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Negotiations to stave off another round of US tariffs on Canadian goods, in this case a 50% tariff on roughly 5% of 
Canada's exports, broke down on Friday night, as the two sides were unable to find common ground on a deal to forestall 
those tariffs, and soften some existing levies and trade irritants.  The new tariffs were threatened a month ago on claims 
that Canada was discriminating against American goods relative to the treatment of other imports. But most of these 
claims related to measures Canada took in retaliation to sectoral tariffs imposed by the US in 2025, as these US tariffs 
were in violation of the Canada-US-Mexico trade deal.  
 
With talks breaking down, tariffs will go up immediately on those targeted Canadian exports, but also on US exports to 
Canada, with Prime Minister Carney announcing that he will levy an equivalent tariffs in response. But US Trade 
Representative Greer had warned that the US would "not tolerate" new Canadian countermeasures, which raises the risk 
that it will respond with still further tariffs on Canada. The net impacts on our forecast are, at this point, still in flux, as for 
reasons we outline below, there are important elements of the story that will only emerge in the coming weeks. 
 
Economic Implications: Deep for the affected companies, not yet clear for the economy overall 
 
The new US tariffs will deeply affect Canadian exporters in the targeted sectors, which include electronics, wood products, 
furniture, plastic products, paper products, machinery and more.  A 50% tariff could well represent an insurmountable 
barrier for their ability to reach the US market. The direct impact hits shipments worth roughly 0.9% of Canadian GDP, but 
after stripping out their import content, even assuming these shipments drop to zero, that would reduce Canadian GDP by 
about half a percentage point. Since many of the affected industries are populated by small and medium sized, labour 
intensive firms, the hit to employment would likely be a bit larger. That, however, isn't the full story here, as there are 
plusses and minuses to consider.  
 
On the negative side, our existing forecast had assumed that while a return to free trade was never in the cards, the US 
might offer at least a moderate dose of relief from reductions in tariffs on metals and autos, both of which had already 
been discussed with the US in an earlier set of talks. Failing to reach such a deal today doesn't preclude it from being part 
of additional negotiations ahead of CUSMA, but it does signal that the US side isn't as flexible as we hoped. Our 
expectation for such a deal rested on a judgement that it was in the US interest to pare back these tariffs. Tariffs on 
Canadian aluminum were increasing costs for US businesses without stimulating much in the way of additional US 
supplies, steel tariffs were having the same impacts on steel-consuming sectors, and other countries were already facing 
lower metals tariffs on exports to the US. Canadian tariffs on US vehicles threatened to do damage to US production that 
would offset benefits to US plants from reducing imports from Canada.  
 
But the other additional negative is that this story is not yet over, in terms of a further escalation of tariffs on Canada. The 
Trump administration could opt to retaliate to Canada's retaliation to the US tariff that went into effect on midnight Friday, 
and therefore we could find ourselves looking at a dent to other Canadian exports. More broadly, an escalating trade war 
will be a negative for business sentiment, and run counter to our assumption that the worst economic hit would be behind 
us soon. If we wanted to find a silver lining in that scenario, it's that ratcheting up the pressure on exporters in both 
directions might help push the parties to get back to the negotiating table.  

http://economics.cibccm.com/
mailto:avery.shenfeld@cibc.ca


 
On the side of cushioning these impacts, the Prime Minister has promised financial assistance to companies and workers 
in these sectors for as long as necessary, even beyond the end of the current US Administration. Canada's retaliatory 
tariffs will, where applicable, target US products that compete in Canada's home markets, helping the affected companies 
offset export losses with an increase in domestic market share. In other cases, the capacity freed up by a drop in exports 
will on its own incentivize Canadian companies to more aggressively seek out customers in Canada and non-US external 
markets, and the US actions are likely to reinforce a buy-Canada, travel-in-Canada sentiment among households on this 
side of the border.  
 
Moreover, the drag on growth could see the upcoming fall federal budget, and spring provincial governments, lean 
towards providing additional fiscal stimulus, as we saw in the prior Federal budget's response to 2025 tariffs. For 
monetary policy, the impacts are a bit more ambiguous, but on balance are likely lean to a delay in any tightening in policy 
in 2027, as slower growth would open up additional disinflationary slack.  
 
