
Tariffs

Recently, government regulation has dominated U.S. headlines:  first with 

the Tax Cuts and Jobs Act of 2017; and more recently with tariffs, namely 

on steel and aluminum imports, announced in 2018.  Previous presidential 

administrations have announced and enforced similar tariffs; we think with 

political and electoral motivations.  In fact, steel tariffs were announced at 

approximately the same point, chronologically, during President George 

W. Bush’s first term in 2002.  Presidents Ronald Reagan and George H.W. 

Bush also pursued steel tariffs during the last 40 years.  We find a review of 

political, historical and company specifics useful in our assessment of and 

preparation for the impact of the recently announced tariffs.  We believe 

that our companies have managed through these periods in the past, that 

any challenges have been temporary, and that they have thrived both 

during and following the tariff period.

Politics
We contend that these tariffs have been largely politically motivated.  The steel-producing states of Ohio, Pennsylvania and West Virginia are historic presidential 

election battleground states.  In fact, John F. Kennedy in 1960 was the last president to win an election without carrying Ohio, and few accomplished this before him.  

George W. Bush enacted steel tariffs in 2002 and once reelected in late 2004 did not pursue them further.  President Trump carried these states in 2016, and we assert 

that together they can contribute to an electoral college victory in 2020.

History & Economic Impact  
Similar tariffs have had a mixed impact in the past.  U.S. steel producers have been able to raise prices with support from the tariffs, in the short term while steel 

consuming industries have faced higher input costs. According to research from the New York Federal Reserve Bank, past similar tariffs have generally eliminated 

more jobs than they have helped create over time.  We contend that the initial news and hype have failed to lead to any lasting economic impact, historically.

Our Companies1

What does this mean and what has it meant for SouthernSun’s portfolio companies?  We believe that roughly 25% - 30% of our holdings, across our Small Cap 

Strategy Composite and our SMID Cap Composite, are significant users of steel or aluminum.  Companies in this category held in both strategies include long time 

holdings AGCO Corp. (AGCO) which manufactures agricultural equipment, Timken Company (TKR) which makes tapered roller bearings and related 

products used along the drive train, and Trinity Industries, Inc. (TRN) which makes rail cars and other construction and transportation-related products.  

Thor Industries, Inc. (THO), a leading manufacturer of recreational vehicles, is a more recent portfolio addition that is a buyer of steel and aluminum.  Each 

of these stocks has been under pressure since the tariffs were announced in early March 2018.  The majority of AGCO’s facilities, sales and supply chain are abroad, 

yet its stock has responded negatively in the wake of the announcement and enactment of U.S. steel and aluminum tariffs.  THO’s stock performed well during the 
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last round of tariffs in 2002, advancing nearly six-fold during the three years following enactment, and we believe that the company has demonstrated the ability 

to pass along price increases to customers and to mitigate inflationary pressure through management of its supply chain.  TKR has raised guidance twice in 2018, 

once before the tariffs’ announcement and once since, suggesting to us that the current strength of its business may offset these potential input price increases.  We 

assert that TRN remains a leader in rail car manufacturing and our investment thesis continues to emphasize its flexible manufacturing and demonstrated profit 

improvement over the course of multiple business cycles; it raised guidance earlier this year and has maintained it in the wake of the tariffs.  We contend that the 

portion of our portfolio exposed to tariffs is positioned to weather what has proven to be a temporary and politically-motivated action in the past.

Conclusion
Steel tariffs have come and gone several times over the last 40 years.  They are usually short-lived, lasting no more than two or three years with little overall positive 

impact on the economy, employment or industry.  We contend that the current round may be less the final word but more the first piece of a prolonged negotiation 

between the U.S. and some of its trading partners.  President Trump made the trade agreements the U.S. has entered over the last 25 years, including the North 

American Free Trade Agreement (NAFTA), a focus of his 2016 campaign, and we assert that these recent actions fulfill, in part, campaign promises.  We believe that 

the steel-consuming businesses in our portfolios are well-positioned to mitigate higher steel and aluminum costs in the coming months due to existing supply 

agreements, attractive cost structures, and the competitive position that many of them enjoy in their industries.
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1The specific securities identified herein were selected based on them being significant users of aluminum and steel and are not representative of all of the securities purchased, sold, or recommended for advisory 

clients. It should not be assumed that an investment in the securities identified has or will be profitable. Actual holdings will vary for each client, and there is no guarantee that a particular client’s account will hold any 

or all of the securities listed. Past performance does not guarantee future results.

Important Disclosures:

•Past performance is not indicative of future results, which may vary. | The information contained herein may be estimates, are as of the dates indicated, and are subject to change without notice. | The information 

contained herein does not constitute an offer, solicitation or recommendation of any transaction in any securities referred to herein. | Holdings are subject to change and should not be construed as investment advice. 

| References to exited positions indicates that the position has been fully liquidated from the portfolio by SouthernSun except in instances, if applicable, where a client has instructed us otherwise. | Statements received 

directly from the account custodian should be regarded as the official record for a client’s account | This information is being furnished to you for informational purposes only and should not be solely relied upon 

when making an investment decision. | Any performance composite data utilized herein is used for illustrative purposes only and may not be inclusive of your account or reflective of the performance specific to your 

account.  Moreover, the effect of certain market or conditions may have impacted the performance composite data shown and may differ from the performance of your account. | Performance data provided herein 

reflects the reinvestment of dividends and other earnings. | Periods of performance presented herein may not be comprehensive and may also under-represent certain periods of underperformance. | All information 

has been obtained from sources believed to be reliable, but its accuracy and completeness are not guaranteed. | This information is confidential, may not be reproduced or circulated in whole or in part, and is intended 

for institutional clients, qualified institutional buyers, professional investors or professional clients.  Any transmittal of this information to individual clients, without the prior written consent of SouthernSun, is strictly 

prohibited. 

Regulatory Disclosures:

This material is provided for informational purposes only and is only directed at persons who may lawfully receive it.  You should satisfy yourself that you are lawfully permitted to 

receive this.  This material is not intended to be relied upon as a forecast or research and is not a recommendation, offer or solicitation to buy or sell any securities or to adopt any 

investment strategy nor is it investment advice.  Past performance is not a reliable indicator of future performance. SouthernSun Asset Management, LLC is registered with the United 

States Securities and Exchange Commission (“SEC”) as an investment adviser and also serves as investment manager to SouthernSun Value Fund plc, an umbrella-type open-ended 

investment company authorized by the Central Bank of Ireland as an undertaking for collective investment in transferable securities. Southern Asset Management (UK) Ltd., a 

subsidiary of SouthernSun Asset Management LLC, is a UK domiciled limited company that is authorized by the Financial Conduct Authority.

Notice to professional clients in the United Kingdom:

SouthernSun Asset Management, LLC and its affiliates are permitted to provide advice in the United Kingdom to professional clients only.  For this reason, the information contained 

herein is only permitted for individuals or firms who would fall within the definition of a professional client as defined by the Financial Conduct Authority’s rules.  

Notice to wholesale clients in Australia:  

SouthernSun Asset Management, LLC is exempt from the requirement to hold an Australian financial services license by operation of ASIC Class Order 03/1100:  US SEC regulated 

financial service providers.  

Notice to recipients in Canada:

In reliance on an international adviser exemption, SouthernSun Asset Management, LLC is permitted to provide advice to permitted clients pursuant to the securities laws of the 

Provinces of Quebec and Saskatchewan, Canada.  

Notice to recipients in Israel:

The information contained herein is only permitted for individuals who are an “Investor” within the meaning of such term in section 15A(b)(1) of the Israeli Securities Law. 
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