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Key Takeaways: We look at

1 Retrospective estimates of the consumer price impacts of 2025 tariffs (between 0.5% and

1%) are lower than what the Budget Lab initially estimated last April (2.3%).

Just over 40% of this discrepancy can be explained by the nature of State of Tariff
2 analysis: we assume the tariff regime in place at publication is permanent. Accounting for
changes in tariff rates throughout 2025 brings us almost half-way to the more recent

analyses.

Updates to how we estimate effective tariff rates, most notably better tracking of when
3 policies were enacted versus merely announced, close about one quarter of the gap.
Further changes to how we convert tariff rates into price impacts shrink the gap by

another 4%.

The remaining gap between retrospectively assessed price effects and our 2.3% estimate
4 from April 2025 can be closed by adjusting our consumer passthrough assumption from

100% to between 40% and 76%, but it is not clear yet if those adjustments are warranted.

Outstanding questions include whether enough time has passed for full passthrough to
5 consumers and whether the tariff burden has partly taken the form of lower incomes

rather than higher prices.
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Introduction

One year ago today, on April 2,2025, the administration announced the most sweeping tariff increases since
Smoot-Hawley. At the time, The Budget Lab projected that the resulting suite of tariff policies would increase

consumer prices by 2.3%, costing the average American household $3,800 per year.

Looking back after a year of higher tariffs, we aim to re-examine this estimate of the effect of tariffs on prices.
The 2.3% estimate we reported last year is large relative to more recent numbers released by academics, policy
analysts, and our own, more up-to-date analysis. It is possible this is because not enough time has passed yet for
the full burden of tariffs to manifest in the economy; it may take longer than one year for these effects to be felt
due to issues like stockpiling of goods and policy uncertainty. However, if one had assumed that the full impact of
tariffs would occur within one year and appear entirely as higher prices rather than through some other
mechanism (say, via reduced nominal incomes) then our 2.3% estimate implies almost 80% of inflation over the

past year is due to tariffs.

This presents us with an opportunity to reflect on what we got right and wrong in the modeling of tariffs over the
last year. We can contrast our original estimate with more recent work done by Cavallo, Llamas, and Vazquez
(2025) and Dvorkin, Leibovici, and Santacreu (2025) that finds the “true” price effect to be lower, in the range of
0.5% to 1.0%. It is worth noting that even a retrospective attempt to identify this type of causal estimate is
fraught. However, these efforts nonetheless constitute our best guess, given the state of the literature, of what a

reasonable effect might be.

So, what explains the gap between our estimate from April 2,2025, and what do we know today about prices?
And what does this tell us about the accuracy of our tariff modeling efforts? We decompose the gap into four

major components, summarized in Figure 1 below.

Figure 1. Decomposing the April 2 Price Estimate
Waterfall from initial estimate to alternative passthrough assumptions
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Source: Budget Lab State of Tariffs (April 2, 2025); Budget Lab Tariff Rate Tracker (daily average, April--December 2025)
Note: Methodology step uses March 2026 model. Reference lines: Cavallo et al. (2025, NBER w34496); Dvorkin et al. (2025, St. Louis Fed); BEA PCE Price Index.

First, our estimate from last year assumed that the policies enacted on April 2nd would stay in effect in perpetuity
—and be understood as such by market participants—which is a standard modeling assumption made by

government scorekeepers that helps to clearly ground policy analysis. This is of course not what occurred, as
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tariff policy changed often after April 2025, which represented the peak of tariff rates last year. We therefore re-
estimate our initial model using our understanding of tariff rates as released in our State of Tariffs (SOT) reports
throughout the year. This reduces the price effect from 2.3% to about 1.8%, a 0.6 percentage point drop (when

comparing unrounded estimates).’

Second, the precision with which we characterize and measure tariff rates in real time has improved, culminating
in our just-released Daily Tariff Rate tracker. Critically, while our estimates of tariff rates have been fairly accurate
over the course of the year, our treatment of the timing of those changes, for example, consistency in our handling
of tariffs that are merely announced versus those that are implemented, has changed. Adjusting for both the
actual observed rates and the timing of those rates, we re-estimate the effect of prices using our best estimate of
the average tariff rate over the course of April through December of this last year, which lowers the estimated

effect of tariffs on prices to 1.4%, a further 0.3 percentage point reduction.

