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Introduction
On April 2, 2025, the United States unveiled sweeping new trade tariffs that mark one of the 
most significant shifts in trade policy in recent history. Announced by President Trump as 
part of a “Fair and Reciprocal” trade plan, these tariffs impose a 10% levy on nearly all imports 
into the U.S, with much higher rates for dozens of specific countries. The move immediately 
escalated global trade tensions – stock markets started tumbling on fears of rising costs and 
slowing growth, and leaders around the world condemned the measures as a major blow to 
the long-established free trade order. This report provides an overview of the April 2nd tariffs 
– including which industries and countries are most affected and the scope of these changes 
– and analyses potential best-case and worst-case outcomes for global trade. It also exam-
ines the likely geopolitical fallout, especially for U.S. relations with China and the European 
Union and how these tariffs might reshape supply chains, trigger retaliation, spur new trade 
alliances, or accelerate economic decoupling. 

From this analysis, the most likely outcome sits between escalation and resolution: a prolonged 
period of selective retaliation and cautious diplomacy, where key economies test boundaries 
without fully severing ties. Global trade won’t collapse—but it will restructure along more re-
gional, risk-aware, and politically aligned lines, altering the shape of globalisation rather than 
ending it. The tangible risk is a protracted period of high tariff levels where tariffs become stuck 
in national economic and political thinking.

Five Days On
In the week since the U.S. tariffs took effect, global markets have experienced turbulence, 
but the predicted economic rupture remains constrained. Responses from China, the EU, and 
other major economies suggest strategic restraint rather than unbridled escalation. Global 
stock exchanges have seen typically 5% losses in value and instability, about the same is 
the UK lost from Brexit - survivable. Early indicators point less toward outright trade-war and 
more toward a prolonged recalibration, wherein economies carefully negotiate, retaliate se-
lectively, and diversify trade partnerships. The initial shocks underscore not a breakdown of 
globalisation, so far, but rather its transformation into a multipolar, adaptive, and strategically 
nuanced landscape. Moving forward, resilience, adaptability, and a readiness to reconfigure 
trade alignments will define success, as the world learns to navigate this new era of cautious 
coexistence and calculated competition.
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Overview of the April 2nd, 2025 U.S. Tariff 
Announcement
Scope and Scale: The U.S. tariffs announced on April 2nd are unprecedented in their breadth 
and severity in American history, often with extreme negative impacts. Most imported goods 
now face a 10% base tariff, effective April 5. In addition, the U.S. set “reciprocal” tariff rates on 
a country-by-country basis, imposing far steeper duties on nations with which the U.S. runs 
large trade deficits or that maintain higher barriers against U.S. goods. These country-specific 
rates take effect April 9, on top of the base 10%. As a result, virtually every U.S. trading part-
ner is impacted – over 150 countries by some counts – ending any notion of exemptions for 
allies or neighbours. Even tiny territories and uninhabited islands were included on the White 
House’s tariff list, underscoring the across-the-board nature of the policy. According to Fitch 
Ratings, this tariff surge catapults the average U.S. import tax rate to about 22% – up from 
just 2.5% in 2024. Such a level has not been seen in over a century to tariff rates around 1910, 
making this a game-changer for the global economy. Economists warn that if sustained, these 
tariffs could spark worldwide recessionary pressures, as many countries may be pushed into 
recession under the weight of collapsing export demand. 

Positively, other major trading areas have not knee jerked their reactions, most having re-
sponded as expected. China adopted to counter the U.S. tariffs with a 34% reciprocal tariff on 
American goods, rare earth export controls, and a WTO complaint challenging the legality of 
the measures. It also restricted U.S. investments and blacklisted several U.S. firms—signaling 
a firm but measured stance aimed at strategic deterrence.  The European Union is posturing 
but not committing working on wait-and-see basis.

Affected Countries and Tariff Rates: While a 10% duty now applies to almost all U.S. imports, 
the policy hits certain countries much harder with “reciprocal” rates calibrated to perceived 
trade imbalances. Notably, China and several export-driven Asian economies face the highest 
tariffs, reflecting U.S. grievances over large trade deficits and alleged unfair practices. 

Key announced rates include:

China: 54% total tariff on Chinese exports to the U.S. [1] [2]. This consisted of a fresh 34% tariff 
announced April 2, atop a 20% tariff imposed earlier in 2025, reaching the staggering 54% lev-
el – near the 60% President Trump had once threatened [3]. This affects virtually all Chinese 
goods, from electronics and appliances to furniture and apparel.

Vietnam: 46% tariff. Vietnam which had benefited from manufacturers shifting production 
out of China, is now among the hardest hit exports of electronics, textiles, and footwear to 
the U.S. Vietnam’s (worth over 30% of Vietnam’s GDP) are now under a punitive 46% duty   [4].

Taiwan: 32% tariff  [5]. Another major Asian exporter 32% duties, potentially impacting its elec-
tronics shipments semiconductor chips themselves a below.

Thailand: 36–37% tariff [6]. Thailand, which expected a much lower rate was shocked by a 
37% hit on exports, hitting its automotive parts, and agricultural goods sectors hard.

South Korea: 25% tariff [5]. A longstanding U.S. ally, South Korea was not spared – its exports 
electronics, steel, and similar. face aul called the U.S. move “extremely regrettable” and indi-
cated it is weighing its response [7].
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Japan: 24% tariff [5]. Machinery exports to the U.S. are now under a heftTokyo said it is con-
sidering “all options” to respond to these “extremely regrettable” duties [7].

