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Cross-Sector - Global

US auto tariffs would pose risks to global
growth and ripple across auto sectors

On February 17, the US Department of Commerce delivered its report on an investigation
into whether imported vehicles and parts represent a threat to national security, which
could result in President Donald Trump's administration imposing up to 25% tariffs on auto
imports. The details of the report will not be made public immediately, however, the Trump
administration has 90 days to decide on a course of action in response to the Commerce
Department's findings, including remedial trade restrictions.

If implemented, US tariffs of up to 25% and corresponding retaliatory actions from the US's
major auto-trading partners would disrupt about $500 billion of trade flows,! accounting
for 2.8% of 2017 world imports and 0.6% of 2017 world GDP. The economic fallout would
be significant, with auto tariffs hurting the global economy by distorting prices and creating
inefficiencies, and the impact would reverberate across global supply chains. The already
weakening pace of global expansion would magnify global growth pressures, causing a
broader hit to business and consumer confidence amid tightening financial conditions.

The US administration is currently engaged in ratification of the USMCA with Canada and
Mexico and in trade negotiations with Japan, the EU and China, which could lead to trade
agreements and potential exemptions from auto tariffs. Tariff imposition on national security
grounds could also be challenged in Congress and in US courts, similar to challenges brought
against the steel and aluminum trade restrictions that the US imposed in 2018.

Implementing the tariffs on imported vehicles and parts would be negative for nearly every
segment of the auto industry — carmakers, parts suppliers, car dealers, transportation
companies and auto lenders and securitizations — because they would ripple across highly
globalized and tightly integrated supply chains. As previously analyzed in detail in Potential
US tariffs on imported vehicles, parts credit negative for most of industry, the most severe
negative impact would fall on carmakers, directly affecting their profits. Following the
implementation of the tariffs, automakers would need to absorb the increased costs to
protect sales volumes, pass the tariff costs to customers or suppliers, or implement a
combination of approaches to mitigate the impact on their profitability.

The credit negative impact would be especially pronounced for non-US automakers,
particularly those without US-bound production facilities. In our view, Japanese, Korean,
Mexican and German manufacturers would be the most vulnerable. In contrast, Chinese
automakers would remain largely unaffected because they have minimal exposure to the US
market.
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Exhibit 1

Vehicles manufactured outside of North America come primarily from Japan, Germany and Korea

US imports of new passengercars and light vehicles (2017)
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Note: The vertical bars show auto imports from countries covered by the Trans-Pacific Partnership (TPP), the North American Free Trade Agreement (NAFTA) and the EU-27. Source: International
Trade Administration, Moody's Investors Service.

Tariffs would also be credit negative for auto parts suppliers, with the largest effect on US manufacturers because of their supply chain
dynamics. US parts suppliers attempt to optimize production costs and time for completed parts, which often results in multiple cross-
border trips for finished goods. As a result, these goods could incur multiple tariff charges under a new tariff regime. Avoiding those
costs would also disrupt suppliers down the supply chain. Non-US parts suppliers with limited exposure to the US market would be
better equipped to withstand the negative effect of these tariffs.

A 25% tariff would have a modestly negative effect on US aftermarket auto parts suppliers, varying by company. Aftermarket sales

are predominantly concentrated on used vehicles, which would not be affected by the tariffs. Additionally, US aftermarket parts
suppliers rely mostly on domestically manufactured auto parts. Furthermore, higher prices of imported new cars would encourage
some customers to hold on to their existing vehicles, increasing the demand for replacement parts and mitigating some of the negative
impact from the tariffs.

The impact of trade restrictions on foreign-built vehicles shipped to the US would also be credit negative for US car dealers with heavy
import concentration. However, the sales of used cars, which are more profitable for dealers, would increase as a result of reduced
demand for imported cars and offset any potential loss of dealers' revenue.

Potential tariffs would also reduce demand for cross-border transportation of vehicles and parts. However, increased carloads within
the US would lessen the impact of this reduction on railroads.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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If new US auto tariffs were to translate into higher US vehicle prices, the effects would likely also be credit negative for new asset-
backed securities (ABS) tied to auto loans and leases because lending standards would likely weaken to support customer demand.
However, higher new vehicle prices would have positive effects on outstanding auto loan and lease ABS if demand and prices for

used vehicles rise. In that case, recovery rates following borrower defaults would increase, as would residual values for leased cars.
Meanwhile, tariffs could reduce the credit quality of auto dealer floorplan ABS transactions if they result in slower new vehicle sales and
trigger a decline in lower monthly payment rates in the deals.

