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Even before President Donald 
Trump formally unveiled his stiff US 

protective import tariffs on steel and 
aluminum, the impact was starting to be 
felt by North American manufacturers. 
Companies that need steel for their 
products told BCG that US mills were 
asking them to book orders several  
months in advance to reserve production 
capacity. 

The full consequences of the Trump tariffs, 
which are to take effect on March 23, will 
unfold in the months ahead, as duties of 
25% on steel and 10% on aluminum ripple 
through global supply chains and as addi-
tional details emerge. It remains to be 
seen, for example, what the US will de-
mand from Canada and Mexico in return 
for continuing to exempt them from the 
tariffs. Other consequences will depend 
how other nations respond, what addition-
al actions the Trump Administration might 
take to achieve its stated goal of slashing 
the US trade deficit, and how corporations 
adapt their global production footprints 
and investments. 

The severity of the US policy shift under-
scores the urgency with which business 
leaders—and not only those directly affect-
ed by the tariffs—must prepare for change 
in the world trade regime. Companies must 
assess the risks and opportunities that the 
altered trade rules create in their global 
value chains, develop plans of action based 
on various potential outcomes, and work 
proactively to influence policy.

Winners and Losers in the New 
Tariff Regime 
The most immediate winners will be US 
producers of steel and aluminum—and for 
the time being, Canadian and Mexican pro-
ducers as well. US companies that use 
those metals as inputs, and the consumers 
of their products, will pay the biggest price.

Our quick calculations, based on Com-
merce Department assumptions, indicate 
that US steel prices could rise by 7%. The 
actual increase could easily be much high-
er, especially in the short term. For exam-
ple, prices could rise to the levels of steel 
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imports on which the tariff has been lev-
ied. Another consideration is that much of 
the steel that US companies import, such 
as for the oil and gas industry, is of a very 
specific type and has stringent certification 
requirements. It will therefore be difficult 
for manufacturers to shift from one rolling 
mill to another even if both are owned by 
the same company—let alone switch to a 
new supplier. And even if a domestic sup-
plier is available, the certification process 
can be long. As a result, many US buyers 
will have no immediate alternative but to 
pay more for the imported steel.

Still, US steel production is expected to ex-
pand by around 10%, while US imports of 
tariff-free Canadian and Mexican steel will 
also rise by around 10%. Steel imports from 
other nations will drop by 40%. Brazilian 
and South Korean producers, one-third of 
whose worldwide exports are absorbed by 
the US, will be hit hardest. 

US aluminum production will need to in-
crease even more, doubling in volume to 
achieve the domestic capacity utilization 
goal set by the administration. Imports cur-
rently account for around 90% of US alumi-
num consumption. The US will import less 
aluminum overall, but shipments from 
Canada will likely increase. Canada al-
ready accounts for 43% of US aluminum 
imports, an amount equal to roughly four 
times the production of the entire US alu-
minum industry. Mexican aluminum mak-
ers, which now supply just 1.5% of US im-
ports, will also gain. Aluminum imports 
from Russia, China, the United Arab Emir-
ates, and other suppliers will plunge. 

The tariffs will spur investment and create 
jobs in the US steel- and aluminum-produc-
ing industries, but only modestly in abso-
lute numbers. The need to expand US pro-
duction will be limited: US steel makers 
overall are currently operating at only 72% 
of capacity, while integrated steel plants 
are operating at only 40%. The US alumi-
num industry is also producing at just 40% 
of capacity. What’s more, technological ad-
vances have made these sectors dramatical-
ly more efficient and have reduced their 
employment needs. 

Who Will Pay the Price?
Construction companies and manufactur-
ers of transportation equipment such as 
motor vehicles are the heaviest users of 
steel and aluminum. Producers of machin-
ery, packaging, and electronics are also ma-
jor customers. In industries such as con-
struction, where competition is domestic, 
the higher costs of raw materials will be 
passed on to customers. Where competi-
tion is global, the higher input costs will 
put companies that manufacture in the US 
for export at a disadvantage. 