European Union: 20% tariff [1] [5]. The entire EU bloc faces a 20% import targeting major 
European industries like automotive, aerospace, luxury goods, and agriculture. Brussels has 
decried the move the conse for millions” in Europe) and is preparing countermeasures [1] [8].

India: 26% tariff. India, another country with a trade surplus vis-à-vis the U.S., was hit with a 
26% rate, higher than expected. Key s such as pharmaceuticals, textiles, and jewellery will feel 
the impact.

U.S. neighbours Canada and Mexico were notably not subject to additional tariffs on April 
2, as they already face 25% duties under earlier measures [9]. 25% tariffs apply mainly to 
products not qualifying for duty-free treatment under USMCA [10].) Both countries remain at 
25%, with the U.S. implying that existing trade pact exemptions cover some trade. Even so, 
domestic political pushback in the U.S. has arisen – the Senate narrowly voted to term tariffs 
on Canada, though the House is unlikely to concur [11].

Most other nations: 10% base tariff. Dozens of countries in Latin America, Africa, and the 
Middle East that were not singled out for higher “reciprocal” rates still fall under the blanket 
10% import tariff [12]. For example, countries like the UK, Australia, Brazil, and many smaller 
trading partners were listed at this base level [13]. In essence, almost no nation is exempt – a 
stark departure from past U.S. practice of sparing allies or friendly economies.

 Source Reuters April 3rd 2025 :

Above is a static map of countries hit by the new U.S. tariffs, with darker shades indicating 
higher tariff rates. Several Asian manufacturing economies in Southeast Asia face the steep-
est tariffs, while other countries are subject to the baseline 10% duty [1] [14]. 

Industries and Products Impacted: Thee casts a wide net, affecting a vast range of industries 
given its broad coverage of “most goods.” American consumers and companies will see price 
increases on “thousands of everyday goods – from phones to food”, as one analyst noted, 
fuelling inflation at a time it is already persistent [15]. Key sections include:
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Consumer Electronics and Technology: Smartphones, computers, televisions, and other 
electronics imported from China, Vietnam, Taiwan, and South Korea) now incur double-digit 
tariffs. This threatens higher retail prices and pressure on U.S. tech industries that rely on 
imported components. semiconductors were initially exempt from the reciprocal tariffs [16], 
recognizing their critical supply chain role. However, the White House signalled it may pursue 
separate tariffs on semiconductors later [17], meaning tech hardware is still in the crosshairs.)

Automotive: The auto sector is a prime target. In addition to the general tariffs, the adminis-
tration announced a 25% tariff on imported cars and parts April 3rd [18] [19]. This hits Euro-
pean and Japanese carmakers especially hard. Europe’s auto industry 14 million jobs) faces 
serious risks from both the 20% reciprocal tariff and the new auto-specific tariff [19]. Amer-
ican auto companies could also feel pain if parts they source from abroad electronics, etc.) 
become costlier.

Metals and Machinery: already imposed 25% tariffs on steel and aluminium in prior actions, 
and in March extended those to nearly $150 billion of downstream metal products [20]. The 
April 2 measures add further strain by taxing imported machinery, equipment, tools, and ap-
pliances from numerous countries at the new rates. Industries from construction to manufac-
turing that rely on imported machinery or metal parts will see cost increases.

Apparel and Footwear: Clothing, textiles, and shoes – a category where countries like China, 
Vietnam, Bangladesh, Cambodia, and India dominate U.S. imports – are now more expensive 
to import. For example, Cambodia major garment supplier) was slapped with a 49% tariff [21], 
a move expected to “hurt its garment and footwear industries” and deter foreign investment 
looking to relocate there [22]. U.S. retailers and apparel brands will either absorb these costs 
or pass them to consumers.

Agriculture and Food: Many food imports will face the 10% duty not higher for specific coun-
tries). Everyday groceries such as fruits, vegetables, meats, and wines from overseas are 
affected. European foods olive oil, wine), for instance, effectively face 20% tariffs under the 
EU rate [1]. While the U.S. is also a major food exporter, it relies on imports for out-of-season 
produce and specialty goods – all of which remain exposed to tariff-induced price increases 
or supply disruptions. This could feed into higher inflation for food.

Energy and Commodities: Notably, certain raw materials were exempted from the new tariffs 
to protect U.S. industry. According to a White House fact sheet, “copper, lumber, gold, energy 
and certain minerals not available in the U.S.” are excluded from the tariffs. This means im-
ports of crude oil, natural gas, and critical minerals earths, etc.) can continue without tariff – a 
recognition that slapping tariffs on these could harm U.S. energy security or raise input costs 
for manufacturers. Even so, refined products and other commodities might still see impacts 
if sourced from targeted countries.

Related Trade Actions: The April 2 announcement was part of a broader protectionist push by 
the ly 2025. In the weeks leading up, the U.S. had already taken several actions:

Autos: As noted, a 25% tariff on automotive imports and parts) was announced in late March 
and took effect on April 3 [19]. This measure alone particularly irked the EU and Japan as only 
targeted their car industries, and the UK has already seen cancelled car shipments to the USA.

