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and Prices
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Small and medium-sized businesses (SMBs)
constitute an integral part of the US economy, driving
job creation and economic growth. They account for
approximately half of private-sector employment and
play a crucial role in fostering competition, all the while
supporting local communities. Yet, little if any research
has focused on how SMB decision-makers think about
the economy and how policy changes could affect their
decisions. We use a survey of SMB decision-makers
that we developed to foray into such research.

Our current analysis focuses on potential US tariff
changes and how they could affect SMBs’ costs and
prices and, in turn, the economy as a whole. The
eventual impact of tariffs on prices charged by
domestic firms has important implications for the
inflation outlook, but it is not yet well understood.
Findings from previous studies range from virtually
zero to some measurable, though still incomplete, cost
pass-through into prices (see Amiti, Redding, and
Weinstein 2019 and Cavallo et al. 2021). A key
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Key Takeaways

The authors identify the causal effect of
expected tariffs on small and
medium-sized businesses (SMBs}in a
survey conducted over the December 24,
2024-January 2, 2025, period.

At the time of the survey, SMBs that
import goods or services generally
expected tariffs to cause their unit costs
to rise; how high depended importantly
on the size of the tariffs.

Surveyed importers indicated that they
planned to pass along tariff-induced changes
in unit costs to their customers through price
adjustments. The extent of this pass-through
depeanded on the tariff scenario, and these
SMBs expected that it would take about two
years befare they were able to fully pass
through costs into prices.

The authors’ analysis of the survey results
finds that non-importers generally
expected tariffs to dampen cost increases
and have little effect on their prices.
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component of our survey is a randomized controlled trial that allows us to isolate the causal effects of tariffs
by comparing responses of different groups of firms: those that are randomly selected to receive information
about tariffs within the survey and those that are not.

Our analysis produces several insights. First, when the survey was conducted, at end of the fourth quarter of
2024, SMBs expected tariff increases for most US trading partners, but they were uncertain about the
ultimate size of the tariffs. Second, firms that import goods or services! generally expected their unit costs to
increase as a result of tariffs; how much they expected costs to rise depended on the particular tariff scenario
they were presented in the survey.? Third, firms planned to pass along the expected tariff-induced changes in
unit costs to their customers through price increases; the extent of this cost pass-through would vary under
different tariff scenarios.® They also expected that it would take about two years before they were fully
passing through cost increases into prices. Fourth, businesses that noted they do not import expected tariffs
to have little effect on their prices and, potentially, a dampening effect on their costs.

New Survey Asked Businesses about Their Tariff Expectations

The new, quarterly survey of US SMBs on which we base our analysis is administered by Morning Consult,* a
US company that specializes in survey research. SMBs are defined as businesses employing 500 or fewer
workers. The survey covers a wide range of variables pertaining to firm-level outcomes and plans, such as
costs, prices, revenues, profitability, and sourcing of inputs (the resources, including labor and capital, used to
produce goods and services). It queries the decision-makers at 500 to 600 firms. We implement additional
guality assurance checks and use appropriate statistical techniques to ensure that the sample of businesses
in the survey is nationally representative of all SMBs in the United States. (See the accompanying appendix
for details.) Our analysis is based on the resulting sample of 444 firms in the 2024:Q4 survey, which Morning
Consult conducted over the period of December 24, 2024, through January 2, 2025.

Decision-makers’ responses to two sets of tariff-related questions form the basis for our study. The first set
asked about the tariff rates they expected for 2025, distinguishing between imports from Canada, Mexico,
China, Europe, and Asian countries other than China. In particular, for each of those countries or regions,
they were asked, “In 2025, tariffs may increase for many imported goods and services. How high do you think
the new tariffs will be? Please indicate your answers in percent.”

The survey then randomly presented one of three different tariff scenarios to a subset of firms. One group of
firms in the subset was told that tariffs on many goods and services could be about 10 percent, while another
group was informed that tariffs could be about 25 percent. The third group was told that the tariffs could be
about 10 percent, but the group also was told that it was currently highly uncertain how large the tariffs
ultimately would be. The remaining firms—the ones not included in the tariff-scenarios subset—were given no
additional information about tariffs. They serve as the control group.