While Canadian retaliatory tariffs could work in the opposite direction, by boosting inflation, the previous retaliatory tariffs 
ended up only adding a few decimal places to the CPI at their peak impact, and were only a one-time lift to the price level 
as opposed to an ongoing source of inflation. We would expect a similarly minimal inflation impact in this case, and 
therefore, a potential for this trade-war escalation to keep interest rates low for longer if growth is negatively impacted. 
The Prime Minister has pledged to select items for retaliatory tariffs that have the smallest negative impact on consumers, 
likely by imposing tariffs on items where there are domestic or non-US-import substitutes, forcing US suppliers to absorb 
some of the tariff to remain competitive.  Note that the 2025 tariff rounds did not see the BoC lift interest rates to address 
the modest tariff contribution to inflation, and the drag on growth may well have encouraged the Bank of Canada to keep 
rates down even as energy prices lifted headline inflation.  
 
None of this will have a material impact on our call for Canadian real GDP growth to be a shade under 1% for 2026 as a 
whole. There's only four months left in the year, and some companies have rushed to ship inventories to US warehouses 
ahead of these tariffs in a way that will cushion their Q4 sales. Moreover, what we lose in Q4 growth looks to have been 
roughly offset by an upward surprise in Q2, with results due to be reported this week. But our forecast for 2% real growth 
in 2027, while resting on some larger capital projects getting underway and a reduced negative from housing, also 
factored in a modest dialing down of existing tariffs and an assumption of no further tariff increases. We might be more in 
the 1 1/2% range when we fine tune that call in the coming weeks.  
 
Where to From Here? 
 
It's important to remember that this story is far from over, and could either darken on an escalating trade war, or brighten if 
the two countries reach a rapprochement. We've already cited the risks of American retaliation to Canada's retaliation. But 
let's not forget that in February 2025, the White House announced a 25% fentanyl tariff on Canada (10% on energy) . 
That lasted only one day before it was postponed, and ultimately cancelled for the vast majority of Canadian exports that 
met the terms of the CUSMA trade agreement. When you tell a car dealer that you're not willing to take his last "best" offer 
and walk out the door, sometimes he rushes after you with a better offer.   
 
Even if that sort of quick turnaround isn't in the cards in this case, Canada, the U.S. and Mexico have trilateral talks ahead 
on their existing trade pact. That could create another opportunity to address these new impediments in exchange for 
dealing with some broader issues that the US side wants action on. But here too there is a risk in the other direction.  In 
his Q&A on Saturday, the Prime Minister seemed concerned about what these recent, failed talks revealed about the US 
willingness to reach a mutually beneficial CUSMA deal. For now, CUSMA is still important in providing protection against 
tariffs for most of Canada's US-bound exports. That said, these latest developments have undermined the confidence that 
Canadians will place in the American side's willingness to adhere to CUSMA provisions, since the new tariffs will hit goods 
that are in compliance with that treaty. 
 
Canada could also move away from trying to reach a grand bargain covering all of the affected sectors towards talks 
aimed at reducing some of the tariffs now in place. That might not have been politically acceptable on this side of the 
border up to this point, but might be an option now that its very clear that a comprehensive deal isn't achievable.  
 
American importers of Canadian goods hit by tariffs could also pursue legal action in the US that would challenge the 
authority under which the President imposed the new 50% tariff. The President relied on provisions in a 1930 trade act 
that had never been used in this fashion, and are therefore untested in the courts. Some legal analysts have said that the 
scale of the new US tariffs is excessive in size and sectoral breadth relative to what the legislation envisages. Moreover, 
that statute deals with tariffs on countries unfairly discriminating against US products relative to those of other countries. 
But most of what the executive action cited in that regard were measures applied to the US (and not to other countries) in 
retaliation for the US 2025 sectoral tariffs on Canadian autos, metals and lumber, a retaliation that is the typical tool when 



an existing trade agreement like CUSMA is violated by the other side. Should legal action succeed however, it would likely 
be after a drawn out process that required lower court rulings to be sustained all the way up to the Supreme Court.  
 
 

 

 

Disclaimer 

CIBC Capital Markets is a trademark brand name under which Canadian Imperial Bank of Commerce (“CIBC”), its subsidiaries and affiliates (including, without limitation, CIBC World 
Markets Inc., CIBC World Markets Corp. and CIBC Capital Markets (Europe) S.A.) provide different products and services to our customers around the world. Products and/or services 
offered by CIBC include corporate lending services, foreign exchange, money market instruments, structured notes, interest rate products and OTC derivatives. CIBC’s Foreign Exchange 
Disclosure Statement relating to guidelines contained in the FX Global Code can be found at www.cibccm.com/fxdisclosure. Other products and services, such as exchange-traded equity 
and equity options, fixed income securities and futures execution of Canadian securities, are offered through directly or indirectly held subsidiaries of CIBC as indicated below. 