Swedish global appliance maker Electrolux 
has already said it will postpone a planned 
$250 million investment in Tennessee, tell-
ing a local newspaper, The Tennessean, that 
the tariff decision “gives foreign manufac-
turers a cost advantage that is hard to com-
pete against.” Meanwhile, component pro-
ducers in Canada, Mexico, and elsewhere 
stand to benefit from the new cost advan-
tage they will enjoy over competitors that 
manufacture in the US, which will have to 
pay more for steel and aluminum.

Given the size of the affected industries, 
the negative impact on US employment 
and investment will likely far outweigh em-
ployment gains in the steel and aluminum 
sectors. A study by two trade economists 
on the steel tariffs imposed in 2002 by the 
George W. Bush administration—which 
likewise exempted Canada and Mexico—
estimated a net loss of between 50,000 and 
200,000 US jobs in user industries, while 
employment in the steel industry contin-
ued to decline.

The Risk of Retaliation 
Retaliatory measures by US trade partners 
are likely to follow, and a number of export 
industries unrelated to steel or aluminum 
are likely to get caught in the crossfire. 

The European Union has already an-
nounced its readiness to impose retaliatory 
tariffs that would affect such important US 
products as Harley-Davidson motorcycles, 
Kentucky bourbon, and agricultural prod-
ucts like Florida orange juice. The targets 
are being chosen for maximum political 
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impact, and will aim to impose economic 
costs similar to those suffered by European 
steel and aluminum producers. 

The nations of the EU and others will like-
ly challenge the tariffs through the World 
Trade Organization (WTO), and will move 
to safeguard their own steel and aluminum 
markets against a surge of imports from 
countries that otherwise would be export-
ing to the US. Other countries affected by 
the US tariffs, such as China, Brazil, and 
Russia, can be expected to evaluate their 
responses as well. 

Prepare for Greater Trade  
Friction: No Longer Business  
as Usual 
Companies must revise their expectations 
about what US trade policy, and possibly 
the world’s trading system, will look like in 
the future. If tariffs on steel and aluminum 
were the only big trade-related threat fac-
ing global companies, the challenges would 
be manageable, especially for those not di-
rectly or indirectly affected. 

But we believe that these US actions may 
not only be a harbinger of more aggressive 
trade policies, but could also push the glob-
al trading system further down the slippery 
slope of protectionism. While there has 
been some momentum toward trade liber-
alization—such as the Comprehensive Eco-
nomic and Trade Agreement between Can-
ada and the EU and the 11-nation Compre- 
hensive and Progressive Agreement for 
Trans-Pacific Partnership—there are also 
clear signs of protectionism in many parts 
of the world. The US tariffs on steel and 
aluminum play into this trend in three im-
portant ways. 

First, the move confirms that President 
Trump will not merely engage in rhetoric 
on trade policy but will increasingly act. 
He has consistently expressed deep con-
cern about past US policy. This skepticism 
was reflected in the US Trade Policy Agen-
da that he sent to Congress in 2017, and it 
drove the administration’s earlier decisions 
to leave the Trans-Pacific Partnership, re-
negotiate the North American Free Trade 

Agreement and the US–South Korea trade 
agreements, and openly question the bene-
fits of the WTO. But there was still hope 
that Trump’s actual decisions would be 
more aligned with open trade as an ulti-
mate US policy objective. Now, there is un-
certainty. 

The next move to watch in this pattern is 
the Commerce Department’s assessment of 
whether Chinese companies have systemat-
ically violated US intellectual property 
rights. The outcome of this process will al-
most certainly lead to a heightening of the 
already tense relationship between the US 
and China. In addition, Trump has recently 
singled out other industries, such as auto-
mobiles, in which the US might unilaterally 
impose high duties if the EU and other 
trading partners don’t treat the US “fairly.” 