Each survey participant then reported their expectations regarding costs and prices for their firm for the next
six months, one year, and two years. The firms that received information about potential tariffs presumably
reported expectations that incorporated such information. Because some firms randomly received information
about tariffs, while others did not, our analysis can gauge the causal effect of each expected tariff scenario on
key SMB economic variables, including costs and prices.
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Businesses Were Generally Expecting Tariffs Increases, but
They Were Not Sure How Large They Would Be

At the time of the survey, SMBs expected tariff increases for most US trading partners, particularly China and
other Asian countries, but they were uncertain about the ultimate size of the tariffs. Figure 1 shows the
distribution of expected US tariffs for major US trading partners: Canada, China, Mexico, other Asian
countries, and European countries.

Figure 1: Tariffs Expected by US Importing and Non-importing SMBs

By Country or Group of Countries, 2024:Q4
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(c) Canada (d) Other Asian Countries
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Note(s): Each panef shows firms’ expected average toriffs for imports from a US trading partner or group of trading partners, The horizontal axis indicates the size (in percentages) of
potential tariffs on each of ihe three countries. The vertical axis ingicates the percentage of nen-importing or importing US small or medium-sized business (SAMBs) that, according e
the 2024:Q4 survey of US SMBs, expected o tariff of that size. The green shaded areas represent a tariff in the 10-14 percent range. The purple shaded areas represent a tariff in the
25-28 percent range.

Source(s): Authors’ calculations using dato from Morning Consult

While the survey responses varied widely—potentially reflecting firms’ uncertainty about policy changes—on
average, SMBs at the time of the survey (as noted, at the end of 2024:Q4) expected new tariffs on imports
from China of about 20 percent (panel a), 15 percent on imports from Mexico (panel b), close to 13 percent

Federal Reserve Bank of Boston | bostonfed.org



Current Policy Perspectives | 25-7 | Small and Medium-sized Businesses’ Expectations Concerning Tariffs, Costs, and
Prices

on imports from Canada (panel c), 15 percent from other Asian countries (panel d), and 14 percent from
European countries (panel e).

Notably, as our analysis further shows, while the average expected tariff was higher than the existing levels at
the turn of the year, almost 40 percent of SMBs expected that tariffs would ultimately be 10 percent or less
across all US trading partners, and nearly one-fifth anticipated that they would be 5 percent or less, reflecting
a wide range of expected tariffs across firms.

The firms were also asked to state the minimum and maximum tariffs that they expected, allowing us to
gauge their uncertainty about future trade policy decisions. As Figure 2 shows, there was a positive
correlation between SMBs’ uncertainty—represented by the size of the range of possible tariffs (the vertical
axis)—and the expected size of tariffs (the horizontal axis): The SMBs that expected the highest tariffs were
also the most uncertain about their size.

Figure 2: Correlation between SMB Uncertainty about Tariffs and Expected Tariffs
Importers and Non-importers, 2024:Q4

Tariff Range (Percentage Points)
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Notefs): Firms' uncertainty about toriffs is represented on the vertical axis by the ronge of possible tariffs thighest minus lowest, in percentage points). The average tariff that firms
expect is shown on the horizontal axis (in percentages). The points répresent average values of each variable within equally sized groups of firms. The resufts indicate that among
either imparters or non-importers, the firms that expected the highest tariffs were also the most uncertain about their size.

Sourcefs): Authors’ colcuiations using data from Morning Consult,

Importers Expected Cost Increases; Non-importers Did Not

The survey’s randomly assigned tariff scenarios—tariffs of 10 percent, 25 percent, or 10 percent but with high
uncertainty—Iled to different responses from the SMBs, particularly among the importers, which make up
about 17 percent of our sample. We use this exogenous variation to study how firms expected tariff changes
to causally affect their unit costs and other outcomes.

To start with, we examine the effect of expected tariffs on the likelihood that firms reported higher expected
costs. Figure 3 shows that SMBs that import goods or services were significantly more likely than non-
importing SMBs to have reported that they expected cost increases as a result of tariffs. Importers that were
presented with any of the three tariff scenarios were close to 50 percentage points more likely to report that
they expected cost increases over the following year compared with importers in the control group. We do not
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find that result among the firms that do not import. In fact, under the 25 percent tariff scenario, non-importing
firms actually tended to be significantly less likely to expect cost increases.

