadrant of our frame
work – highly price-competitive with a very high rearrange
ment ratio – means replacing it as a supplier would be dif
ficult in the short term. 

Figure 1 plots the major smartphone exporters to the 
US on two dimensions: the vertical axis measures relative 
price competitiveness, with lower positions indicating more 
competitive prices, while the horizontal axis measures the 
rearrangement ratio, with points farther to the right in
dicating suppliers that are harder to replace. Each labeled 
point represents an exporting country. China’s position in 
the bottom-right quadrant of the framework shows why 
smartphone tariffs are likely to be passed through to US 
consumers: it combines price competitiveness with limited 
short-run substitutability, making replacement difficult in 
the short term. 

Consequently, any tariffs imposed on smartphones 
would likely be borne by US consumers, which explains why 
such products were very quickly exempted from tariffs (Do
herty, Kim, & An, 2025). As recommended by the frame
work, the appropriate managerial response here is to pri
oritize non-market strategies to secure these exemptions. 
Quick action to highlight the burden on consumers to pol
icymakers through lobbying can avoid losing market share. 
Nevertheless, the significant gap between the average im
port price (USD358) and US export price (USD259) suggests 
potential for expanding domestic production in the future. 

ELECTRIC VEHICLES (EVS): THE PUSH FOR STRATEGIC 
LOCALIZATION 

The US imported 470,000 EVs (valued at USD23 billion) in 
2024, with Mexico, Germany, South Korea, and Japan sup
plying over 90% of the total quantity and value. These ma
jor exporters offer vehicles at a similar average price point 
of about $50,000. 

Figure 2 maps the main EV exporters using the same two 
axes: the vertical axis captures relative price competitive
ness, and the horizontal axis captures the rearrangement 
ratio, or how difficult it is for US buyers to replace a sup
plier. Each country label marks an exporting country’s po
sition in the tariff-bargaining framework. Countries located 
in the right-hand quadrants are harder to substitute, while 
those in the left-hand quadrants face stronger competitive 
pressure from alternatives; this is why some exporters can 
sustain partial pass-through, whereas others face a greater 
risk of absorbing part of the tariff burden themselves. 

Given the competitive pricing and moderate rearrange
ment ratios, tariffs imposed on these imports are initially 
passed on to consumers. Real-time market data supports 
this: German automakers reportedly passed on approxi

• For products with high rearrangement ratios (like 
certain Chinese consumer goods and smartphones), 
the structural inability of US firms to substitute sup
pliers means a significant portion of the tariff burden 
will be transferred to the American consumer. 

• While some operations may inevitably need to move 
back to the US, before rushing into costly relocation 
decisions (Adarkwah, Dorobantu, Sabel, & Zilja, 
2024; Dachs, Kinkel, & Jäger, 2019), firms should de
ploy aggressive non-market strategies to mitigate 
policy risks. This involves engaging in corporate po
litical activity – either individually or through indus
try coalitions – to influence trade policy and secure 
exemptions (Doh, McGuire, & Ozaki, 2015). 
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Table 1. The Burden of Tariffs Framework      

Low Rearrangement Ratio (Easy to Substitute) High Rearrangement Ratio (Hard to Substitute) 

High Price 
(Less 
Competitive) 

Burden on Exporter: The exporter is most 
vulnerable and may lose the contract if lower-
priced substitutes are available. 
Managerial Response: Exporters must prepare 
for pressure to absorb tariff costs to defend 
market share. Importers should aggressively 
pivot to lower-priced domestic or international 
substitutes. 

Shared Burden (Exporter-Importer): Bargaining power is 
relatively balanced, leading to a likely split of the tariff 
cost. US importers may also explore domestic 
alternatives. 
Managerial Response: Importers must proactively diversify 
supply chains to mitigate risk, even at a higher day-to-day 
operating cost. Exporters and importers should negotiate 
shared cost structures. 

Low Price 
(More 
Competitive) 

Shared Burden (Exporter– 
Importer–Consumer): The exporter has a price 
advantage, but the importer has substitution 
options. The low initial price makes passing the 
tariff cost to consumers a viable strategy. 
Managerial Response: Exporters should leverage 
their price advantage to maintain contracts. 
Importers should assess partial pass-through to 
consumers while cultivating backup substitution 
options. 