Distribution 

This report is written by the economics team at CIBC Capital Markets and is not the product of a CIBC Capital Markets research department. This report is issued and approved for 
distribution: (a) in Canada, by CIBC World Markets Inc., a member of the Canadian Investment Regulatory Organization, the Toronto Stock Exchange, the TSX Venture Exchange and a 
Member of the Canadian Investor Protection Fund; and (b) in the United States, by either: (i) CIBC World Markets Inc. for distribution only to U.S. Major Institutional Investors (“MII”) (as 
such term is defined in SEC Rule 15a-6) or (ii) CIBC World Markets Corp., a member of the Financial Industry Regulatory Authority. U.S. MIIs receiving this report from CIBC World 
Markets Inc. (the Canadian broker-dealer) are required to effect transactions (other than negotiating their terms) in securities discussed in the report through CIBC World Markets Corp. 
(the U.S. broker-dealer). 

This report is provided, for informational purposes only, to institutional investor and retail clients of CIBC World Markets Inc. in Canada and does not constitute an offer or solicitation to 
buy or sell any securities discussed herein, including (without limitation) in any jurisdiction where such offer or solicitation would be prohibited.  

The distribution of this report in the United Kingdom is being made only to, or directed only at, persons falling within one or more of the exemptions from the financial promotion regime in 
section 21 of the UK Financial Services and Markets Act 2000 (as amended) (“FSMA”) including, without limitation, to the following: 

•      authorised firms under FSMA and certain other investment professionals falling within article 19 of the FSMA (Financial Promotion) Order 2005 (“FPO”) and directors, officers and 
employees acting for such entities in relation to investment; 

•      high value entities falling within article 49 FPO and directors, officers and employees acting for such entities in re lation to investment; and 

•      persons who receive this presentation outside the United Kingdom. 

The distribution of this report to any other person in the United Kingdom is unauthorised and may contravene FSMA. No person falling outside such categories should treat this report as 
constituting a promotion to them or rely or act on it for any purposes whatsoever. This report is distributed solely to eligible counterparties or professional clients and not retail clients as 
defined in point (8) of Article 2 of Regulation (EU) No 2017/565 as it forms part of UK domestic law by virtue of the European Union (Withdrawal) Act 2018. 

For all other jurisdictions, this report is distributed solely to institutional clients and not retail clients as defined by the applicable securities legislation and regulation to which CIBC Capital 
Markets may be subject in any jurisdiction. 

Miscellaneous 

This report does not take into account the investment objectives, financial situation or specific needs of any particular client of CIBC. Before making an investment decision on the basis 
of any information contained in this report, the recipient should consider whether such information is appropriate given the recipient’s particular investment needs, objectives and financial 
circumstances. CIBC suggests that, prior to acting on any information contained herein, you contact one of our client advisers in your jurisdiction to discuss your particular circumstances. 
Since the levels and bases of taxation can change, any reference in this report to the impact of taxation should not be construed as offering tax advice; as with any transaction having 
potential tax implications, clients should consult with their own tax advisors. Past performance is not a guarantee of future results. 

The information and any statistical data contained herein were obtained from sources that we believe to be reliable, but we do not represent that they are accurate or complete, and they 
should not be relied upon as such. All estimates and opinions expressed herein constitute judgments as of the date of this report and are subject to change without notice. 

This report may provide addresses of, or contain hyperlinks to, Internet web sites. CIBC has not reviewed the linked Internet web site of any third party and takes no responsibility for the 
contents thereof. Each such address or hyperlink is provided solely for the recipient’s convenience and information, and the content of linked third-party web sites is not in any way 
incorporated into this document. Recipients who choose to access such third-party web sites or follow such hyperlinks do so at their own risk.  

Unauthorized use, distribution, duplication or disclosure without the prior written permission of CIBC World Markets Inc. is prohibited by law and may result in prosecution. 

CIBC Capital Markets and the CIBC Logo Design are trademarks of CIBC, used under license. 

CIBC Capital Markets – PO Box 500, 161 Bay Street, Brookfield Place, Toronto, Canada  M5J 2S8 – Bloomberg @ CIBC 


