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 • Markets are in a different phase of the cycle compared to the last time the U.S. imposed tariffs on imported steel.

 • Tariffs hold the potential to dampen market performance, as appeared to be the case in 2002.

 • Performance of various factors suggests that there may be some mean reversion ahead for markets with or 

without tariffs; however, these changes should be benign in the near term for diversified quantitative equity 

strategies.

No sentiment quite captures the current state of affairs around U.S. steel and aluminum tariffs as George Santayana’s 

aphorism: “Those who cannot remember the past are condemned to repeat it.” On  March 5, 2002, U.S. President 

George W. Bush imposed 8-30% tariffs on imported steel. While domestic steel producers were supportive of this move, 

the Bush administration faced significant criticism from both domestic consumers of steel and non-exempt foreign 

trading partners. Ultimately, the tariffs were withdrawn in December 2003 (well short of their intended 3-year lifespan), 

following the authorization of more than $2 billion in sanctions by the WTO against the U.S. and the threat of retaliatory 

tariffs by the European Union.

On March 8, 2018, U.S. President Donald Trump imposed a 25% tariff on steel and a 10% tariff on aluminum imports. 

In the following weeks, the U.S. has proposed additional tariffs on a range of imported Chinese goods; these have 

been met with proposals for retaliatory tariffs from China. In this piece, we re-examine whether history can provide 

any degree of foresight into the potential implications of a trade war for quantitative investment strategies. While the 

imposition of tariffs has historically been an impediment to economic growth, our research suggests that this has not 

necessarily been detrimental to quantitative investment returns.

FIGURE 1
MSCI World returns around tariff introductions

Source: Acadian; MSCI. Copyright MSCI 2018. All Rights Reserved. Unpublished. PROPRIETARY TO MSCI. For illustrative purposes only.  It is not possible to 
invest directly in an index. MSCI World Index levels in the 18 months leading up to the introduction of tariffs in both 2002 and 2018. In the case of 2002, the 
chart also shows what happened to index levels in the 18 months after tariff introduction. Note that both indices have been normalized to 100 on the tariff 
introduction date to facilitate ease of comparison.
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DIFFERENT TIMES, DIFFERENT MARKETS
Our first observation is that global equity markets are currently in a fundamentally different point of the cycle 

compared to the last time the U.S. imposed steel tariffs in March 2002. Back then, global markets were in decline 

following the collapse of the TMT bubble—by March 2002, the MSCI World Index had fallen around 35% in USD-

denominated gross terms from the September 2000 peak. 

The MSCI World return series (Figure 1 in grey) suggests that the introduction of U.S. steel tariffs in 2002 may have 

extended the TMT collapse. While returns had been falling over the 18 months prior to the introduction of steel 

tariffs in 2002, the aggressiveness of the correction had been diminishing. Factor performance over the period also 

reflects the relative improvement in investor sentiment. Figure 2 shows that return spreads to defensive factors 

such as yield and low vol diminishing over each successive 6-month period.  In fact, low vol spreads were inverted 

in the 6 months immediately preceding the introduction of steel tariffs in March 2002, and this is because the 

market had rallied around 4.5% from October 2001. 

FIGURE 2
Factor long/short spreads and MSCI World returns around the 2002 tariffs

Source: Acadian; MSCI. Copyright MSCI 2018. All Rights Reserved. Unpublished. PROPRIETARY TO MSCI. For illustrative purposes only.  It is not 
possible to invest directly in an index. We plot the factor return spreads for eight indicative factors for the 18 months preceding the introduction 
of steel tariffs in March 2002 (broken up into three 6-month periods), and for the 6 months following tariff introduction. The factor spreads are 
constructed as the equally-weighted top-quintile return minus the equally-weighted bottom-quintile return, rebalanced monthly and compounded 
within each 6-month block. The underlying metrics behind each of the factors are: value: trailing book-to-price, yield: trailing dividend yield,  
growth: EPS growth, price momentum: 12-month minus 1-month trailing returns, quality: forward 12-month ROE, and low volatility: inverse 250- 
day trailing volatility.

The introduction of the U.S. steel tariffs, however, demarcates the point at which this apparent recovery was cut 

short. In the 6 months immediately after the introduction of the steel tariffs in March 2002, the MSCI World Index 

fell a further 12.8%, while return spreads to defensive factors – yield and low vol – returned to strongly positive 

territory. Notably, price momentum performed well during this period because the market returned to trend, even 

if it was of a downward trajectory. The introduction of the U.S. tariffs in March 2002, in the short term, had a 

seemingly negative effect on global equity markets, though it is difficult to ascertain whether the relationship was 

truly causational.

The past 18 month period leading up to the introduction of steel and aluminum tariffs in March 2018 (Figure 1  

in blue) has been very different from the period leading up to steel tariffs imposed in March 2002. In contrast  

to deteriorating global markets in the early 2000s, the past 18 months have been characterized by aggressive  

equity market gains. Figure 3 plots MSCI World returns and factor return spreads over each of the past three 

6-month periods. 

While index gains have been sustained over the period, changes in factor spreads reveal an evolution from a junk 

rally recovery (characterized by heavily sold off, deep-value, low-quality names rallying aggressively) to a growth/

quality trade which is much more aligned with earnings and price momentum. However, the sensitivity of both of 

these trades to the long-term economic outlook makes them inherently volatile, resulting in underperformance in 

low vol stocks. 
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FIGURE 3
Factor long/short spreads and MSCI World returns pre-2018 tariffs

Source: Acadian; MSCI. Copyright MSCI 2018. All Rights Reserved. Unpublished. PROPRIETARY TO MSCI. For illustrative purposes only.  It is not 
possible to invest directly in an index.