A second major concern is the specific way 
in which the steel and aluminum tariffs 
were enacted. The administration cited Sec-
tion 232 of the Trade Expansion Act of 1962, 
which provides leeway for imposing restric-
tions in the name of national security, as op-
posed to using other mechanisms that 
would involve Congress. This is permissible 
under WTO rules, but the principle is rarely 
invoked because it is vaguely defined and 
could erode rules-based checks on protec-
tionist actions taken unilaterally. It is also 
interesting to note that the administration 
regards steel imports from fellow NATO 
members as a national security threat. Play-
ing the national-security card on steel opens 
to the door to other sector-specific tariffs 
imposed on the basis of the same principle. 

A third concern relates to the broader glob-
al trading system. Since the Second World 
War, many multilateral institutions, includ-
ing the General Agreement on Tariffs and 
Trade and its successor, the WTO, were es-
tablished under US leadership precisely to 
prevent tit-for-tat tariffs and trade wars. 
With the US now unwilling to play this 
role, descent into a significantly more pro-
tectionist trade environment is at least 
more likely. Even outside of the US, voices 
calling for greater protectionism will be 
emboldened, while trade liberalization will 
be politically harder to sustain. 
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In the short to medium term, companies 
must assume that trade involving the US 
will be subject to more friction. Whether 
this trend becomes truly global is less cer-
tain. Nevertheless, rising economic nation-
alism around the world means that compa-
nies should take action now to adapt to a 
less open global business landscape.

What Companies Can Do
As we have suggested in previous publica-
tions, CEOs of companies whose businesses 
depend on global trade should undertake 
several steps immediately. (See “How to 
Thrive in an Era of Shifting Trade Policy,” 
BCG article, June 2017.)

Companies should begin by assessing their 
exposure to rising steel and aluminum pric-
es in the US and the impact on their cost 
structures. They should determine the 
share of steel and aluminum in total pro-
duction costs, the likely effect of tariffs on 
their current suppliers, and whether or not 
the added costs can be passed on to con-
sumers. Companies should stress-test their 
value chains under scenarios of escalating 
trade protectionism, such as whether or 
not tariffs are levied on all countries and 
producers and whether or not protectionist 
measures spread to other sectors, such as 
automobiles and electronics. 

Companies should then develop a game 
plan for adapting to the new trade regime 
under different scenarios. They should ex-
plore changing the global footprint of their 
operations, particularly with respect to 
serving the US and other major markets, 
and understand the implications of those 
changes for costs and market access. Poten-

tial responses should go beyond tactical 
moves. Companies should also reassess 
their operations and find opportunities to 
increase their resilience and agility so that 
they can react to external shocks and shift-
ing trade rules without sacrificing efficien-
cy or the ability to pursue market opportu-
nities. To prepare for potential future 
shocks, they should develop their capacity 
to gather intelligence on geopolitical and 
macroeconomic shifts. 

Finally, companies involved in cross-border 
trade should review their strategy for public 
engagement on trade policy. They should 
explore ways to better communicate with 
policymakers, stakeholders, and the public 
at large on the benefits of global trade and 
foreign investment—and how changes that 
restrict them will directly affect local com-
munities, industries, and workers. They 
should identify allies across industries and 
society and speak more effectively with a 
common voice, rather than from narrow 
self-interest. Perhaps even more important, 
companies should resist the temptation to 
exploit the openings created by a less rules-
based trade environment to push for nar-
row firm- or industry-specific advantages. 
These might seem beneficial in the short 
term but will erode the broader business 
environment over time. 

For the foreseeable future, the con-
tours of the global trade and economic 

environment are likely to remain in flux. 
Companies that take an informed, proactive, 
and comprehensive approach to adapting to 
changes in trade rules will be in the stron-
gest position to both minimize the risks and 
seize a competitive advantage. 
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