Tariffs 101: The basics
What are tariffs?




Tariffs are taxes imposed by a government on goods and services imported from other countries. They are usually calculated as a percentage of the value of the product and
represent an extra cost added to foreign products when they enter the country.
Importing businesses pay tariffs to their own government agencies such as those who oversee trade and customs
enforcement.
However, the cost of tariffs is often passed down the supply chain. Importers may raise prices to cover the tariff costs,
which means businesses and consumers ultimately bear the financial burden through higher prices on imported goods
(Figure 5).
Why do governments impose tariffs?
Governments use tariffs for several reasons:


To raise government revenue – tariffs provide a source of income for governments.

To support domestic industries and reduce trade imbalances – tariffs help protect local
[image: ]	businesses from international competition and
		reduce the demand for imported goods.

As a bargaining tool in trade negotiations
– governments use tariffs as leverage to influence trade discussions or to apply
pressure in diplomatic matters.

For example, the US administration has
justified imposing tariffs on Canada, Mexico, and China to pressure foreign governments into addressing illegal immigration and drug
trafficking, while also addressing the size of the country’s trade deficit.

What are the impacts of US tariffs on its economy?





Tariffs can provide benefits to US industries by reducing
foreign competition. With imported goods becoming relatively more expensive, demand for domestic products may rise,
enabling local industries to grow and boost production.
However, US industries that depend on global supply chains for imported materials and components may encounter
increased production costs due to higher prices for these
imports. If these elevated costs are passed on to consumers, the prices of locally produced goods could also rise.
Additionally, the US is likely to face retaliatory tariffs
from trading partners, as observed very recently, further complicating the economic landscape.
What are the impacts on the economies facing US tariffs?
The impact of tariffs on the economies they are imposed on may be substantial. Targeted industries in the affected
countries experience reduced export demand, as their goods become comparatively more expensive in the importing
nations. This leads to decreased sales and a loss of
market share, with consumers favouring cheaper domestic
alternatives (Figure 5). The extent of this decline depends on the price elasticity of demand – how much buyers alter their import purchases in response to higher prices. This effect
may be less pronounced if domestic alternatives are scarce or brand loyalty is strong.
The overall impact also hinges on how reliant the economy
is on exports, particularly to the country enforcing the tariff. For instance, exports account for 33 percent of Canada’s GDP, with 20 percent specifically tied to trade with the US.
Industries in tariff-affected nations often adjust their strategies by seeking alternative markets with more
favourable trade conditions. However, entering new markets is challenging, as it involves overcoming regulatory hurdles, logistical complexities, and distribution costs. Establishing
new supply chains requires significant time and investment, and pre-existing competition in these markets can further
complicate efforts.
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US importers pay tariffs to US treasury and face higher costs
US dollar appreciates, New Zealand dollar weakens
New Zealand exports become more expensive for US importers
Other factors at play may
counteract USD appreciation
US importers (partly/fully) absorb the tariffs and
their profits fall
US importers pass costs on to US consumers
Favours US imports (New Zealand exports) but hurts US exports (New Zealand imports)
New Zealand exporters lower their price
(and margin) to remain competitive
New Zealand exporters partly or fully pass down price to US importers
US customers continue to buy (now pricier) imports
US customers switch to more expensive domestic products
US exports further hit if other countries retaliate with their own tariffs
New Zealand businesses continue to export to the US
New Zealand exporters reduce their exports to the US (from lower
US demand)
US consumers reduce their spending
Potential reduced demand for
New Zealand’s exports
New Zealand businesses may be able to redirect (some) exports to other markets
Trade escalation
US producers reduce their investment
Decrease in global		 growth and global
demand
Profit margins of New Zealand exporters
may decrease
US imposes unilateral tariffs on New Zealand imports (and other countries)
Figure 5: US tariffs are likely to trigger a wide range of direct and flow-on effects
Source: MPI.
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US impacts of tariffs	Global impacts of tariffs	New Zealand impacts of tariffs

US trade policy could impact New Zealand’s economic performance and exports
In 2024, the US overtook Australia to become New Zealand’s second-largest export destination. Total exports to the US reached $9.0 billion. For the year to 30 June 2024,
New Zealand’s food and fibre sector exports to the Unit Standards reached $6.5 billion, accounting for 12 percent of the sector’s total exports, with key contributions from dairy, red meat, and wine (Figure 6). US importers paid an estimated $86 million in duties on those exports.
The recently imposed 10 percent tariff on New Zealand exports is expected to add an estimated $618 million in additional duties on New Zealand’s food and fibre sector exports to the US, excluding forestry products.
The direct impact of tariffs on New Zealand is expected to be relatively limited, as they affect only a small portion of the country’s global trade, primarily in the meat, dairy, and wine sectors. The export sector will still be able to trade with the US and given that tariffs are generally comparable to or lower than those imposed on other countries, New Zealand is likely to remain competitive. New Zealand’s food and fibre sector may redirect some exports to alternative markets, negotiate prices with US buyers, or even benefit from niche advantages due to higher tariffs affecting other countries.
However, certain companies within the export sector may feel the impact of the tariffs more acutely.  For example, under the USMCA, Canada and Mexico are exempt from the 10 percent tariff on certain products, including dairy. As a result, dairy products from Canada enter the US tariff-free, placing New Zealand dairy exporters at a competitive disadvantage, as they are subject to MFN tariffs along with an additional 10 percent.
On the other hand, US tariff policy could lead to lower growth in the US and its trade partners, leading to reduced demand for New Zealand’s exports. While the exact impact is unclear, many Asian economies, which account for 70 percent of New Zealand's international trade, could face tariffs as high as 46 percent (Figure 2) if the proposed reciprocal tariffs take effect after the 90-day pause ends on 9 July.9 This may result in slower growth in the region, reducing demand and dampening New Zealand’s export performance. 
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