Reuters Legal News

Navigating Trump’s tariff turbulence: legal
considerations for the automotive supply chain

By Victoria Callicott, Esq., Simon Jones, Esq., and Everett Eissenstat, Esq., Squire Patton Boggs

MARCH 12, 2025

Given it is only March, “turbulence” might already be vying for
2025’s word of the year.

President Trump's first few months in office have been a whirlwind
of evolving announcements on tariffs which are now starting to
take effect. These announcements risk upending many of the
international integrated supply chains that have developed over
decades.

For a globally integrated, fast evolving and highly competitive
industry that values long lead times and cost predictability such as
the automotive industry, these supply chain disruptions could be
especially impactful.

Whilst still fast-moving, we have so far seen the following
developments:

*  The cyclical announcements, delays and reinstatements of
tariffs on the imports of all goods into the US from Canada and
Mexico (with retaliatory tariffs announced in Canada);

e Tariffs on imports from China, imposed to respond to China’s
alleged failures to halt shipments of fentanyl to the US (and
retaliatory tariffs announced by China in response);

*  Anexpansion of products subject to the tariff on steel and
aluminum products, which will impact countries that export
such products to the US;

*  Anannouncement on reciprocal tariffs for all trading partners
based on any “country specific tariff rates,” which are
considered to create unfair limitations on market access to US;

*  Anannouncement of sectoral tariffs on vehicles imported into
the US;

*  Asection 232 investigation on whether copper imports
threaten national security with potential tariffs on copper as a
remedy;

*  Anongoing review of the US-Mexico-Canada Agreement that
could result in new trade restrictions on USMCA qualifying
goods.

It is not yet clear if or when some of the “proposals” will take effect
and/or whether the US Administration’s motives are primarily
to create negotiating leverage on trade or other issues (such as
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tackling the illegal trade in fentanyl from China), or whether they
seek to re-balance the US economy through the use of tariffs.

Either way, the next few months look turbulent for the automotive
industry. The tariff announcements come at an already unstable
time for the sector, which is already grappling with continuing
shortages of key components, skills and labour, increasing inflation,
and increased competition from new market entrants.

We address some foreseeable impacts below.

1. Increased costs

Countries are likely to take differing approaches to the imposition of
new tariffs.

Who along the supply chain will bear the
costs of tariff increases will be a critical
factor for many companies.

Aside from the extra administrative burden of navigating tariffs, the
immediate impact will increase costs associated with importing any
affected goods into a country that applies tariffs to such imports (be
they components, raw materials or finished vehicles).

2. Who bears the cost initially?

Who along the supply chain will bear the costs of tariff increases will
be a critical factor for many companies.

Contracts may place the burden of tariffs on one party, either by
reference to one of the 11 International Commercial Terms (known
as “Incoterms”) or by setting out who is to pay any tariffs. If the
contract references Incoterms, the importer will be liable to pay
tariffs unless the goods are stated to be “delivered duty paid” in
which case the exporter is required to pay.

In all of this:

* If the exporter is responsible for absorbing tariffs, its
profitability will be adversely affected. This, in turn, may affect
the exporter’s willingness or ability to supply at a reduced cost
going forward.
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* Iftheimporteris responsible for absorbing tariffs, the importer
will need to decide if it is able and willing to pass on costs to its
customers (considering likely impact on demand for affected
products).

*  Supply chains will be affected as companies seek to switch
supplies to any alternative sources that are not affected by
tariffs (subject to considerations of cost, quality and reliability
etc.).

*  Asprices are increased by tariffs, the demand for the affected
goods is likely to reduce.

This whole process to adapt will be time-consuming and costly,
potentially causing production delays and reducing overall
efficiency.

We may also see the relocation of production facilities to countries
with more favourable trade conditions or increased investment in
new technologies, particularly those with a sustainable focus, to
reduce reliance on imported materials.

This turbulence will inevitably create new
legal challenges for the industry and lead
to a rise in disputes.

