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On August 22, 2026, new U.S. Section 338
tariffs of 50% took effect on a targeted list
of Canadian exports after last-minute trade
talks between Washington and Ottawa broke
down. This is the most sweeping tariff action
taken against Canada to date, and Canada
has responded with its own dollar-for-dollar
counter-tariffs (to be effective after Labour
Day in September).

Despite the severity of the headlines and
the uncertainty it creates, at this moment
the core trade relationship between the two
countries remains largely intact. Below is a
summary of what the tariffs cover, why most
trade remains protected, and where the
impact is concentrated.

MOSTTRADE REMAINS TARIFF-FREE

More than 80% of Canadian exports to the
U.S. continue to cross the border duty-free
under the Canada-United States-Mexico
Agreement (CUSMA). The new measures apply
to roughly 500 specific product categories,
representing only about 5% of total Canadian
exports to the U.S. The Canadian value-
added content of the newly tariffed goods
amounts to just 0.4% of Canadian GDP and
employment — a contained impact rather than
an economy-wide shock.

Canada's average effective tariff rate will

rise from around 3% to roughly 6%, as shown
below. Canada is no longer the lowest-
tariffed major U.S. trading partner — Mexico
now holds that position at about 3.5% — but
Canada's rate still sits below the U.S. world
total (~6.5%), the Euro area (~7.2%), South
Korea (~7.3%), India (~8%), Japan (~9.8%), and
China (~20.5%). Many newly tariffed goods
will likely stop being traded altogether rather
than absorb the 50% cost, which should limit
the realized increase in the effective rate —
though the cost to affected exporters is real.

CUSMA REMAINS IN FORCE

CUSMA does not expire for another decade,
and nothing in the current dispute changes
that. The agreement requires ongoing
negotiations before its expiration, and further
tariff threats may continue to surface during
that process, but the framework and its
exemptions for the large majority of Canadian
trade remain in place. This CUSMA exemption
has survived multiple prior waves of U.S.
tariff activity, and the broader U.S. Section
301 exemption list has actually grown over
time, now covering more than half of all U.S.
imports. History suggests trade measures like
this have often been narrowed or dropped in
the following weeks, though the collapse of
talks makes the near-term path less certain
than in past episodes.
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Figure 1: Average U.S. Effective Tariff Rate by Country
INDUSTRIES MOST AFFECTED PROVINCES MOST EXPOSED
* Electronics — the largest category by value,  « British Columbia — hardest hit, with over
over $4B (USD), including electrical boards 13% of U.S.-bound exports affected (notably
and controllers wood and paper)
» Plastics — bottles, floor coverings, and * Quebec — roughly 10% of exports affected,
household items, roughly $3B (USD) compounding existing steel and aluminum
« Alcohol and beverages — Canadian whisky  tariff pressure
brands, vodka, beer, and wine, about * Ontario — meaningful exposure through
$900M (USD) electrical machinery and furniture

* Hockey equipment — sticks and gloves manufacturing

from Canadian-based production * Alberta and Saskatchewan — minimal

« Dairy — milk, cream, and powdered exposure, about 1% of exports affected

products (cheese is excluded)

* Motorcycles and select auto components LOOKING AHEAD

steel, appliances, agricultural equipment,

pulp and paper, and electronics. Notably,
Canada is a net importer from the U.S. in

the specific categories targeted (about $23B
Unlike prior tariff rounds, there is no CUSMA ' USD in imports vs. $20B USD in exports in
carve-out for these specific goods, and U.S. 2025), giving Canada some room to redirect
importers can generally source alternatives  trade within North America, though integrated
more easily than Canadian exporters can supply chains mean the transition will carry
find new markets. real costs on both sides.

Furniture, wood products, paper, clothing,
honey, essential oils, pet products,
construction materials, and smartphones
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Targeted fiscal support is seen as the more likely
policy response to the sectors directly affected.
Ongoing trade unpredictability continues to
weigh on business confidence more broadly,
even outside directly affected sectors.

OVERALL CONCLUSION

These tariffs and the reactions to them mark
a serious, and concentrated escalation for
specific industries and provinces, but at this
time they do not fundamentally alter Canada's
broader trade position. Canada's overall tariff
burden remains competitive globally. What
happens next and whether we slide into
further escalation is the real concern.

The important thing to watch will be the
continued back-and-forth between the
leaders of the two countries, which is likely to
remain a source of uncertainty.
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