Burden on US Consumer: The exporter is price-
competitive, and alternative sources are scarce. The US 
importer will likely accept the tariff cost and pass the 
majority of it on to the consumer. 
Managerial Response: Importers should expect high 
consumer pass-through. Avoid immediate, capital-
intensive localization; instead, deploy non-market 
strategies (lobbying for exemptions) to allow for a phased 
re-configuration of the supply chain 

Figure 1. US Imports of Smartphones     
Note: Vertical axis: Average unit price calculated based on the total value and quantity of imports. Horizontal axis: Rearrangement ratio – a higher ratio indicates greater difficulty 
for US importers in finding alternative suppliers, implying more of the tariff burden is likely passed to US consumers. Labels denote exporting countries (TH: Thailand, KR: Korea, ID: 
India, MY: Malaysia, IDN: Indonesia, MX: Mexico, and CN: China). 

mately 80% of the tariff burden to US customers (Inagaki, 
2025). Volkswagen introduced a separate “import sur
charge” on official price labels to transfer the full cost to 
consumers, while BMW raised retail prices by 4% on specific 
models to partially offset the duty (Boeriu, 2025; Reuters, 
2025). Japanese automakers, on the other hand, sit in bot
tom-left quadrant, implying a high threat from substitutes. 
Negotiating a shared burden of the tariff will be difficult for 
them unless there is a clear price advantage. 

However, as the US also has a robust and growing do
mestic EV industry (Taylor et al., 2025), localization of pro

duction is a highly probable medium-term outcome. This 
dynamic is increasingly visible as US policies actively pe
nalize reliance on Chinese supply chains, forcing multina
tional enterprises to urgently seek alternative inputs from 
allied nations (Li, Shapiro, & Vecino, 2025). 

THE ECONOMY-WIDE REALITY: WHY 
SUBSTITUTION IS SO DIFFICULT 

An economy-wide view of export items from Germany and 
China to the US reveals a significant difference in the ne
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Figure 2. US Imports of Electric Vehicles      
Note: Vertical axis: Average unit price calculated based on the total value and quantity of imports. Horizontal axis: Rearrangement ratio – a higher ratio indicates greater difficulty 
for US importers in finding alternative international or domestic suppliers, meaning more of the tariff burden is likely passed to US consumers. Labels denote exporting countries 
(UK: United Kingdom, FR: France, BE: Belgium, JP: Japan, MX: Mexico, KR: Korea, DEU: Germany, VN: Vietnam, and CN: China). 

gotiating power of the two exporters. We grouped these ex
ports according to resource, labor, and technology inten
sities to understand where US importers face the greatest 
substitution challenges. 

For less-complex manufactured goods, the difference in 
product positions indicates China has substantial market 
leverage compared to Germany. 

Figure 3 shows the relationship between relative price 
competitiveness and the rearrangement ratio for each prod
uct category (at the 6-digit HS level) exported from China 
or Germany to the US. The difference between Chinese 
and German products suggests that China holds stronger 
bargaining power in labor-intensive and resource-intensive 
segments, making supplier substitution more difficult and 
costly for managers. Figure 3 also shows that China has suc
cessfully established itself as a difficult-to-replace supplier 
for US importers in these segments, whereas Germany’s ex
ports are relatively more expensive and easier to substitute. 
This pattern suggests that tariffs on lower-end manufac
tured goods are more likely to create substitution difficul
ties and consumer pass-through when Chinese suppliers 
dominate. 

However, the critical takeaway for managers lies in the 
technology-intensive sectors. For more technology-inten
sive goods, while China’s leverage is not as high, it is be
coming a direct competitor to Germany. As we move up the 
value chain into high-skill and technology-intensive man
ufactures, the separations previously seen disappear, indi
cating a convergence of German and Chinese trade profiles. 
Figure 4 shows the relationship between relative price com
petitiveness and the rearrangement ratio for each product 

category (at the 6-digit HS level) exported from China or 
Germany to the US. The overlap between Chinese and Ger
man products suggests that China competes directly with 
Germany in technology-intensive segments, making sup
plier substitution more difficult and costly for managers. 

This evidence demonstrates that viewing Chinese goods 
as merely cheap, labor-intensive, and low quality is no 
longer accurate (UNIDO, 2024; World Bank, 2025). China is 
clearly a dominant player for labor and resource-intensive 
segments, but more importantly, it is a direct competitor 
to Germany in the technology-intensive segments, offering 
a full range of goods that traverse the spectrum of quality, 
price, and market power. 