Third, we have made several methodological improvements over the course of the year, including a more granular
approach to estimating price impacts. When we reproduce our estimate using our updated model, we find a price
effect of just under 1.4%, indicating that methods do not explain much of the gap between our initial estimate and
current estimates. Even though our updates have improved our estimates, particularly when it comes to
identifying price effects in detailed consumer spending categories, these adjustments had offsetting effects on

the overall estimated price effect.

Even after these adjustments, our estimate remains above the approximately 1% effect estimated by Cavallo,
Llamas, and Vazquez (2025). We therefore turn to examine the economic assumptions that are embedded in our
model. We focus on one of the most impactful: the assumed share of the cost of tariffs that are “passed through”
to consumers versus those that are borne by foreign exporters, US importers, or workers. (Put differently, we
assume the Federal Reserve fully “looks through” the tariffs, allowing the price level to rise rather than letting
nominal incomes for firms and workers fall.) We therefore present several iterations of our model where we vary
the passthrough rate consistent with our modeling of the most up-to-date pricing data. Depending on the

passthrough assumption, we get a short-run price effect of between 0.55 and 1.05 percent.

Other economic assumptions could also be important, though we do not analyze them in detail here. For example,
the adjustment process for the consumer price level could take several years to play out, meaning that, at one year
into this tariff regime, it’s still too soon to fully evaluate price impacts. We discuss this and other similarly

important assumptions in the “Other Open Questions” section but leave a full evaluation for future work.

What Our Model Does

The Budget Lab’s State of Tariffs analysis presents economic, fiscal, and distributional estimates of the effect of
tariffs on the United States. All these estimates begin with an estimate of the statutory (i.e., in-law) effective
tariff rate (ETR) faced by different types of commodities, figures which are estimated using a variety of official
government sources, proclamations, and unofficial announcements as tariff policies have evolved. These ETRs —
either aggregated into an average ETR or separated by commodity groups — are then fed into either an economic
equation (as with our short-run price estimates), macroeconomic models (as with our longer-term economic
estimates), or calculations involving the Consumer Expenditure Survey for distributional estimates. The output
presented in the State of Tariffs report has evolved over time but generally includes the effect of prices both

before and after substitution away from tariffed goods, overall effects on GDP, estimates of the revenue gain
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from tariffs over a ten-year window, and distributional estimates of the burden of tariffs across households as a

function of their after-tax and transfer income.

In this analysis, we focus on consumer prices because they are (a) among the most consequential and direct
effects of tariff policy for American households, and (b) observable nearly in real time through PCE and CPI data,
allowing us to compare our estimates to outcomes. Other measures, like GDP and employment estimates, are

harder to evaluate at this point given lagged data releases and revisions.

Our April 2, 2025 Price Estimate

On April 2,2025, we published our analysis of the just-announced suite of country-level tariffs, as well as the
previously announced tariffs on Mexico, Canada, and China. Our headline estimate was that the tariff regime in
place on that date would increase consumer prices by 2.3%, corresponding to a cost of $3,800 per household per

year.

This estimate was derived from a straightforward formula for short-run price effects:
APS’I‘ = AT X Sgoods X Simport X (1 +p— 6)

where:

o Aristhe changeinthe ETR from baseline. At the time, we estimated that the overall tariff rate as of April 2nd

was approximately 22.4 percent, and the baseline tariff rate as of January 1st was 2.4%, implying AT = 20%.
* Sgoods IS the goods share of PCE, which we estimate to be 33%.
* Simport 1S the import content share of goods, which we estimated in April of 2025 to be 26%.

e pisthe assumed domestic pricing response — the degree to which domestic producers raise prices in

response to tariff-driven increases in competing import prices. We use the estimate from Flaaen et al.(2020),
which is 50%.

e {isthe assumed dollar appreciation offset, or the degree to which the rising value of the dollar due to higher

tariffs will offset price increase. As of April 2025, we assumed this value was 15%.

