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Tariffs Q&A
 A resource for Canadian investors

What is a tariff?
A tariff is a tax or duty imposed by one country on goods imported from another country. Tariffs are typically intended 
to protect domestic industries by making imported goods more expensive. This encourages consumers to buy local 
products and can incentivize manufacturers to relocate production domestically to avoid tariffs. However, tariffs can also 
lead to retaliatory measures from trading partners and may increase costs for businesses and consumers.

Why do governments impose tariffs?
Governments impose tariffs for several reasons:

•	 Protecting local industries: Tariffs can help shield domestic companies from foreign competition.

•	 Negotiation tool: Tariffs can be used as leverage in trade negotiations to encourage other countries to modify their 
trade policies or reduce their own tariffs.

•	 Raising revenue: Although less common in modern economies, tariffs can generate government revenue.

How can tariffs affect the Canadian economy?
Tariffs can have both direct and indirect impacts on Canada:

•	 Exporters: While a tariff imposed by the U.S. government affects Canadian goods, Canadian exporters themselves 
do not pay additional taxes. Instead, U.S. importers pay a tax to receive the goods, which increases the cost for U.S. 
consumers. If these goods become too expensive, U.S. demand for Canadian exports may decline.

•	 Supply chains: Many Canadian companies depend on imports (e.g., raw materials, components). If tariffs increase 
costs, those costs might be passed on to customers.

•	 Consumer prices: Higher import costs can lead to higher retail prices for goods, which can affect consumer 
spending patterns.

•	 Investor sentiment: Heightened trade tensions can create market uncertainty, potentially affecting investor confidence.

It’s important to note that tariffs may weaken the Canadian economy, leading to possible measures such as fiscal and 
monetary stimulus which may weaken the Canadian dollar relative to the U.S. dollar.

Are there specific sectors in Canada that are more vulnerable to tariffs?
Industries that rely heavily on cross-border trade, such as steel, aluminum, automotive, lumber and agriculture, are more 
exposed to tariffs. For example, if steel or aluminum faces new or increased tariffs when entering the U.S., affected 
companies may see higher costs or declining sales. The extent of the impact, however, can vary, depending on factors 
such as company size, diversification of export markets and ability to pass on costs to customers.

How do tariffs impact investment portfolios?
Tariffs can introduce short-term volatility in equity and fixed income markets:

•	 Equity markets: Companies with global supply chains or heavy reliance on exports may see sharper price swings.

•	 Fixed income markets: Trade tensions could influence central bank policies and interest rates, indirectly affecting 
bond yields.

•	 Currency fluctuations: Tariffs can affect exchange rates, which may, in turn, affect the performance of Canadian-dollar 
investments or U.S.-denominated holdings.

It’s important for investors to consider the role of diversification and a longer-term perspective rather than reacting to 
short-term news.
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How might tariffs affect consumer spending and inflation?
When tariffs make imported goods more expensive, businesses might pass on some or all of these additional costs to 
consumers. This can lead to higher prices in certain categories, contributing to inflationary pressures. Over time, if prices 
remain elevated, consumers may reduce discretionary spending, which can slow overall economic growth.

Are tariffs permanent, or can they be changed or removed?
Tariffs can certainly change over time. They may be lifted or adjusted if trade negotiations improve, if economic priorities 
shift, or if new trade agreements supersede existing duties. Since tariffs are part of broader trade policies, they can evolve 
with changing political and economic conditions. Advisors often remind investors that trade tensions and tariff rates can 
fluctuate unpredictably.

How does Canada typically respond to tariffs?
Canada may respond with

•	 Diplomatic efforts: engaging in negotiations to remove or lower tariffs.

•	 Retaliatory measures: imposing tariffs on goods from the country that initiated the tariff. This is done to encourage a 
resolution but can escalate trade tensions.

•	 Industry support programs: providing relief or financial assistance to industries heavily affected by tariffs.

The specific response depends on government policy decisions and the broader economic environment.

Could tariffs lead to a recession or broader market downturn?
Tariffs alone do not usually trigger a recession, but they can contribute to broader economic headwinds, especially if they 
lead to a significant decline in trade activity and stoke uncertainty among businesses and consumers. Market sentiment 
can shift quickly if tariffs become part of a larger pattern of trade barriers and retaliations.

How can investors manage the risks associated with tariffs?
Though each investor’s situation is unique, some common strategies include

•	 Diversification: holding a well-balanced portfolio across different asset classes and regions to mitigate concentrated risks

•	 Staying informed: monitoring policy changes and economic indicators that can hint at how tariffs may affect markets

•	 Long-term perspective: focusing on long-term goals instead of reacting to short-term market movements or 
headline news

•	 Professional guidance: working with a qualified financial advisor who can provide context for how tariffs might impact 
your overall financial strategy

Will tariffs affect currency exchange rates?
Yes, they can. Heightened trade tensions may cause investors to seek perceived “safe haven” currencies or reduce 
exposure to currencies of countries directly involved in disputes. For instance, if tariffs negatively affect Canadian export 
revenues, there could be downward pressure on the Canadian dollar, although exchange rates are also influenced by 
factors such as global demand for commodities and interest rate differentials. 

How do tariffs fit into overall market volatility?
Tariffs are one of many factors that can drive volatility. Other factors include economic data releases, corporate earnings, 
central bank decisions, global events and changes in government policy unrelated to trade. Tariffs can magnify volatility, 
especially if they trigger broader trade conflicts or uncertainty among businesses and consumers.
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Commissions, trailing commissions, management fees, brokerage fees and expenses may be associated with investments in mutual funds and ETFs. Please 
read the mutual fund’s or ETF’s prospectus, which contains detailed investment information, before investing. Mutual funds and ETFs are not guaranteed. 
Their values change frequently, and investors may experience a gain or a loss. Past performance may not be repeated.
Certain statements in this commentary may contain forward-looking statements (“FLS”) that are predictive in nature and may include words such as “expects”, 
“anticipates”, “intends”, “plans”, “believes”, “estimates” and similar forward-looking expressions or negative versions thereof. FLS are based on current 
expectations and projections about future general economic, political and relevant market factors, such as interest and assuming no changes to applicable tax 
or other laws or government regulation. Expectations and projections about future events are inherently subject to, among other things, risks and uncertainties, 
some of which may be unforeseeable and, accordingly, may prove to be incorrect at a future date. FLS are not guarantees of future performance, and actual 
events could differ materially from those expressed or implied in any FLS. A number of important factors can contribute to these digressions, including, but 
not limited to, general economic, political and market factors in North America and internationally, interest and foreign exchange rates, global equity and 
capital markets, business competition and catastrophic events. You should avoid placing any undue reliance on FLS.  Further, there is no specific intentional 
of updating any FLS whether as a result of new information, future events or otherwise.
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