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Tariffs Go Live: Implications for U.S. Retailers

Executive Summary:

The tariff policies proposed in late 2024 are no longer theoretical. As of April 2, 2025, the United States has officially
implemented a sweeping "Liberation Day" tariff regime, including a 10% universal tariff on all imports, a 25% tariff on
imported autos, and a suite of "reciprocal" tariffs targeting countries like China (54%), Vietnam (46%), Japan (24%), and
the EU (20%). For U.S. retailers, especially in discretionary categories, this marks a new phase of operational and margin
risk. Market reaction was swift: the S&P 500 fell 3.7% on the day of the announcement, and retail equities
underperformed broadly. Another unintended consequence was the value of the U.S. dollar weakened against other
currencies as investors became worried about slower economic growth.

What Changed Since December:

The finalized tariffs mirror the more aggressive scenario anticipated late last year. While the universal baseline is 10%,
the country-specific add-ons create real pain points for category-heavy imports. Apparel, footwear, toys, furniture,
appliances, and electronics will all feel the impact, particularly goods sourced from China and Vietnam. The finalized
framework notably did not exempt core consumer categories, meaning nearly every retailer with an overseas supply
chain is affected. However, as of the moment, pharmaceutical products were exempted as well as most grocery items
imported from Canada and Mexico.

De Minimis Loophole Closed:

Retailers as a whole face headwinds with the new tariffs, but one point of relief is the closure of the de minimis
exemption for shipments from high-tariff jurisdictions like China. Previously, fast-fashion and discount e-commerce
platforms such as Temu, Shein, and TikTok Shop were able to ship small-value packages (under $800) directly to U.S.
consumers without paying import duties. That exemption has now been nullified. These companies must now pay the
same import duties as traditional retailers, effectively narrowing their pricing advantage and partially leveling the
playing field.

Retailer Exposure and Strategic Response:

Retailers with heavy exposure to Chinese and Southeast Asian sourcing are in the most precarious position. Apparel
chains, dollar stores, and electronics retailers will face the dual threat of higher input costs and weaker consumer
demand. Fearing the tariffs that are now in place, many retailers pulled forward inventory into 1Q. Some, like Walmart
and Target, have made strides in diversifying their sourcing base (with Mexico, India, and Latin America becoming larger
nodes), while others are more vulnerable.
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Some retailers had already begun reshoring or nearshoring efforts following the last rounds of tariffs and in anticipation
of the latest changes. Companies with existing distribution hubs in Mexico or Central America will benefit from shorter
supply chains and the continued tariff-exempt status under USMCA (US — Mexico-Canada Agreement). However,
shifting entire vendor bases is a slow and expensive process, and many retailers remain in the midst of this transition.
Additionally, one area of retail that might benefit from tariffs is the resale market.

Retail executives have begun weighing in:
o '"Tariffs at this level will result in price increases," said Best Buy CEO Corie Barry.

e Kristy Chipman, CFO of Five Below, stated, "We've navigated tariffs before. However, the breadth and
magnitude of the recently announced tariffs are significant given that approximately 60% of our total cost of
goods are imported from China."

e Walmart is reportedly pressuring Chinese suppliers to reduce prices by up to 10% to offset rising import costs.

e Dollar General CEO Ted Vasos noted the company is "well-positioned to mitigate the impact in 2025" but
acknowledged pricing strain is likely if tariffs persist.

e Macy’s said that its 1Q inventories are in good shape at tariffs would have no impact, and that it has “worked
hard to create a flexible supply chain that allows us to mitigate the impact from potential disruptions to global
trade and tariff activity.”

Competitive and Margin Implications:

The pricing advantage that ultra-low-cost DTC players enjoyed is now eroded, which could ease margin pressure on
traditional retailers in categories like fast fashion and accessories. However, the broader environment remains
challenging. Tariffs introduce cost pressure at a time when the consumer is already stretched by inflation, student loan
repayments, and tighter credit.

Retailers are faced with tough choices: absorb the cost, cut SKUs, push into private label, or raise prices and risk volume
loss. Those with strong private label infrastructure (e.g., Costco, Target) or advantageous economies of scale (e.g.
Walmart, Costco, Kroger, Aldi) are best positioned to defend share.

Big Picture Outlook:

The new tariff structure represents a significant shift in U.S. trade policy with direct implications for retail cost structures.
While there is potential for negotiation or selective easing— analysts suggest tariffs may serve as leverage in trade
talks—retailers cannot afford to wait. Meanwhile, early counter-tariff threats have emerged from
China and the EU, with warnings of reciprocal duties on U.S. agricultural goods, apparel, and
automotive exports.

Supply chain resilience, cost flexibility, and pricing power are the new differentiators. If the tariff

era continues, retailers will likely face significant demand and margin pressures, with smaller

players lacking scale being the most vulnerable to losses. Taylor Ricketts
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