The ETR of 22.4% was the highest U.S. effective tariff rate since 1909. Combined with a 33% goods share, 26%
import content, 50% domestic pricing response, and a 15% dollar-appreciation offset, the formula produces a

price level increase of 2.3%.

Policy Changes: A Point-in-Time Estimate in a Moving World

The most important thing to understand about our April 2 estimate is that it reflected a state of the world that
never came to pass. This was a point-in-time estimate: it answered the question, “if tariff policy as of April 2
persists unchanged, what would the price effects be?” This "as matters stand at this moment” framework is like
that used by the Congressional Budget Office (CBO) for budget scoring — not because we expect current policy
to persist per se, but because it provides a consistent baseline for evaluating policy. However, it also did not
reflect what became the reality of tariff policy over the course of the year. Tariff rates changed within days of our

publication and continued to fluctuate over the course of the year.
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Figure 2 shows our daily ETR tracker alongside the ETR we reported in each State of Tariffs edition. Tariff rates
peaked briefly after April 2, fell after the Geneva pause, rose again with the 232 expansion and Phase 2 reciprocal

tariffs, and then dropped sharply after the Supreme Court struck down IEEPA tariffs in February 2026.

As our first step in analyzing our initial assessment of the effect of tariffs on prices, we want to imagine what our
estimate of this parameter would have been had we been fully aware of tariff policies throughout 2025. Across
more than twenty editions of the State of Tariffs report published in 2025, our published ETR ranged from 15.6%
to 28.0%. To compute a representative average, we assign each edition a weight proportional to our
contemporary understanding of long the policy regime it was modeling was in effect. This avoids giving outsized
weight to periods with frequent but minor tariff policy changes. The resulting policy-regime-weighted average is

17.5%, substantially below the 22.4% used in our April 2 estimate.

If we re-estimate the price formula using this policy-regime-weighted average ETR instead of the April 2 ETR, we
estimate a 1.8% increase in short-run prices. This adjustment accounts for the largest single component of the
discrepancy between our April 2,2025, estimate and the realized price effect of tariffs through early 2026: the
tariff regime changed after April 2, and our point-in-time estimate did not (by design) account for subsequent

policy evolution.

Improvements to Estimation of Policy Timing and ETR
Measurement

Even holding the policy regime fixed, we have gotten better at measuring effective tariff rates over the past year.
Across 2025 and 2026 we made several substantive improvements to our ETR calculations, including updating our
estimates to track the evolving utilization of USMCA exemptions over the summer, improving our modeling of the
interactions between USMCA and Section 232 tariffs in October, shifting to using more granular commodity-level
data in November, and explicitly modeling the metal content of derivative goods in March 2026. The most recent
of these improvements is our Daily Rate Tracker, which provides daily tariff rates for each HS10 commodity and

country pair, decomposed by tariff authorities.

While these changes have affected the estimated tariff rate faced by specific countries or products significantly,
what turns out to make a bigger difference for the aggregate average statutory ETR are issues surrounding the
timing and enactment of policies. In Figure 3, we plot the gap between each State of Tariffs edition’s ETR and the
Daily Rate Tracker’s ETR on the corresponding publication date, decomposing that difference into timing and
methodology components. In effect, most of the gap comes from the State of Tariffs reports modeling policies
that had not yet been enacted (as with July 2025, when we modeled the effect of various tariff policies that were
actually implemented in the Fall), were implemented gradually over the course of several HTS releases, or were
never actually implemented (as was the case in April 2025). This is an artifact of the fast-moving policy landscape:
it was often hard to determine what policies were implemented versus merely announced or threatened as of a
certain date. Once these timing issues are accounted for, TBL’s estimates of ETRs have been consistently higher
by 1-5 percentage points than our current assessment of the rates. The overestimations of the ETRs stem from a
few factors, like our treatment of derivative metal products and assumptions regarding USMCA utilization. It is

worth noting that for many of the metrics we produce, the overall ETR is only part of the equation: correctly

https://budgetlab.yale.edu/node/1423/pdf 50f 13


https://budgetlab.yale.edu/research/introducing-tariff-rate-tracker-open-source-tool-daily-effective-tariff-rates

The Budget Lab at Yale | One Year of Tariff Analysis: What We Got Right, What Changed, and What We Learned

estimating commodity-level ETRs is an important input into these calculations, and our ETR estimation has also

improved along these lines.

