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Tariffs 
 
Tariffs or duties are simply a tax imposed by governments on goods imported into their country.  These 
are generally applied to protect domestic industries from cheaper imports.  This can be done to help 
domestic industries establish themselves, particularly in developing economies.  They can be applied 
to neutralize the effects of natural pricing advantages other countries may have.  They are often applied 
in the case of products or industries that are strategically important to the security or stability of the 
importing country’s economy.  Tariffs are also used to prevent what is known as dumping, wherein one 
country’s products are offered in another country below cost of production or where the exporting 
country is subsidizing its own domestic industry. 
 
Since the end of World War II the world has generally been working towards freer international trade 
leading to lower tariffs.  This has permitted higher levels of specialization around the world, applying 
natural regional advantages, encouraging economies of scale and fostering rapid technological 
advancement.  This has provided consumers everywhere with relatively cheaper goods, thus increasing 
their standard of living. 
 
 
North American Free Trade Agreement (NAFTA) 
 
The North American Free Trade Agreement (NAFTA) came into effect in 1994, incorporating Mexico 
into the Canada – United States Free Trade Agreement, negotiated in 1987.  These deals reduced tariff 
and non-tariff trade barriers between the countries and lead to an expansion of trade between the 
countries. 
 
U.S. President Donald Trump had threatened to cancel NAFTA (something that would require 
congressional approval) and has undertaken to renegotiate the deal.  He has said he aims to reduce 
the trade deficit in goods with Canada and Mexico.  However, when measuring trade in goods and 

services, The U.S. has a small surplus with Canada and a large deficit with Mexico.  A number of 
issues remain unresolved.  Negotiations are on hold at the moment, mostly due to scheduling issues.  
Most observers expect a deal to eventually be reached. 
 



 
 
 
 
Global Trade Tensions 
 
U.S. President Trump is using his powers to apply tariffs under section 232 of the U.S. Trade Expansion 
Act.  Nominally in the interest of “safeguarding national security”, he has applied 25% tariffs on steel 
and 10% on aluminum imported from Canada, Europe and other trade partners.  25% tariffs have been 
applied to a wide range of Chinese products.  All these countries have made proportional responses, 
applying similar tariffs to a wide range of American products starting with steel and aluminum but 
extending in some cases to things like bourbon, maple syrup and soy beans.  Mr. Trump is investigating 
the possibility of imposing 25% tariffs on imported automobiles.  He has expressed high level concerns 
about Mexican wages, Canadian supply management, European auto tariffs and Chinese theft or co-
opting of intellectual property.  While Mr. Trump’s aggressive posturing can be taken as representing 
his unique negotiating style, the possibility of continued escalation of tariffs poses real threats to 
economic growth around the world, including in the United States. 
 
 
Investment Impact 
 
Despite widespread varying degrees of economic growth around the world in 2018 and tax-cut 
enhanced growth in the U.S., equity markets have stalled this year, in large part due to the uncertain 
global trade situation.  If the trade situation continues to deteriorate, equity markets could edge 
downwards.  The inflationary impact of the tariffs could potentially become an issue.  On the other hand, 
if these moves by the U.S. administration are steps on the way to revised trade agreements with 
Canada, Mexico, Europe and China, markets will likely respond positively to the signing of any new 
trade deal. 
 
We have been monitoring these developments closely and will continue to do so.  So far, we have 
concluded that no changes to our overall approach and asset mix is called for.  However, we are 
prepared to deal with additional developments should the situation warrant it. 
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