Steel & Aluminium: The Trump Administration had increased tariffs on imported steel an 
25% country exemptions) earlier in the year, invoking national security 232) authority [23]. 
These metals tariffs, first imposed in 2018, were broadened in March 2025 to cover more 
downstream metal products [20]. The EU responded by announcing €26 billion billion) of 
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counter-tariffs on U.S. goods, set to begin this month, as retaliation for the steel/aluminum 
duties [24]. On April 2nd alongside the tariffs, President Trump signed an order ending the “de 
minimis” import exemption for China and Hong Kong [25] [26]. Previously, shipments valued 
under $800 could enter the U.S. duty-free; this rule had been used by e-commerce sellers to 
ship Chinese goods directly to U.S. consumers without tariffs. Effective May 2, even low-value 
packages from China/Hong Kong will no longer be duty-free [25]. The administration justified 
this move to curb the flow of fentanyl and other illicit goods often shipped in small parcels 
[27], but it also closes a major loophole that Chinese exporters bargain-hunting U.S. shop-
pers) had exploited.

New Investigations: The administration signalled that further trade measures may be on the 
horizon. It initiated investigations under Section 301 trade practices) and Section 232 secu-
rity) into sectors like pharmaceuticals, semiconductors, critical minerals, and shipping [17]. 
These probes could lead to additional tariffs or quotas on imports in those areas. In other 
words, the April 2nd tariffs may not be the end – more targeted eing prepared in parallel.

In summary, the April 2, 2025 tariff package represents a comprehensive tariff shock to the 
global trading system. It spans virtually all products limited exceptions) and all trading part-
ners, something the world has not seen from the U.S. in generations. The next sections as-
sess the potential outcomes of this policy: best-case versus worst-case for global trade, and 
the geopolitical ripple effects, especially regarding U.S.-China and U.S.-EU relations.

Best-Case Scenario: Limited Trade Disruption scenario, these aggressive tariffs would serve 
as short-term leverage to rebalance trips, but would not become a permanent feature of glob-
al commerce. The Trump Administration has indicated the tariffs are meant to force other 
countries to adopt “fairer” terms – indeed, officials pitched the “reciprocal tariff” plan to pres-
sure partners into removing their own trade barriers or buying more American goods [28] [29]. 
If negotiations succeed, the tariffs could be reduced or lifted in exchange for concessions, 
leading to a more level playing field without collapsing global trade. Key elements of this op-
timistic scenario include:

Bilateral Trade Deals or Concessions: Trading partners, wary of losing the lucrative U.S. mar-
ket, may come to the table. We are already seeing signs of this: Vietnam’s government urgent 
cabinet meeting and set up a task force to address the tariffs, signalling willingness to make 
concessions to Washington [4] [30]. Vietnam had earlier made concessions to avoid U.S. tar-
iffs and is likely to offer more now [30]. Similarly, Thailand’s leadership announced plans to ne-
gotiate with the U.S. to bring down its tariff rate from 37% to a more manageable level [31]. In 
a best case, such talks could result in side agreements example, committing to import more 
U.S. goods or adjust cert that persuade the U.S. to dial back some tariffs. Over time, the most 
extreme duties 40–50% rates) might be rolled back as bilateral understandings are reached. 
This would transform the global trade landscape – not by ending trade, but by recalibrating 
trade flows according to new deals. Countries with large surpluses might agree to voluntary 
export restraints or to lower their own tariffs on U.S. products, addressing U.S. complaints of 
“nonreciprocal” trade [28].

Supply Chain Adjustments (Not Collapse): Even in a best case, companies worldwide will 
adjust sourcing and production to cope with tariffs. We may see shifting of supply chains 
to countries with lower tariffs or into the U.S. itself, but such shifts could be relatively order-
ly. For example, some manufacturing intended for export to America could move to Mexico 
or Canada to take advantage of USMCA’s tariff-free provisions that meet rules-of-origin can 
still enter the U.S. duty-free despite the 25% external tariff) [32]. This would mean more re-
gionalization of trade American production for the U.S. market) – a transformation of trade 
flows, but not a net elimination of trade. Likewise diversify sourcing: if one country’s goods 
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become prohibitively expensive due to tariffs, importers may switch to another country that 
negotiated an exemption or faces only 10%. For instance, if Vietnam’s 46% tariff remains high, 
apparel importers might pivot to, say, Bangladesh or Indonesia if those countries manage to 
secure better terms currently many emerging Asian nations were also hit with high rates). In a 
managed scenario, the U.S. might selectively lower tariffs for strategic partners, which could 
redirect trade rather than destroy it. Global trade volumes could initially dip, but new trade 
patterns would emerge as producers and consumers find ways around the barriers.

Temporary Inflation with Long-Term Rebalancing: In the near term, prices for import-heavy 
goods in the U.S. would rise the tariffs are essentially a tax on consumers). However, if deals 
are struck, these price hikes might assume inflation, while “uncomfortably persistent” in the 
short run [15], would be mitigated as some tariffs are lifted or as supply chains reroute ef-
fective paths. American manufacturers might benefit from reduced foreign competition in 
the interim, potentially boosting domestic production and jobs – one of the administration’s 
aims. If domestic capacity ramps up in some sectors electronics assembly or steel making), 
that could eventually help moderate prices and substitute for some imports, leading to a more 
balanced trade situation.

Avoiding a Global Recession: Crucially, the best-case outcome averts a full-scale trade war 
spiral. That means limited retaliation from other nations. If U.S. trading partners opt for di-
alogue over tit-for-tat tariffs, the overall impact on global trade could be contained. For ex-
ample, several Southeast Asian nations have explicitly ruled out immediate retaliation and 
instead stressed engagement with U.S. authorities [33] [34]. Malaysia announced it would 
not seek retaliatory tariffs, preferring to uphold “the spirit of free and fair trade” and work with 
U.S. officials on a solution [35]. Such restraint, if emulated by other countries, would prevent 
an escalating cycle of protectionism. In the best case, perhaps only mild countermeasures 
are implemented instance, the EU might delay or soften its planned €26 billion counter-tariff 
package if negotiations with Washington show progress). Without a barrage of foreign retal-
iations, global trade volumes might shrink only slightly in the short term, then stabilize. The 
world economy could continue to grow, albeit a bit slower, rather than tipping into contraction.