We can quantify the impact of this methodological and timing mismatch by estimating the price effects using the
daily average ETR from the Daily Tariff Rate Tracker. This was 14.8% from April 2 through December 31,2025;
lower than the policy-regime-weighted average of our published SOT ETRs (17.5%), reflecting the cumulative
effect of these improvements. If we re-estimate the price formula using this tracker-based daily average, we get a

price effect just over 1.4%.
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Methodological Improvements

Beyond measuring tariff rates more accurately, we made several improvements over the course of the year to our
economic modeling framework that converts ETRs into price effects and other macroeconomic outcomes. Figure
4 shows the timeline for these modeling changes. Before today, for the price estimates specifically, the most

consequential change came on October 17th when we updated the import content assumption from roughly 26%

to 21%, reducing the estimated price impact all else equal.
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Timeline of Methodological Changes

@ Changes to ETR calculations Changes to economic impact calculations
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Apr 2,2025
Initial tariff report

Apr 15, 2025
Refined semiconductor/electronics carve-out scope

Jun 1, 2025
Updated USMCA shares with March Census data
(38% to 50%)

Jul 28, 2025
Updated USMCA shares with May Census data

Sep 4, 2025
Switched to commodity-level tariff-free import
shares for CA/MX

Oct 17, 2025

Removed not-yet-effective pharma/truck tariffs;
revised cabinet/furniture rates; refined USMCA-232
interactions

Oct 30, 2025
Improved HS-to-GTAP sector mapping

Nov 17,2025
Adopted HTS10 product-level data; updated within-
country substitution
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Apr 2, 2025

/ Initial tariff report

~ Apr7,2025
Revised currency appreciation pro-i
methodology

May 12, 2025
Added long-run sectoral output ana

Jun 17,2025
—— Aligned distributional analysis with
definitions

Jul 7, 2025
Incorporated actual Q2 tariff revent

Jul 28, 2025
—— Updated macro projections with ac
data; added uncertainty effects

Sep 4, 2025
—— New OBBBA distributional weights;
tariff revenues

Oct 17, 2025
—— Updated import exposure using 20:
output data
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Jan 19, 2026
Jan 19, 2026 oot
Corrected Brazil IEEPA tariff error rsevgatggﬁgge?i%t;al 2025 IEEPA coll
Feb
Mar
Mar 9, 2026 Mar 9 2026
Added metal content fractions for derivatives; —. .— Switched to USMM for short-run
explicit baseline tariff modeling output/employment
Apr Apr 2, 2026 . . Apr 2, 2026
2026 Updated USMCA shares with more detail Full I-O price model; PCE category t

Created with Datawrapper

Today we are releasing our largest update yet for how we estimate pre-substitution price effects. In the past, our
price estimate was based on one aggregate equation mapping the overall average ETR shock to the aggregate
price impact, mediated by an economy-wide average import content of goods parameter. Now, following Barbiero
and Stein (2025), we run commodity-level ETR shocks through an input-output matrix (via BEA). Rather than
assume all commodities share the same exposure to import shocks, this approach allows the import content
assumption to vary with changes in composition of the tariff regime. For example, our old method could not
distinguish between a 1 percentage point overall ETR hike coming from an increase in auto tariffs versus a 1
percentage point overall ETR hike coming from a broad-based tariff; our new method correctly adjusts the import
content share parameter to reflect differences across products. This method also makes it easier for us to report
the breakdown of price impacts in terms of consumer spending categories instead of commodity categories—

another improvement we’re releasing today.

If we re-estimate the price effect using our current methodology (as of March 2026) with the daily average ETR
from the previous section, we get an effect just under 1.4%. This number reflects the status of our modeling
exercise, incorporating all the methodological improvements we have made since April 2nd of last year. The actual
change in the short-run price effect is small (0.04 percentage points), reducing the gap (using a 1 percent price

effect as a benchmark) from 40.9 to 37.0 percent.