WHERE TO FROM HERE?
Historically, aggressive growth/quality driven markets have not been sustained for extended periods of time. 

High-growth stocks and high-quality stocks have, in the past, tended to outperform at different times during 

the market cycle, while outperformance in momentum and quality (as we’ve observed over the past 6 months) 

is unusual for up-markets. This suggests that even without the effect of tariffs, we are likely to see some mean 

reversion in current market trends. In addition to this, evidence from 2002 suggests that the introduction of tariffs 

may lead to a further dampening effect. While it is too early to determine whether such a dampening will occur, it 

is worth noting that the MSCI World Index has experienced, in February, its first significant monthly decline in 15 

months, which has subsequently continued into March with the introduction of additional trade tariffs against a 

subset of Chinese imports into the U.S. 

In a declining market environment, exposure to low vol has historically provided the greatest downside protection. 

Earnings and price momentum have, in fact, also been highly resilient to negative equity market returns in the 

past, and this because momentum becomes correlated with low vol stocks during these periods (as we saw during 

the TMT collapse, the GFC, and the 2015 global market correction). In addition, higher-quality stocks also have 

the potential outperform and provide downside protection during such periods. The risk case to active returns 

from quantitative equity strategies will come in the medium term if the market does enter a sustained downward 

slide. This accelerates the advent of the junk rally that has historically awaited investors at the bottom of market 

collapses, and these junk rallies are typically challenging times for quantitative strategies (and institutional 

managers in general).

In the near term, either a continuation of the current trend or a global equity market dampening is generally 

not unfavorable for quantitative investment strategies with diversified exposure to value, growth, quality, and 

momentum. In addition, strategies with low vol exposure should see improvement from any market weakening. Of 

course, past performance is not a reliable indication of future performance, and we’re about 29 data points short of 

even a remotely robust sample size. However, from a factor returns perspective, a repeat of the past may not be so 

bad after all.
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GENERAL LEGAL DISCLAIMER
Acadian provides this material as a general overview of the firm, our 
processes and our investment capabilities. It has been provided for 
informational purposes only. It does not constitute or form part of any offer 
to issue or sell, or any solicitation of any offer to subscribe or to purchase, 
shares, units or other interests in investments that may be referred to herein 
and must not be construed as investment or financial product advice. Acadian 
has not considered any reader’s financial situation, objective or needs in 
providing the relevant information. 

The value of investments may fall as well as rise and you may not get back 
your original investment. Past performance is not necessarily a guide to 
future performance or returns. Acadian has taken all reasonable care to 
ensure that the information contained in this material is accurate at the time 
of its distribution, no representation or warranty, express or implied, is made 
as to the accuracy, reliability or completeness of such information.

This material contains privileged and confidential information and is intended 
only for the recipient/s. Any distribution, reproduction or other use of this 
presentation by recipients is strictly prohibited. If you are not the intended 
recipient and this presentation has been sent or passed on to you in error, 
please contact us immediately. Confidentiality and privilege are not lost by 
this presentation having been sent or passed on to you in error.

Acadian’s quantitative investment process is supported by extensive 
proprietary computer code. Acadian’s researchers, software developers, 
and IT teams follow a structured design, development, testing, change 
control, and review processes during the development of its systems and 
the implementation within our investment process. These controls and 
their effectiveness are subject to regular internal reviews, at least annual 
independent review by our SOC1 auditor. However, despite these extensive 
controls it is possible that errors may occur in coding and within the 
investment process, as is the case with any complex software or data-driven 
model, and no guarantee or warranty can be provided that any quantitative 
investment model is completely free of errors. Any such errors could have a 

negative impact on investment results. We have in place control systems and 
processes which are intended to identify in a timely manner any such errors 
which would have a material impact on the investment process.

Acadian Asset Management LLC has wholly owned affiliates located in 
London, Singapore, Sydney, and Tokyo. Pursuant to the terms of service level 
agreements with each affiliate, employees of Acadian Asset Management 
LLC may provide certain services on behalf of each affiliate and employees 
of each affiliate may provide certain administrative services, including 
marketing and client service, on behalf of Acadian Asset Management LLC.

Acadian Asset Management LLC is registered as an investment adviser with 
the U.S. Securities and Exchange Commission. Registration of an investment 
adviser does not imply any level of skill or training. 

Acadian Asset Management (Japan) is a Financial Instrument Operator 
(Discretionary Investment Management Business). Register Number Director-
General Kanto Local Financial Bureau (Kinsho) Number 2814. Member of 
Japan Investment Advisers Association.

Acadian Asset Management (Singapore) Pte Ltd, (Registration Number: 
199902125D) is licensed by the Monetary Authority of Singapore. 

Acadian Asset Management (Australia) Limited (ABN 41 114 200 127) is 
the holder of Australian financial services license number 291872 (“AFSL”). 
Under the terms of its AFSL, Acadian Asset Management (Australia) Limited 
is limited to providing the financial services under its license to wholesale 
clients only. This marketing material is not to be provided to retail clients. 

Acadian Asset Management (UK) Limited is authorized and regulated by 
the Financial Conduct Authority (‘the FCA’) and is a limited liability company 
incorporated in England and Wales with company number 05644066. Acadian 
Asset Management (UK) Limited will only make this material available to 
Professional Clients and Eligible Counterparties as defined by the FCA under 
the Markets in Financial Instruments Directive.