Opportunity for Trade Reform: Optimists note that these tariffs, shockingly blunt as they are, 
could jolt international trade arrangements into a new equilibrium. The era of ever-freer trade 
was already under strain; now countries might be motivated to address longstanding griev-
ances. In a constructive scenario, the U.S., China, the EU, and others could eventually convene 
to hash out more reciprocal terms – whether through updating WTO rules or new bilateral ac-
cords. If the threat of 54% tariffs pushes China to curb certain unfair practices theft, industrial 
subsidies or pushes the EU to lower agricultural tariffs, and if the U.S. in turn scales back its 
tariffs, the result could be more balanced trade without permanent barriers. Essentially, global 
trade flows would transform – away from overdependence on one country China and toward 
a slightly more distributed network, with the U.S. importing a bit less and exporting a bit more 
than before – but would continue to grow in new directions.

In summary, the best-case scenario views the 2025 tariffs as a catalyst for renegotiation rath-
er than a permanent shift toward protectionism. Global trade would adapt and reconfigure 
rather than collapse entirely. Although certain industries would face temporary disruption and 
price increases during an initial period of adjustment, subsequent trade agreements or tar-
geted exemptions would gradually restore trade flows. These flows might initially decline but 
would eventually resume growth along new pathways—such as strengthened regional trade 
or reduced U.S.-China trade volumes—potentially improving if diplomatic agreements are suc-
cessfully reached. Ultimately, this positive outcome hinges heavily on diplomacy, requiring all 
parties to actively favor negotiation over escalation. 
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Worst-Case Scenario:  
Escalating Trade War and Fragmentation
In a worst-case scenario, the April 2nd tariffs could trigger a self-perpetuating trade war that 
shrinks global trade flows dramatically and drives the world economy toward stagflation or 
recession. If major powers retaliate in kind and no one backs down, the result would be an 
unravelling of the global trading system into hostile blocs or widespread protectionism not 
seen since the 1930s. Key features of this dire scenario include:

Long-Standing Trade Partners: Despite U.S. warnings “not to retaliate” Chief Scott Bessent 
cautioned that could only lead to escalation and hurt consumers globally [36]), other countries 
may feel compelled to answer these tariffs. China has already vowed/has taken “counter-
measures” if the U.S. does not cancel the tariffs [37] [3]. In a severe trade war, China could 
impose extremely high tariffs on U.S. exports – for example, heavy duties on American agri-
cultural products corn, meat and Boeing aircraft, or restrictions on U.S. companies operating 
in China. Tesla must be in their cross-hairs now! During the earlier trade war China targeted 
U.S. farm goods; now, with tensions higher, Beijing might outright block certain U.S. exports 
or curtail rare earth mineral supplies vital to U.S. industry. The European Union, for its part, 
has signalled it has a “strong plan” to retaliate – Ursula von der Leyen said “all instruments 
are on the table” and the EU is prepared to defend its economy [38] [39]. The EU could swiftly 
roll out its €26 billion counter-tariff package hitting iconic U.S. exports [24]. Likely EU targets 
include American agriculture tariffs on U.S. corn, orange juice), industrial goods, and consum-
er likes motorcycles, bourbon, and denim – echoing its retaliatory list from past disputes. If 
close allies like the EU and Japan retaliate alongside rivals like China, the U.S. would always 
punter-retaliate in turn. A tit-for-tat spiral could ensue, with successive rounds of higher tariffs 
or expanded coverage the U.S. might hike the base tariff beyond 10% or extend tariffs to cur-
rently exempt items like pharmaceuticals). In the worst case, global tariff barriers keep rising, 
choking off trade volumes.

Global Trade Contraction: As barriers pile up, world trade volumes would shrink sharply. With 
the U.S. and its partners essentially taxing unseen in modern times, trade flows could plum-
met. Historical analogies are ominous: economists compare the situation to Smoot-Hawley 
Tariffs which contributed to a collapse in international trade during the Great Depression. The 
current effective U.S. import tax already exceeds that era, and broad retaliation would push it 
higher. The Fitch Ratings analysis warns that if a 22%+ average tariff “stays on for an extend-
ed period,” you can “throw most forecasts out the door” – the implication being that global 
growth predictions would be invalidated by a deep trade shock [40]. In a trade war scenario, 
worldwide recession becomes a real risk. Export-dependent economies would suffer as their 
access to the U.S. market is curtailed, leading to factory shutdowns and job losses. The WTO 
estimated in past simulations that a full trade war between the U.S. and China/Europe could 
shave several percentage points off global GDP. Early signs of this appeared immediately: 
stock markets worldwide slumped on the tariff news, with investors fearing a hit to corporate 
broader economic stall [41] [42]. Should the worst case materialize, this downturn would not 
be a short-term blip but an enduring slump as trade volumes keep declining. Global supply 
chains, built over decades of globalization, would be severely disrupted or broken, with no 
quick replacements.