Economic Assumptions

Even with improved ETRs and updated methodology, there remain questions about the economic assumptions
embedded in our model. With a year of data, we can now bound the range of some key parameters. While this is an
important task for many of the assumptions in our model, we focus on one for the time being: the passthrough of

tariffs to consumers.

Passthrough
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Our initial model assumed 100% passthrough of tariffs to consumer prices—that is, every dollar of tariff cost is
ultimately borne by domestic consumers and firms. This assumption is consistent with economic theory, earlier
empirical estimates, and our assumption that the Federal Reserve “looks through” the price pressures from tariffs
by allowing the price level to rise.? However, our SOT report makes an additional assumption; that the cost of
tariffs is borne fully by consumers, as opposed to some share accruing to domestic businesses and workers. There
are real questions about whether this second assumption is reasonable, as some burden of tariffs may fall on firms

who could shoulder some of the burden of increased import costs rather than pass them on to the consumer.

To investigate the effect of these assumptions, we turn to actual data to provide us with a range of plausible
estimates for actual consumer passthrough, using estimates from the Tracking the Economic Effects of Tariffs
analysis. Here, we use observed price data through December 2025 and estimate how the prices of import-
weighted bundles of core goods have deviated from their pre-2025 trends. These estimates suggest passthrough
rates that vary between 40% (what we view as a lower bound) to 76% (an upper bound). We re-compute our
estimates of the short-run price effects using this range of alternative passthrough assumptions. We find that
with our lower-bound on passthrough (40%) we estimate a short-run price increase of 0.5%, right in line with the
lower-bound for literature. When we use our upper-bound estimates, we get SR price effects of just below 0.8% to
just above 1.0%. All-in-all, with a revision down of our pass-through estimate, our model can obtain estimates of

short-run price effects that are consistent with the findings from recent retrospective analysis of US prices.

Other Open Questions
While correctly estimating the true passthrough rate is a critical factor in accurately predicting price effects, it is
only one of many such assumptions. While we do not do a similar decomposition exercise for these, it is worth

discussing several of them given their importance, and as a template for future work.

First, it is unclear how long it will take for full passthrough to occur. When characterizing our “short-run” price
effects, we have described it as a process that could take up to three years to fully play out. But as of April 2026,
only about one year of data has accumulated. The gap between our estimates and the prices observed may
narrow as the economy continues to adjust. There are many reasons why prices might take time to adjust, but one
such reason could be actions taken by firms to stockpile goods prior to the enactment of tariffs one year ago. As
shown in the Tracking the Economic Effects of Tariffs analysis, imports surged to around 20 percent above their
pre-2025 trend for the first quarter of 2025, representing efforts by firms to stock up on goods in preparation for
threatened tariffs, for a cumulative surplus of imports of $160 billion in March of 2025. This surplus has been
eroded slowly for the last three quarters, and as of January 2026, cumulative imports are below their pre-2025
trend. If firms have been consuming out of these stockpiles to avoid higher import prices, we could begin seeing

larger price effects in the coming months.

Second, a key issue with estimating passthrough rates is the persistent gap between statutory ETRs - i.e. the

rates legally imposed on imports, which we have been dealing with up until now - and the actual observed tariff
rates calculated from import data, which have been notably lower. This gap has been steady at between 4 and 6
percentage points for the last 8 months of observed data, through December of 2025. This implies that some

combination of economic, behavioral, and legal responses to tariffs have meant that imports have not faced the
anticipated tariff rates. This would explain a low estimated passthrough rate: US firms and consumers might be
facing a lower tariff rate overall. Understanding the composition of the gap between actual and statutory ETRs

will be a critical factor in understanding how to improve our modeling going forward.
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Third, our model assumes a 15 percent appreciation effect that is incorporated in our pricing estimates, which
accounts for the anticipated increase in the value of the dollar in response to tariffs. However, looking at the value
of the US dollar over the last year we have seen the opposite: a depreciation of more than 5 percent relative to one
year ago, when the tariff regime was ramping up. Our dollar-appreciation assumption reflects the impact of tariffs
per se, meaning that it excludes any impact of the implementation of tariffs, the uncertainty around which might
have led to a weaker dollar, all else equal. Our estimates also, of course, exclude the impact of other policy or

macroeconomic changes affecting exchange rates, for example the 2025 reconciliation bill.

