TSMC warns US tariffs could derail $165bn chip plant expansion plans
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Recently, TSMC, the world's leading chip manufacturer, has escalated its negotiations with the U.S. government amid growing concerns over potential tariffs that could significantly impact its operations. The company has issued a stark warning to the White House: if tariffs on semiconductor imports are imposed, the ambitious plans that TSMC has to expand its chip manufacturing facilities in the United States could be jeopardised. This communication comes in the wake of remarks made by U.S. Commerce Secretary Howard Lutnick, who indicated that tariffs could be enacted as early as May or June, affecting a wide array of technology products from smartphones to computers.
At present, TSMC operates only one of its planned semiconductor fabrication plants—or fabs— in Arizona. The remaining facilities are still in the pipeline, part of a strategy initially estimated at a staggering $165 billion investment. This includes three fabs already accounted for by a $65 billion commitment, of which only one is currently operational. The company's critical role in the global supply chain is underscored by its production for major U.S. technology firms like Apple, AMD, and Nvidia. In a letter to the U.S. Commerce Department, TSMC highlighted how declining market demand from its American customers could hamper its manufacturing capabilities and adaptability, drawing a direct line to the pressures exerted by a potential tariff regime.
The geopolitical context further complicates the situation. As the tensions between the U.S. and China rise, the implications for TSMC become increasingly profound. Analysts predict significant growth for the company's artificial intelligence revenue, yet the prospects remain clouded by external factors such as the looming threat of restricted exports due to U.S. export controls. This is particularly relevant considering TSMC’s involvement in an ongoing investigation pertaining to potential export control violations that could lead to penalties exceeding $1 billion.
The stakes are high, not only for TSMC, which is striving to scale its operations in the U.S. with plans for advanced chip production by 2028, but also for American national security. The urgency of bringing semiconductor manufacturing back to U.S. soil has intensified, especially as the country seeks to reduce its reliance on foreign-made chips in light of escalating geopolitical tensions. According to projections, TSMC’s Arizona plant could ultimately comprise around 30% of its worldwide capacity for cutting-edge semiconductor technology. However, this ambition may stall if protectionist measures are enacted.
The situation echoes broader trends in the semiconductor industry, where other major firms such as Samsung and SK Hynix have exhibited caution in their U.S. investments, often leading to critical deficiencies in producing sophisticated semiconductor devices domestically. The Biden administration's support for semiconductor manufacturing through initiatives like the Chips and Science Act aims to facilitate local production; however, the actualisation of this initiative is fraught with challenges, particularly as companies navigate the competing pressures of international relations and market demands.
As TSMC continues its dialogue with the U.S. government, the path forward remains uncertain. The firm's potential reduction or even cancellation of its investment plans accentuates the delicate balance between international competitiveness and national interests. Without clear exemptions from tariff impositions, TSMC may reconsider its commitment to developing its capabilities in the U.S., leaving America's tech industry in a precarious position. The unfolding dynamics could well reshape not only the landscape of semiconductor manufacturing but also the future of technological innovation in both the U.S. and Asia.
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