Rising Prices and Stagflation: Consumers globally would face higher prices and fewer choic-
es. In the U.S., the tariffs function like a massive sales tax on imports, raising costs for house-
holds on many goods. If other countries retaliate with tariffs on U.S. exports, American firms 
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would lose overseas sales and potentially cut jobs, reducing consumer income – a double 
whammy. Other economies would likewise see consumer prices jump for imported goods. 
Nigel Green of deVere Group described the U.S. move as *“sabotaging the world’s economy 
will push prices higher on everything from phones to food, fuelling inflation [15]. The worst-
case scenario amplifies this: inflation rises due to tariffs even as growth slows due to falling 
trade – the classic recipe for stagflation. Central banks might be hamstrung: fighting inflation 
with higher interest rates could worsen the recession, but doing nothing leaves inflation un-
checked. This was the grim dynamic of the 1970s, but now triggered by trade conflict. A World 
Bank or IMF outlook in this scenario might show global trade contracting for multiple years 
globalization), world GDP growth turning negative, and unemployment surging in trade-sen-
sitive sectors.

Breakdown of Multilateral Trade Order: The tariff war could effectively render institutions 
like the World Trade Organization irrelevant. The U.S. is invoking national security/emergency 
laws Section 232) to justify these tariffs [43] [44], which makes them difficult to challenge 
under WTO rules. If others retaliate without WTO authorization, the rule-based trading system 
further erodes. In a worst case, we might see a collapse of WTO disciplines and a return to 
a 1930s-like scenario where each nation raises tariffs with impunity. The coordinated global 
trade liberalization of past decades would give way to fragmentation. Trade blocs could solidi-
fy: for instance, a U.S.-centric bloc might form among a few willing allies, while a China-centric 
bloc coalesces among countries that continue trading with China under lower tariffs. Global 
trade flows would re-route into separated channels, with far less interconnection than before. 
We could witness a kind of economic Iron Curtain: a scenario where the U.S. and maybe a 
few partners drastically reduce trade with China and possibly with parts of Asia, while China 
increases trade with other regions Latin America, etc.) but also reduces reliance on Western 
markets.

Geopolitical Tensions and Alliances upended: A prolonged trade war would spill over into 
broader geopolitical relations in detail in the next section). In short, trust between the U.S. 
and its allies would erode, while U.S.-China rivalry would harden further. Countries might be 
forced to choose economic sides. For example, if the U.S. maintains punitive tariffs on the EU, 
the Europeans might inch closer to China out of economic necessity, or at least pursue an 
independent path autonomy). Trade alliances could realign in hostile ways – a worst-case de-
velopment would be, say, China and the EU striking a deal to lower tariffs between themselves 
while both face high U.S. tariffs, effectively isolating the U.S. Or the U.S., feeling betrayed, 
could double down by sanctioning countries that don’t fall in line. This kind of breakdown of 
cooperation could extend to technology spheres standards and supply chains) and even se-
curity partnerships.

In the worst case, global trade doesn’t only shrink – it undergoes a forced decoupling and 
segmentation. The efficient, integrated supply chains that once linked Shenzhen, Shanghai, 
Frankfurt, and Chicago would fragment. Goods might be produced start-to-finish within each 
bloc to avoid tariffs, sacrificing efficiency. Countries with less economic clout, like many de-
veloping nations, would be caught in the crossfire – losing export markets and seeing less in-
vestment as the big players turn inward or focus only on their immediate spheres. The World 
Bank recently noted that a decoupling into U.S. and China-led trade blocs could reduce long-
term global GDP by trillions of dollars. Unfortunately, that is precisely what an uncontrolled 
tariff war threatens to do.

Likelihood of Growth, Shrinkage, or Transformation: In summary, under a worst-case trajec-
tory global trade would shrink drastically – both in absolute volume and as a share of world 
GDP – and it would transform in a negative sense, splitting into fragmented flows rather than 
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a single integrated network. This stands in stark contrast to the best-case scenario where 
trade is transformed in a more managed way and eventually continues growing. The reality 
will likely fall somewhere between these extremes, but the risks of a severe outcome are 
clearly elevated by the scale of the April 2nd tariffs.

Geopolitical Implications for the U.S., 
China, and the EU
Beyond the economic numbers, the new U.S. tariffs carry profound geopolitical implications, 
particularly for relations among the world’s largest economic powers. Trade policy is now 
tightly interwoven with strategic considerations. Below we examine how the April 2 tariffs 
could affect the U.S.-China relationship and U.S.-EU relations, in terms of diplomacy, alliances, 
and the broader balance of power.

U.S.–China Relations: From Trade War to 
Strategic Decoupling
The U.S.-China relationship, already strained by years of trade disputes and tech rivalry, has 
entered an even more adversarial phase. The 54% tariff on Chinese goods effectively launch-
es “Trade War 2.0” on a scale larger than the 2018-2019 tariff battle. Beijing’s immediate 
reaction was fierce: get Washington to “immediately cancel its latest tariffs” and warned that 
China will “take countermeasures to safeguard its own rights and interests” [37] [3]. This sets 
the stage for escalation. Likely geopolitical impacts include:

Deepening Economic Decoupling: The tariffs accelerate efforts on both sides to reduce mu-
tual dependency. For the past few years, the U.S. has restricted Chinese tech 5G and semi-
conductors) and encouraged “friend-shoring,” while China has pursued self-reliance in critical 
sectors. With a 54% tariff wall now around Chinese goods, many U.S. companies will find it 
untenable to source from China. We can expect a faster pull-out of supply chains from China 
– from consumer electronics to pharmaceuticals – as firms either move production to other 
countries or reshore to the U.S. the tariffs on alternatives complicate this, as discussed be-
low). China, anticipating this, has been shifting its economic strategy: Chinese officials down-
play the impact, with one analyst noting the tariive mark on the Chinese economy”* because 
U.S. exports are of declining importance to China [45] [46]. Indeed, China has been growing 
trade with other regions; if the U.S. market will intensify its outreach to alternative markets in 
Asia, Europe, Africa, and Latin America [47] [48]. We could see Beijing double down on trade 
initiatives like the Belt and Road boost South-South commerce) and RCEP Asian trade pact 
excluding the U.S.). In essence, the tariff war pushes the two economies to uncouple more 
rapidly, economically and technologically. Strategic decoupling – creating separate ecosys-
tems – goes from a theoretical concept to an on-the-ground reality.