Also as a result of tariffs, auto lenders, including the captive finance companies of automakers, would come under pressure to loosen
underwriting standards to make the price of imported vehicles more affordable. This dynamic would introduce riskier loans into the US
economy. At the same time, auto lenders would benefit from higher demand for used vehicles, which would have a positive impact on
used car values.
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Moody's related publications

Issuer In-Depth

» Government of Germany: Auto tariffs would dampen German growth somewhat, but have no material credit implications for the
sovereign, July 30, 2018

Outlook

» Automotive manufacturing - Global: Modest growth in light vehicle sales to continue into 2019 amid threat of US tariffs,
September 18, 2018

Sector In-Depth

» Global Trade Monitor — January 2019: Trade uncertainty is beginning to affect investment decisions, January 17, 2019

» Cross Sector - US and China: Tariff escalation will take a toll on Chinese and US industries, particularly for US companies with large
China exposure, September 24, 2018

» Cross-Sector — US and China: New round of US tariffs is credit negative for Chinese and US companies, August 27, 2018

» Cross-Sector — US and China: China tariff proposal has mixed credit implications for US sectors, May 10, 2018

» Automotive - Global: Potential US tariffs on imported vehicles, parts credit negative for most of industry, June 25, 2018

» Automotive Parts - North America: Potential US tariff on auto parts imports credit negative for suppliers, July 30, 2018

» Retail - US: Auto Dealers Used car sales will soften proposed tariff blow on foreign imports, July 31, 2018

» Aftermarket auto parts suppliers - US: Proposed import tariffs modestly credit negative, but impact to vary by company, August 20,
2018

Sector Comment

» Autos - North America: NAFTA replacement deal is modestly negative for North American auto sector, October 5, 2018

» Cross-Sector - US and China: China's tariffs on $60 billion of US imports are negative for US liquefied natural gas industry, October
1,2018

» Cross Sector - US and China: New US tariffs on $200 billion of imports are credit negative for Chinese and US companies,
September 19, 2018

Topic Pages

» Rising Trade Tensions

» Growth

To access any of these reports, click on the entry above. Note that these references are current as of the date of publication of this
report and that more recent reports may be available. All research may not be available to all clients.

Endnotes

1 The US administration has estimated that the potential auto tariffs would affect $200 billion of vehicle imports, not including auto parts, while the
European Commission has estimated the retaliatory trade restrictions would affect $300 billion of imports.

4 19 February 2019 Cross-Sector - Global: US auto tariffs would pose risks to global growth and ripple across auto sectors


https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1131788
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1131788
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1140467
https://www.moodys.com/research/Global-Trade-Monitor-January-2019-Trade-uncertainty-is-beginning-to--PBC_1157723
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1142613
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1142613
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1139125
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1123585
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1128032
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1134537
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1133790
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1137026
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1140493
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1143650
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1142360
https://www.moodys.com/newsandevents/topics/Rising-Trade-Tensions-007046
https://www.moodys.com/newsandevents/topics/Growth-Macroeconomic-outlook-and-insights-on-fiscal-and-monetary-policies-007014/research

MOODY'S INVESTORS SERVICE CROSS-SECTOR

© 2019 Moody's Corporation, Moody's Investors Service, Inc., Moody's Analytics, Inc. and/or their licensors and affiliates (collectively, “"MOODY'S"). All rights reserved.

CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. AND ITS RATINGS AFFILIATES (“MIS") ARE MOODY'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT
RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND MOODY'S PUBLICATIONS MAY INCLUDE MOODY'S CURRENT OPINIONS OF THE
RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES. MOODY'S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY

MAY NOT MEET ITS CONTRACTUAL FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT OR IMPAIRMENT. SEE
MOODY'S RATING SYMBOLS AND DEFINITIONS PUBLICATION FOR INFORMATION ON THE TYPES OF CONTRACTUAL FINANCIAL OBLIGATIONS ADDRESSED BY MOODY'S
RATINGS. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT
RATINGS AND MOODY'S OPINIONS INCLUDED IN MOODY'S PUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. MOODY'S PUBLICATIONS MAY
ALSO INCLUDE QUANTITATIVE MODEL-BASED ESTIMATES OF CREDIT RISK AND RELATED OPINIONS OR COMMENTARY PUBLISHED BY MOODY'S ANALYTICS, INC. CREDIT
RATINGS AND MOODY'S PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS AND MOODY'S PUBLICATIONS
ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. NEITHER CREDIT RATINGS NOR MOODY'S PUBLICATIONS
COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. MOODY'S ISSUES ITS CREDIT RATINGS AND PUBLISHES MOODY'S PUBLICATIONS
WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL, WITH DUE CARE, MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER
CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.

MOODY'S CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL INVESTORS AND IT WOULD BE RECKLESS AND INAPPROPRIATE FOR
RETAIL INVESTORS TO USE MOODY'S CREDIT RATINGS OR MOODY'S PUBLICATIONS WHEN MAKING AN INVESTMENT DECISION. IF IN DOUBT YOU SHOULD CONTACT
YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER. ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT LAW,
AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED
OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY
PERSON WITHOUT MOODY'S PRIOR WRITTEN CONSENT.

CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT INTENDED FOR USE BY ANY PERSON AS A BENCHMARK AS THAT TERM IS DEFINED FOR REGULATORY PURPOSES
AND MUST NOT BE USED IN ANY WAY THAT COULD RESULT IN THEM BEING CONSIDERED A BENCHMARK.

All information contained herein is obtained by MOODY'S from sources believed by it to be accurate and reliable. Because of the possibility of human or mechanical error as well
as other factors, however, all information contained herein is provided “AS IS” without warranty of any kind. MOODY'S adopts all necessary measures so that the information it
uses in assigning a credit rating is of sufficient quality and from sources MOODY'S considers to be reliable including, when appropriate, independent third-party sources. However,
MOODY'S is not an auditor and cannot in every instance independently verify or validate information received in the rating process or in preparing the Moody's publications.

To the extent permitted by law, MOODY'S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability to any person or entity for any
indirect, special, consequential, or incidental losses or damages whatsoever arising from or in connection with the information contained herein or the use of or inability to use any
such information, even if MOODY'S or any of its directors, officers, employees, agents, representatives, licensors or suppliers is advised in advance of the possibility of such losses or
damages, including but not limited to: (a) any loss of present or prospective profits or (b) any loss or damage arising where the relevant financial instrument is not the subject of a
particular credit rating assigned by MOODY'S.

To the extent permitted by law, MOODY'S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability for any direct or compensatory
losses or damages caused to any person or entity, including but not limited to by any negligence (but excluding fraud, willful misconduct or any other type of liability that, for the
avoidance of doubt, by law cannot be excluded) on the part of, or any contingency within or beyond the control of, MOODY'S or any of its directors, officers, employees, agents,
representatives, licensors or suppliers, arising from or in connection with the information contained herein or the use of or inability to use any such information.

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY CREDIT
RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER WHATSOEVER.

Moody's Investors Service, Inc., a wholly-owned credit rating agency subsidiary of Moody's Corporation (“MCO"), hereby discloses that most issuers of debt securities (including
corporate and municipal bonds, debentures, notes and commercial paper) and preferred stock rated by Moody's Investors Service, Inc. have, prior to assignment of any rating,
agreed to pay to Moody's Investors Service, Inc. for ratings opinions and services rendered by it fees ranging from $1,000 to approximately $2,700,000. MCO and MIS also maintain
policies and procedures to address the independence of MIS's ratings and rating processes. Information regarding certain affiliations that may exist between directors of MCO and
rated entities, and between entities who hold ratings from MIS and have also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually at
www.moodys.com under the heading “Investor Relations — Corporate Governance — Director and Shareholder Affiliation Policy.”

Additional terms for Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services License of MOODY'S affiliate, Moody's Investors
Service Pty Limited ABN 61 003 399 657AFSL 336969 and/or Moody's Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as applicable). This document is intended

to be provided only to “wholesale clients” within the meaning of section 761G of the Corporations Act 20071. By continuing to access this document from within Australia, you
represent to MOODY'S that you are, or are accessing the document as a representative of, a “wholesale client” and that neither you nor the entity you represent will directly or
indirectly disseminate this document or its contents to “retail clients” within the meaning of section 761G of the Corporations Act 20017. MOODY'S credit rating is an opinion as to
the creditworthiness of a debt obligation of the issuer, not on the equity securities of the issuer or any form of security that is available to retail investors.

Additional terms for Japan only: Moody's Japan K.K. (“MJKK") is a wholly-owned credit rating agency subsidiary of Moody's Group Japan G.K., which is wholly-owned by Moody's
Overseas Holdings Inc., a wholly-owned subsidiary of MCO. Moody's SF Japan K.K. (“MSF)") is a wholly-owned credit rating agency subsidiary of MJKK. MSFJ is not a Nationally
Recognized Statistical Rating Organization (“NRSRO"). Therefore, credit ratings assigned by MSF) are Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are assigned by an
entity that is not a NRSRO and, consequently, the rated obligation will not qualify for certain types of treatment under U.S. laws. MJKK and MSF] are credit rating agencies registered
with the Japan Financial Services Agency and their registration numbers are FSA Commissioner (Ratings) No. 2 and 3 respectively.

MJKK or MSF] (as applicable) hereby disclose that most issuers of debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and preferred
stock rated by MJKK or MSF| (as applicable) have, prior to assignment of any rating, agreed to pay to MJKK or MSF] (as applicable) for ratings opinions and services rendered by it fees
ranging from JPY125,000 to approximately JPY250,000,000.

MJKK and MSF] also maintain policies and procedures to address Japanese regulatory requirements.

REPORT NUMBER 1162207

Mooby’s

INVESTORS SERVICE

5 19 February 2019 Cross-Sector - Global: US auto tariffs would pose risks to global growth and ripple across auto sectors


http://www.moodys.com

