Diageo faces rising costs from US tariffs despite UK trade deal
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The rising cost of a pint of Guinness is set to become a reality as British drinks giant Diageo confronts an estimated £111 million impact from US tariffs. This predicament emerges despite the UK government securing a trade deal with Donald Trump's administration. Diageo, known for its extensive portfolio that includes Guinness, Smirnoff, and Johnnie Walker, notified its stakeholders about the 10% baseline tariff on imports that will adversely affect one of the UK's leading export sectors.
Diageo's Chief Executive Debra Crew stated that the company has no plans to divest Guinness, asserting a commitment to its flagship brand despite the looming financial strain. The new tariffs are particularly troublesome for Johnnie Walker—recognized as Scotch whisky and therefore restricted to production within the UK—making it vulnerable to price adjustments. The company recently enhanced its marketing efforts through a partnership with Netflix, promoting limited-edition bottles associated with the hit series "Squid Game." This move may be an attempt to bolster sales amidst the challenging economic landscape.
While the expected tariff rates have cast a shadow over Diageo's financial outlook, there is a semblance of relief as initial fears about a more substantial 25% tariff on Mexican spirits have not materialized. This outcome is significant, particularly because 45% of Diageo’s sales in the US are reliant on imports from Mexico and Canada, including popular brands such as Don Julio tequila and Crown Royal whisky. The company remains under scrutiny amidst criticisms aimed at Keir Starmer's trade agreements that appear to favour the automotive sector while neglecting key exporters like Diageo.
In a strategic response to evolving market conditions, Diageo has initiated a $500 million cost-saving programme, set to be realised by 2028. This initiative is a direct reaction to prolonged sales declines, designed to enhance annual free cash flow to $3 billion and reduce company debt. Notably, the estimated annual impact from US tariffs has seen revisions, dropping from an earlier $200 million forecast to $150 million. This adjustment follows a reprieve from initially threatened higher tariffs on Mexican tequila and Canadian whisky.
Global market trends present further complications for Diageo. A recent report indicates that the broader alcohol industry faces significant challenges, with tariffs prompting increased consumer prices, potentially affecting job stability on both sides of the Atlantic. Early estimates suggested that if implemented, tariffs could lead to steep declines in sales, job losses, and brands disappearing from bar menus. Fortunately, many major producers’ shares remained stable in light of avoided harsher tariffs, suggesting cautious optimism within the sector.
Despite an overall increase in organic sales of 5.9% reported in its recent trading statement, there is a palpable tension as Diageo navigates shifting consumer demand and heightened scrutiny from investors. The alcoholic beverage industry is grappling with fears of a long-term decline akin to that faced by tobacco. Analysts point to the importance of Diageo’s agile, digitally driven global model, intended to ensure that its financial foundations remain robust amid ongoing trade uncertainties.
As Diageo strives to manage its responses to external pressures, the delicate balance between maintaining brand loyalty and adjusting to rising costs exemplifies the resilience required in today’s shifting economic landscape. The impacts of tariffs on the drinks industry, while concerning, may also push players like Diageo to innovate and adapt in ways that could redefine their market strategies.
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