Shifting Alliances and Regional Influence: As the U.S. and China square off economically, 
other countries in Asia-Pacific feel the squeeze. Many had pursued a “China+1” strduction out 
of China to ASEAN countries or India) [49] [50]. HS. tariffs now hit those “+1” countries too Ma-
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laysia, India, etc.), diminishing their advantage [50]. This could have two opposite geopolitical 
effects: On one hand, some of these countries might align closer with the U.S., negotiating 
favourable terms exemptions or lower rates) in exchange for strategic cooperation. India, for 
instance, with a 26% tariff, might leverage its growing strategic partnership with the U.S. the 
Quad alliance, etc.) to seek relief – or at least to prevent further escalation. On the other hand, 
many emerging Asian economies might gravitate towards China out of necessity, since the 
U.S. market is now less accessible. If China can offer increased trade or investment to them if 
China keeps its tariffs on their goods low), they may see China as the more reliable economic 
partner. In a severe scenario, China could try to form a trade alliance counterweight: for ex-
ample, deepening its ties with ASEAN through RCEP implementation, or encouraging those 
countries to join its own retaliatory stance against the U.S. so far, ASEAN nations have been 
cautious and prefer talks [33]). The battle for influence in Asia may intensify, as the U.S. tariffs 
inadvertently hurt allies and make China’s market relatively more important for them.

Geostrategic Tensions: The trade rift is likely to exacerbate broader geopolitical tensions be-
tween Washington and Beijing – including disputes over Taiwan, technology, and the South 
China Sea. Trust on economic matters is at a low ebb; any cooperative dialogue climate 
change, or coordinating macroeconomic policy) becomes harder amid mutual tariffs. Chi-
na may respond asymmetrically: for instance, restricting exports of critical materials. Beijing 
controls the supply of many rare earth elements vital for electronics and defence; it could 
curtail these to pressure the U.S. rather than matching tariffs dollar-for-dollar. Similarly, China 
could intensify scrutiny or regulation of U.S. firms in China Apple, Tesla, or McDonald’s), mak-
ing it harder for them to operate or stirring up consumer boycotts. These actions would have 
geopolitical resonance – effectively using economic tools for strategic leverage. On the U.S. 
side, hostility toward China could become more entrenched across the political spectrum, 
with calls to further “decouple” in strategic sectors finance). Export controls on advanced 
technology to China might tighten further, and any remaining cooperation as academic or 
scientific exchange) could diminish in an atmosphere of economic confrontation.

Global Leadership and Soft Power: The trade war may also influence perceptions of U.S. ver-
sus Chinese leadership globally. Some countries view the sweeping U.S. tariffs as a unilateral, 
protectionist move that destabilizes the global economy. China is trying to position itself least 
rhetorically) as a defender of the multilateral trade system – pointing out that the U.S. has 
“long benefited greatly from international trade” and is now reneging on prior agreements [51]. 
If the U.S. is seen as abandoning free trade, China could gain soft power by expanding trade 
ties elsewhere and presenting itself as a more stable partner. However, China’s ability to fully 
capitalize on this is limited by its own mercantilist practices and the fact that many countries 
share U.S. concerns about China not the U.S. approach) in a prolonged conflict, China is likely 
to strengthen economic alliances with non-Western countries – for example, using forums like 
BRICS and the Shanghai Cooperation Organization to foster trade cooperation that excludes 
the U.S. This East-South economic bloc would have geopolitical implications, potentially trans-
lating into coordinated positions in international institutions opposed to U.S. policies.

In summary, U.S.–China relations in the wake of these tariffs are poised to become more an-
tagonistic and less interdependent. The best-case outcome here would be a negotiated set-
tlement a “Phase 2” trade deal) that stops the spiral – but given the scale of tariffs and political 
dynamics, that appears challenging in the near term. More likely, we are witnessing a decisive 
turn toward economic decoupling: the world’s two largest economies pulling apart. Global 
businesses that once straddled the U.S.-China divide will have to choose sides or create sep-
arate operations for each. Strategically, the trade war will feed into the broader narrative of a 
bifurcated world order, with the U.S. and China as rival poles.
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U.S.–EU Relations: Alliance Under Strain
The tariffs on the European Union on all EU goods, plus the separate 25% auto tariff introduce 
significant friction into the transatlantic alliance. The U.S. and EU have been close strategic 
partners, but trade has long been a sticking point before, disputes over aircraft subsidies, tech 
taxes, etc. caused tensions. Now, the sweeping nature of these tariffs – treating Europe on 
par with other “tariff foes” – has been met with unity and outrage in Europe. European Com-
mission President Ursula von der Leyen stated bluntly: “Europe did not start this confronta-
tion… we think it is wrong”, while warning that the EU has “everything we need to protect our 
people and our prosperity” [52]. Key implications for U.S.-EU relations include:

Retaliation and Legal Action: The EU is preparing a robust response. Von der Leyen and EU 
trade officials have been finalizing a list of U.S. products worth €25–30 billion for counter-tar-
iffs [53] [54]. In a moderate scenario, the EU might implement these in phases, but in a worst-
case described earlier) they will hit full force. Likely targets are chosen to maximize political 
pressure on the U.S. – for example, tariffs on Harley-Davidson motorcycles a company from a 
swing state), Kentucky bourbon home state), cranberries orange juice etc., following the tem-
plate used in 2018. The EU may also pursue legal action via the WTO, filing disputes against 
the U.S. tariffs as violations of international rules. However, since the U.S. will cite national 
emergency provisions, the WTO route may be slow or ineffectual. If the WTO process fails if 
the U.S. simply ignores adverse rulings), it could hurt the institution and disappoint Europeans 
who believe in multilateral solutions. This might prompt the EU to take matters into its own 
hands via unilateral retaliation or seek coalition responses coordinating with other affected 
partners like Japan and Canada for a joint stance on tariffs).

Strain on Western Unity: These trade tensions come at a time when Western allies have been 
try a united front on issues like confronting Russia Ukraine) and managing the rise of China. 
The tariffs risk undermining that unity. European leaders have explicitly said this tariff esca-
lation is a serious “blow to the world economy” and will have “dire consequences” globally [1]. 
The divergence on trade might spill into security cooperation: for instance, European public 
opinion could sour on the U.S., making it harder for pro-American governments to justify align-
ment with U.S. foreign policy. Already, some in Europe advocate for “strategic autonomy” – the 
idea that Europe should reduce reliance on the U.S. and chart its own course. Trade conflict 
gives fuel to that argument. We could see Europe less willing to follow the U.S. lead on issues 
like technology sanctions on China or Middle East policy, given the breach of trust. In a severe 
scenario, trade anger could even affect NATO cohesion indirectly, if political goodwill erodes. 
said, both sides may try to compartmentalize – keeping security ties intact while fighting on 
trade – but it’s a delicate balancing act.)

Economic Impact in Europe: Europe’s economy, which has been recovering unevenly, could 
be hit hard. Sectors like German automobiles are directly in the crosshairs – the 25% U.S. 
auto tariff will make BMWs, Mercedes, and Volkswagens much pricier in the U.S. market, likely 
denting sales. This threatens jobs in Europe’s industrial heartland France’s auto parts sector, 
Italy’s machinery, etc.). Additionally, a 20% tariff on broadly everything from the EU affects 
luxury goods wine, spirits), aviation parts imports components to U.S.), and even services if 
those spill over via digital trade taxes retaliation. If European firms start losing the U.S. market, 
Europe could face factory closures or lower exports, dragging down growth. The EU might in 
turn consider measures to support its industries or tax breaks to offset U.S. tariffs), but that 
complicates WTO rules further. This economic stress could have political ramifications in 
Europe: leaders will be under pressure to stand up to the U.S. to show they’re protecting jobs. 
It could also empower Eurosceptic or nationalist voices if they argue the EU should retaliate 
more aggressively or seek alternative partners.
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Europe’s Tilt in Global Trade: Faced with U.S. protectionism, Europe may seek to diversify its 
trade partnerships. The EU has been signing trade deals worldwide Japan in 2019, with Mer-
cosur pending, etc.). Now it might expedite deals with other regions to compensate for lost 
U.S. access. One big question is EU-China relations. The EU had negotiated an investment 
agreement with China in late 2020, but it was frozen due to political disputes. If transatlantic 
trade war deepens, Europe could be tempted to revive economic engagement with China as 
a counterbalance. We could see more high-level EU-China trade dialogues, or at minimum Eu-
rope staying neutral and not joining any U.S. efforts to economically isolate China. On the flip 
side, Europe is also unhappy with some of China’s practices, so it’s not an easy pivot. Alterna-
tively, Europe might double down on internal strength – boosting intra-EU trade and demand to 
be less dependent on exports. EU trade alliances could also strengthen with other like-minded 
partners: e.g. the EU might deepen cooperation with Japan, South Korea, or even the UK and 
Canada – countries that are both U.S. allies and have been hit by U.S. tariffs. There is potential 
for a kind of “counter-coalition” where the EU and a set of market economies form a united 
front informally) to keep trading among themselves with low tariffs, while the U.S. goes its own 
way. Already, Politico reported the EU plans to “bundle” its response to both the auto tariffs and 
the reciprocal tariffs into one strong strike [55], showing it sees this as a systemic challenge.

Negotiation vs. Confrontation: Despite the hardline rhetoric, there remains an incentive on 
both sides to negotiate. The best-case for U.S.-EU is that behind the scenes they work out at 
least partial accommodations. For instance, the U.S. might be open to exempting certain EU 
goods or reducing the auto tariff if the EU offers something increased imports of U.S. LNG 
or lifting some EU agricultural restrictions). Ursula von der Leyen did say the preference is a 
“negotiated solution” [38]. One could envision a deal where the EU agrees to some trade liber-
alization in areas the U.S. cares about access for U.S. farm goods or a pledge to collaborate 
on pressuring China) and in exchange the U.S. suspends the tariffs on the EU. This would 
be analogous to past trade spats where last-minute deals averted tariff implementation the 
U.S.-EU mini deal on reducing steel tariffs in late 2021). If such a deal happens within weeks 
or months, the geopolitical damage might be limited and U.S.-EU relations could return to a 
more cooperative footing. However, if negotiation fails and tariffs become a long-term reality, 
the transatlantic rift could widen, potentially becoming one of the biggest schisms in decades.