Conclusion
On year ago we estimated that the consumer price level would rise by 2.3% in response to the tariff regime as it

stood on April 2,2025. Today, one year later, we can look at the factors which drive the gap between that estimate

and the lower retrospective estimate of between 0.5% and 1%:
e Policy changes after April 2 account for the largest share, bringing the estimate down to 1.8%.

e Consistently handling the timing between announced and enacted policy, as well as improvements to our ETR

calculations, reduces it further to 1.4%.
e Methodological updates have a modest additional effect.

e The remaining gap can be closed by adjusting our passthrough assumption from 100% to a data-informed

range of 40% to 76%, yielding short-run price effects consistent with recent empirical findings.

We still believe our current-policy approach has value. Point-in-time estimates answer the question: if the current
tariff regime persists, what are the expected effects? This is the information policymakers, journalists, and the
public need to evaluate policy as it stands. It is the same framework CBO uses for budget projections, a framework
designed not to be an unconditional forecast of the future but instead a basis on which the public and
policymakers can evaluate the relative merits of different policy choices. Our estimates of the economic effects of
tariffs are not unconditional forecasts, for the reasons articulated in this article among many others, but we are
committed to improving our model as we learn more. Over the past year, we have made substantial improvements
to both our ETR calculations and our economic models. We will continue to refine our estimates as new data, new

research, and new policy developments warrant.

Data Availability

The data underlying this analysis is available on Github.

Appendix A: Literature on price effects

Cavallo, Llamas, and Vazquez (2025) use high-frequency retail microdata from five major U.S. retailers,
matched to product-level tariff rates and countries of origin, to estimate the short-run impact of the 2025
tariffs on consumer prices. Aggregating product-level price deviations from pre-tariff trends using official
CPIl expenditure weights, they estimate that the 2025 tariffs contributed approximately 0.7 percentage
points to the all-items CPI by September 2025. They note that passthrough was “gradual but steady” and

“may continue to accumulate gradually over time”, so to extend this estimate through December 2025, we
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apply a simple linear extrapolation. The 0.7 pp effect accumulated over roughly six months implies a rate of
approximately 0.12 pp per month. Extending three additional months yields an estimated ~1.0 pp CPI
contribution through December 2025. This projection assumes that (a) the passthrough rate continued at
the same pace and (b) the tariff regime remained broadly stable over this period — both reasonable given

that the effective tariff rate was relatively flat at 17-18% from Phase 2 (August) through year-end.

Dvorkin, Leibovici, and Santacreu (2025) use a local projection approach to estimate the passthrough of
tariff shocks to PCE prices, combining model-predicted tariff exposure by product category with observed
PCE price movements. They find that approximately 35 percent of the model-predicted effect had
materialized by August 2025, with tariffs accounting for roughly 0.5 percentage points of annualized
headline PCE inflation over the June-August 2025 period (and 0.4 pp for core PCE). Their estimates imply a
cumulative price level contribution of tariffs of approximately 0.3 pp through August. Extrapolating at the
same pace through December yields approximately 0.5-0.6 pp — somewhat below the Cavallo et
al.estimate, consistent with the fact that their local projection approach captures a narrower transmission
channel. Together, these estimates suggest a tariff-attributable price effect in the range of 0.5-1.0 pp
through December 2025.

Footnotes

1 Inour April 2,2025, report, our full short-run price effect was 2.31, very slightly below the 2.32 we obtain today. We expect this very small
difference is driven by small rounding differences in the components of the short-run price calculations. Similarly, 0.6 percentage point

change reported here is correct once we account for rounding.

2 A tariff, a form of indirect tax, creates a cost in the chain of production that can either be “passed forward” to consumers in the form of
higher prices or “passed backwards” to business owners and workers in the form of lower nominal incomes. While individual firms may be
able to hike prices in response to tariffs without regard to the macroeconomic environment, the ability of businesses in aggregate do to so
depends on the aggregate spending power of American households—which in turn depends on monetary policy. We assume that the
Federal Reserve reacts to tariffs by setting monetary policy sufficiently loose such that total nominal spending, and thus the consumer

price level, rises.
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