Manufacturing Outlook:
The Impact of New
Administration Tariffs

The implementation of tariffs by governmental administrations can be a tool to protect, even boost,
domestic industries, but they can also cause significant financial and operational difficulties to
downstream, and ancillary companies. The manufacturing industry and sub-industries are particularly
sensitive to the disruptive effects of tariffs as increased pricing ripple through each stage of the
manufacturing process with disruptions manifesting in various forms, such as increased costs, supply
chain uncertainties, and market competitiveness challenges. This article explores the multifaceted
impact of tariffs on manufacturing companies, providing insights into potential risks and strategies

for mitigation.

UNDERSTANDING TARIFFS AND THEIR OBJECTIVES

TYPES OF TARIFFS

Ad Valorem Tariffs: The most common type of
tariff that is levied as a percentage of the value
of the imported goods or services. For example,
10% tariff on automobiles.

Specific Tariffs: Charged as a fixed fee per unit
or weight of imported goods. For example, $5 on
a pair of pants.

Compound Tariffs: A combination of ad valorem
and specific tariffs.

OBJECTIVES OF TARIFFS

Protecting Domestic Industries: Shielding local
manufacturers from foreign competition. This
can protect primary manufacturers, but harm
downstream businesses and ancillary industries.

Revenue Generation: Providing a source
of government revenue. A tariff is a tax paid
by the business who imports raw materials
and products. Companies offset tariff costs
through higher consumer prices, which

can reduce overall sales and result in lower
generated revenue.

Trade Retaliation: Responding to unfair trade
practices by other countries. Imposing tariffs can
lead to retaliation that could lead to a trade war
that affects manufacturers, downstream and
related industries, and customers.



IMPACT OF NEW TARIFFS ON MANUFACTURING COMPANIES

1. Increased Production Costs

Tariffs on imported raw materials can lead to higher production costs, squeezing profit
margins. Increased costs for imported components can disrupt the cost structure of
manufacturing processes.

2. Supply Chain Disruptions

Tariffs can create uncertainty about the reliability and cost of supplies, leading
to potential delays and increased inventory costs. Adjustments in supply
chains to avoid tariffed goods can result in logistical complexities and higher
transportation costs.

3. Market Competitiveness

Manufacturers may need to pass on increased costs to customers,
affecting competitiveness in both domestic and international markets.
Retaliatory tariffs from other countries can limit access to key export
markets, affecting revenue and growth prospects.

4. Operational Adjustments

Companies may need to diversify or relocate their supply chains
to mitigate tariff impacts. To avoid tariffs, manufacturers might
invest in local production facilities, which can involve significant
capital expenditure and time.




CASE STUDY:
THE AUTOMOTIVE INDUSTRY

Scenario: Introduction of tariffs on steel and
aluminum imports. Past and current tariffs
on these products were enacted under the
Section 232 of the Trade Expansion Act of
1962, which allows for adjustment to imports
allowed so they do not threaten or impair
national security.

Impact: Increased costs for raw materials,
leading to higher vehicle production costs and
reduced profit margins. The North American
automotive supply chain is interwoven across
the United States, Canada, and Mexico that
an engine, transmission, or other automotive
component might cross the borders as much
as seven or eight times before ending up in

a finished vehicle.2 A 2023 U.S. International
Trade Commission report stated the 2018
steel and aluminum tariffs imposed by

the United States on Mexico and Canada
disproportionately harmed six U.S. motor
vehicle and parts manufacturing sub-industries
and the Center for Automotive Research
calculated the tariffs cost U.S. light vehicle
manufacturers almost $500 million per year.?
Tariffs also negatively impacted domestic
automakers, with Ford Motors reporting $750
million revenue drop in 2018 due to tariffs and
GM reporting a $1 billion dent in profits.*

Response: The 2018 tariffs were forewarned
in advance, which allowed companies

to plan and adjust their strategy well in
advance.> Some companies opted to source
materials domestically, while others sought
to pass on costs to consumers. Companies
with existing contracts were better able to
withstand increased prices due to tariffs. Other
companies stockpiled products and materials,
but the upfront costs and storage limitations
made this a short-term solution.
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COVERAGE IMPLICATIONS

Directors and officers (D&O) liability insurance can be activated if a company's leadership fails to
adequately plan for the impact of tariffs, potentially leading to financial harm, regulatory scrutiny, or

shareholder lawsuits. Key considerations:

POTENTIAL TRIGGERS FOR D&0 CLAIMS DUE
TO TARIFF MISMANAGEMENT

1. Failure to Disclose Material Risks

If executives do not properly disclose the
financial impact of tariffs on earnings, supply
chains, or operations, shareholders or
regulators could allege misrepresentation or
inadequate risk disclosure.

2. Breach of Fiduciary Duty

Directors have a duty to act in the best
interest of the company. If they fail to
implement risk mitigation strategies (e.g.,
diversifying suppliers, adjusting pricing
models, or securing alternative contracts),
stakeholders may claim negligence.

3. Stock Price Drops & Shareholder Lawsuits

If poor tariff planning leads to significant
revenue declines, cost overruns, or
supply chain disruptions, investors might
sue, claiming mismanagement led to
financial losses.

4. Regulatory Investigations & Fines

Companies that fail to comply with new tariff
regulations could face government inquiries,
fines, or penalties, which could trigger D&O
coverage for defense costs.

OTHER RELEVANT INSURANCE COVERAGES

Trade Credit Insurance: If tariffs disrupt
supply chains or business relationships,
resulting in customer defaults, this coverage
could help mitigate financial losses.

Business Interruption Insurance: If
tariffs cause operational delays or supply
shortages, leading to lost revenue,
depending upon policy provisions, this
coverage might be applicable.

Errors & Omissions (E&O) Insurance: If a
company provides consulting or advisory
services (e.g., financial, legal, or trade advice)
and miscalculates the tariff impact, it could
be liable for professional negligence.

Companies should proactively assess their D&O
coverage terms to ensure they include tariff-
related risks. Reviewing policy exclusions and
engaging with insurers early can help mitigate
potential claim denials. If your operations are
particularly exposed to tariff risks, you may
need customized risk management strategies.




STRATEGIES FOR MITIGATING TARIFF DISRUPTIONS

1. Supply Chain Diversification

Source materials and components from multiple regions to reduce
dependency on tariffed imports and identify and qualify alternative
suppliers to ensure supply chain resilience.

2. Cost Management

Absorb a portion of rising cost of the increased costs to
maintain market competitiveness and implement lean
manufacturing practices to reduce overall production costs.

3. Market Strategy Adjustments

Adjust pricing strategies to balance cost recovery and
market competitiveness and explore new markets to
offset losses in tariff-affected regions.

4. Advocacy and Engagement

Collaborate with industry associations to advocate
favorable trade policies and engage with
policymakers to communicate the impact

of tariffs and seek relief measures.




CONCLUSION

New administration tariffs pose significant challenges to manufacturing companies,
affecting costs, supply chains, and market competitiveness. By understanding the
nature of these disruptions and implementing strategic responses, manufacturers
can mitigate the adverse effects and navigate the complexities of a tariff-impacted
environment. Proactive planning, supply chain diversification, and effective cost
management are essential to maintaining resilience and sustaining growth in

the face of new tariffs.
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This material is for general information only and should not be considered as a substitute for legal,
medical, tax and/or actuarial advice. Contact the appropriate professional counsel for such matters.
These materials are not exhaustive and are subject to possible changes in applicable laws, rules,
and regulations and their interpretations.
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