For international firms, this convergence means that 
shifting high-tech supply chains away from China in re
sponse to tariffs is not simply a matter of finding a cheaper 
labor market; it requires replacing a highly integrated, 
technologically advanced supplier base—a reality that 
makes sudden localization or supply chain relocation ex
ceptionally costly. 

CONCLUSION: A STRATEGIC PLAYBOOK FOR 
INTERNATIONAL BUSINESS 

The claim that foreign partners will always bear the full 
cost of tariffs is a misconception (Steil, 2025). As our analy
sis demonstrates, costs of production are embedded in the 
complex value chains of international business and are fre
quently transferred to the domestic economy. 

For international firms, the implications are clear: man
agers must move beyond reactive, ad hoc responses to 
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Figure 3. Labor-intensive and Resource-intensive manufactures     
Note: The vertical axis captures price competitiveness and is displayed on a logarithmic scale to accommodate the wide range of unit prices across product categories. The horizontal 
axis measures the rearrangement ratio on a linear scale. Each data point represents a specific product category exported from China or Germany to the US. Points farther to the right 
indicate a higher rearrangement ratio, highlighting segments where US importers face the greatest difficulty finding alternative suppliers. 

Figure 4. High-skill and technology-intensive manufactures     
Note: The vertical axis captures price competitiveness and is displayed on a logarithmic scale to accommodate the wide range of unit prices across product categories (lower positions 
indicate more competitive pricing). The horizontal axis measures the rearrangement ratio on a linear scale (points farther to the right are harder to replace). Blue circles represent 
German exports (DEU) and orange triangles represent Chinese exports (CHN). The extensive visual overlap between the two shapes demonstrates that China now competes directly 
with Germany across high-tech sectors. For managers, the takeaway is clear: shifting high-tech supply chains away from China requires replacing a highly integrated, technologically 
advanced supplier base – making sudden localization exceptionally costly. 

geopolitical events (Habegger, 2024) and actively build re
silience against an increasingly uncertain global environ

ment (Dau, Moore, & Newburry, 2023; Habegger, 2024). 
By utilizing the framework presented in Table 1 to identify 
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their specific tariff exposures, firms can proactively deploy 
the following strategies to mitigate risk and stabilize costs: 

Ultimately, the US government must recognize that rev
enue from tariffs does not come solely from foreign entities 
(Hufbauer & Zhang, 2026). In the meantime, business lead
ers who understand the bargaining power dynamics of their 
supply chains will be best positioned to avoid unnecessary 
disruption and protect their corporate competitiveness. 
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• Deploy Aggressive Non-Market Strategies:    Before 
committing to capital-intensive localization (Adark
wah et al., 2024; Dachs et al., 2019), firms should en
gage in corporate political activity—either individu
ally or through industry coalitions—to secure tariff 
exemptions (Doh et al., 2015). A prime illustration is 
Apple’s success in negotiating an iPhone exemption 
despite the 50 percent tariffs in place at the time. 
Apple paired this lobbying with a gradual shift of 
US-bound assembly operations to India, allowing the 
firm to navigate policy risks while reconfiguring its 
supply chain. 

• Leverage the “Regressive Tax” Narrative:     Success
fully executing non-market strategies often requires 
sophisticated media campaigns to shape public per
ception (Zhang, 2025). Tariffs frequently function as 
a regressive tax (Amiti et al., 2019; The Budget Lab 
at Yale, 2025), disproportionately affecting lower-in
come households who spend a larger share of their 
income on consumer goods. By explicitly highlighting 
this unintended domestic burden to regulators, firms 
can effectively lobby to delay or reduce tariff imple
mentations. 

• Execute Phased Reconfigurations, Not Sudden Lo     
calizations: For industries like EVs and smartphones, 
tariffs may accelerate a strategic shift toward “in-
America-for-America” production models. However, 
bringing manufacturing back to the US cannot realis
tically encompass the entire supply chain, as produc
tion processes today are too fragmented and costly 
to replicate entirely. Managers must use short-term 
tariff exemptions as a strategic pause, buying time 
to stabilize costs and secure alternative inputs from 
allied nations (Li et al., 2025), while preserving the 

strategic flexibility needed for phased reconfiguration 
rather than abrupt relocation (Ma, 2025). 
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