Figure 3: Effects of Tariff Scenarios on Probability of Expected Cost Increases
Importers and Non-importers, 2024:Q4

Treatment Effects on Probability of Cost Increases (Percentage Points)
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Sourcefs): Authors’ calcuiations using data from Morning Consult.

Figure 4: Quantitative Cost Effects of Tariff Scenarios
Importers and Non-importers, 2024:Q4

Treatment Effects on Cost Changes (Percentage Points)
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Sourcefs): Authors’ calculations using data from Morning Consult.

Figure 4 further shows that under any of the tariff scenarios presented to survey participants, importers
expected their costs would be more than 1.5 percentage points higher in one year. By contrast, firms that do
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not import expected their costs to decline as a result of tariffs, particularly after longer periods; non-importers
presented with the scenario of 25 percent tariffs expected their costs to be as much as 3.6 percentage points
lower after two years.

The reason for this expected decline in costs is unclear. One of many potential explanations could be that, at
the time of the survey, non-importing firms believed tariffs could reduce aggregate demand and therefore
ease price pressures on inputs such as raw materials or labor costs. Another may be that the non-importers
perceived that tariffs would improve business conditions in the United States in general, for instance, by
favorably affecting costs.

Importers Expected to Pass Through Cost Increases into Prices
over the Next Two Years

We take our analysis a step further and measure the degree to which SMBs expected tariffs to pass through
to their customers through higher prices. As with costs, we first examine the effect of each tariff scenario on
whether firms expected price increases. Figure 5 shows that, relative to the control group, importers were
more likely to expect price increases under each tariff scenario. However, unlike with costs, for which they
anticipated increases in the first year of new tariffs, importers expected price increases only after two years.

Figure 5: Effects of Tariff Scenarios on Probability of Price Increases
Importers and Non-importers, 2024:Q4
Treatment Effects on Probability of Price Increases (Percentage Points)
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Source(s): Authors' calculations using data from Morning Consult,

In general, tariffs had very little effect on whether non-importers expected prices to increase. In fact, non-
importers who were presented with the 25 percent tariff scenario where less likely than the control group to
expect price increases.

Figure 6 quantifies the two-year expected price changes and shows a range of effects depending on the tariff
scenario. With 10 percent tariffs, importers expected prices to increase an additional 5 percentage points over
the next two years. Taken together with the cost estimates from the preceding section (3.6 percentage point
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increase with the 10 percent tariffs), this finding implies that importers expected a more-than-complete pass-
through of costs into their customers’ prices in this scenario.

Figure 6: Quantitative Price Effects of Tariff Scenarios
Importers and Non-impoerters, 2024:Q4

Treatment Effects on Price Changes (Percentage Paints)
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Huber weighted regressions.

Sourcefs): Authors’ calculations using data from iMorning Consult.

In the 25 percent tariff scenario and the 10 percent but uncertain tariff scenario, importers expected prices to
rise but not as sharply as in the 10 percent tariff scenario. Their expectations imply a partial pass-through of
tariffs to their customers and could reflect expected lower demand in the economy due to several possible
factors, including high tariffs.

Non-importers who were presented with the 25 percent tariff scenario expected prices to decline about 1
percent as a result of tariffs, whereas non-importers who were presented with the other tariff scenarios did not
expect prices to be affected by tariffs.

Endnotes

1. Throughout this article, we refer to importers as businesses that state either that they only import or
that they both export and import when asked in the survey, “Does your business export goods or
services to another country or import goods or services from another country?”

2. This finding is consistent with findings in Abel, Deitz, and Hyman (2025), who show that firms that
account for large shares of US imports expected greater cost increases from the imposition of
additional tariffs.

3. This finding is consistent with media reports on how tariff increases could affect consumer prices.
See, for example, Jaewon Kang and Lily Meier, “Target, Best Buy Warn US Consumers of Tariff
Price Hikes,” Bloomberg News, March 4, 2025.

4. See http://morningconsult.com.
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