While these strategies can mitigate some of the negative impacts
of tariffs, they often require substantial investment and time to
implement.

3. Potential challenges and areas of dispute

This turbulence will inevitably create new legal challenges for the
industry and lead to a rise in disputes.

For example, a clear area where disputes may arise is in relation

to who is responsible for discharging new tariffs. Whilst some
contracts will clearly specify this, others may be silent or there may
be inconsistency between the contract terms and the Incoterms.
This ambiguity can lead to disruption.

The impact on profitability could result in many contracts becoming
loss-making (either directly or for those further down the supply
chain). This can lead to refusals to supply or refusals to honour
purchase commitments, potentially disrupting the delicate balance
of just-in-time supply.

When considering how to react, the affected party may attempt
to cite “force majeure” or “frustration” to justify their refusal to
supply. These concepts typically allow a party to be released from
its contractual obligations without penalty due to unexpected
circumstances beyond its control.

However, it is crucial for those involved in the supply chain to
remember that an entitlement to rely on these rights does not
necessarily arise simply because a contract becomes more
expensive or onerous than originally anticipated. Therefore, if a
supplier refuses to supply on these grounds, it could be in breach of
its contractual obligations, exposing itself to a damages claim.

If a buyer is faced with such threats, it is important for that buyer
to make sure it preserves its rights and gives notice if it considers a
supplier to be in breach of its obligations.

Other types of disputes are also easily foreseeable.
For example:

*  Anoverzealous and opportunistic use of price increase
mechanisms in contracts by suppliers/ sellers to recoup costs;

*  Unlawful termination of unprofitable contracts by either a
buyer or a seller as a result of tariffs or where levels of demand
are significantly impacted; and

*  Wewill also likely see some fallout when things go wrong and
production lines slow or stop with the incurring of expensive
liguidated damages and breach of contract disputes.

Regardless of what the contract says, there will likely be some
bargaining on both sides, and unless one party has significant
bargaining power, it may not be able to hold its counterparty

responsible for the tariffs without offering something in return.

Ultimately, in these uncertain times, effective dispute management
is a key pillar of success in supply chain risk management. Any
company in the supply chain needs to be proactive in preserving
valuable commercial relationships and ensuring swift resolutions.
Maintaining an open dialogue to prevent disputes from becoming
acrimonious is vital.

4. Suppliers in distress

The impact on suppliers could be devastating, potentially leading to
financial stress or distress for many companies.

Those involved in the supply chain will need to closely administer
and monitor supply contracts to be able to spot when a supplier
may be in financial difficulty.

For example, a purchaser of goods will want to closely monitor
payment schedules because missed or delayed payments are a
clear sign of financial distress. Equally, a seller of goods will want to
(subject to contractual rights): (1) conduct regular financial audits
to ensure suppliers are solvent so there is an immediate buyer for
the goods being manufactured; and (2) conduct quality audits to be
able to spot a sudden reduction in quality which is another sign of
distress.

When such red flags appear, it is essential for those in the supply
chain to act quickly to ensure that any proprietary materials, parts,
or tooling are adequately marked and protected in the event

of insolvency. Additionally, engage in contingency planning by
identifying alternative suppliers or stockpiling critical components.
Acting swiftly, and if circumstances dictate, engaging professional
restructuring specialists to help will minimise the impact of supplier
distress.

5. A dampened market

Finally, one consequence is highly likely to be a dampened market
for any products whose prices increase as a result of any tariffs. This
can happen in two ways:
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. If a tariff is applied to the price of a vehicle, it will make the Conclusion
vehicle more expensive to buy and, as a result, demand will

orobably reduce; and Overall, tariffs can have a profound impact on the automotive sector

supply chain, leading to increased costs, supply chain disruptions,

e If atariffis applied to the price of a component used to and a decrease in competitiveness. As global trade policies continue
manufacture a vehicle in the country imposing the tariff, the to evolve, the automotive sector must remain adaptable and
cost of manufacture will increase impacting on profitability, resilient.

which may in turn impact on competition in the market.
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