In essence, the U.S. tariffs have put the U.S. and EU on a collision course in trade policy. The 
coming weeks will determine if this collision is avoided through diplomacy or if it results in a sus-
tained trade war between allies. The stakes are not just economic; the trajectory will influence 
how closely the U.S. and Europe coordinate on global issues going forward. A prolonged dispute 
could see the Western alliance weakened, which would have knock-on effects, for example, in 
the context of great-power competition with China or in responding to international crises.

Supply Chain Shifts, Trade Alliances,  
and Economic Decoupling
One of the most far-reaching consequences of the U.S. tariff barrage may be a fundamental 
reordering of global supply chains and trade alliances. Companies and countries alike are 
now scrambling to adapt to the new tariff landscape. Below we explore how supply chains 
might shift and how countries might realign their trade relations in response – effectively 
transforming global trade flows for the long term.
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Rewiring of Supply Chains: Multinational companies have spent decades optimizing supply 
chains for efficiency – often by manufacturing in low-cost countries Vietnam, Mexico) and 
shipping to major consumer markets like the U.S. The new tariffs force a re-think. Firms now 
face a stark choice: absorb the tariffs profit margins), pass costs to consumers sales), or 
change their supply chain to avoid tariffs. Many will choose the third option where possible. 
We are likely to see an accelerated shift of manufacturing out of China strategy) but now with 
a twist – the “+1” can’t easily be Vietnam or Thailand if those are also hit with 30–40% tariffs. 
Some alternatives: Mexico could be a big winner if companies move production there to use 
USMCA privileges. Already, Mexico was highlighted as one of the countries that benefited 
from the earlier U.S.-China trade war by attracting factories [56]. However, Mexico still faces a 
25% tariff on goods that don’t meet USMCA rules of origin [10], so companies will aim to meet 
those local-content requirements to ship tariff-free. Canada similarly could see investment in 
manufacturing for the U.S. market its proximity and trade agreement), though its market size 
is smaller. Another potential shift is towards parts assembly in the U.S.: companies might im-
port components of which might be exempt or face lower tariffs) and do final assembly in the 
U.S. to minimize the duty impact. This onshoring or near-shoring trend aligns with the policy’s 
goal of bringing jobs back, but it will take time and significant capital changes.

Secondary Sourcing and Diversification: Companies will also diversify sourcing geographi-
cally to spread risk. Rather than relying on one country China) which now could be suddenly 
tariffed at 50+%, corporations will set up parallel supply chains in multiple countries. For in-
stance, an electronics maker might develop factories in India, Vietnam, and Mexico, so that 
if one country is tariffed or sanctioned, production can ramp up elsewhere. Indeed, India at 
26% tariff is comparatively less punitive than China at 54%, so some businesses might pivot 
to India despite the tariff, betting that India’s large domestic market and strategic relationship 
with the U.S. might lead to a tariff reduction in future. Southeast Asia will still attract manu-
facturers, but they may aim for countries that got the lowest tariffs – for example, Malaysia 
is lower than Vietnam’s 46%, so some tech manufacturing semiconductor packaging, which 
Malaysia excels in) could stay or grow there [34]. Indonesia and Philippines also have large 
labour forces and might vie for investment if they can keep their tariffs from rising further [57]. 
Companies might also creatively route supply cha – for example, partially processing goods 
in one country to change the product’s origin and qualify for a lower tariff bracket. customs 
will be vigilant about such manoeuvres.

Trade Alliances and Blocs: On the geopolitical stage, countries are likely to respond by forg-
ing new trade alliances or strhout the U.S. If the U.S. is raising walls, other nations may lower 
barriers among themselves to co is the Regional Comprehensive Economic Partnership in 
Asia – encompassing China, ASEAN, Japan, South Korea, Australia, and others – which came 
into force in 2022. With the U.S. effectively taxing Asian goods heavily, the RCEP countries 
have all the more incentive to trade more with each other tariff-free. We could see intra-Asia 
trade increase as a share of their total trade, accelerating a trend where Asia’s economies 
become more self-sufficient as a trading zone. Similarly, the EU – already a free trade area 
internally – might pursue more free trade agreements abroad. The EU could, for instance, re-
vive the stalled EU-Mercosur trade deal to open South American markets, or deepen ties with 
Africa via economic partnership agreements, thereby finding outlets for its exports diverted 
from the U.S. and securing alternative suppliers. In the Western Hemisphere, if U.S.-EU trade 
suffers, Canada and Mexico might also increase trade with Europe or Asia, effectively hedging 
against U.S. protectionism.

“Two Trading Worlds” – Decoupling into Blocs: The concept of economic decoupling might 
extend beyond just U.S. vs. China to a broader fragmentation:
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Best-Case Scenario:  
Limited Trade Disruption and New Deals
In a best-case scenario, these aggressive tariffs would serve as short-term leverage to rebal-
ance trade relationships, but would not become a permanent feature of global commerce. 
The Trump Administration has indicated the tariffs are meant to force other countries to ne-
gotiate “fairer” terms – indeed, officials pitched the “reciprocal tariff” plan as a way to pressure 
partners into removing their own trade barriers or buying more American goods [28] [29]. If ne-
gotiations succeed, the tariffs could be reduced or lifted in exchange for concessions, leading 
to a more level playing field without collapsing global trade. Key elements of this optimistic 
scenario include:

Bilateral Trade Deals or Concessions: Trading partners, wary of losing the lucrative U.S. mar-
ket, may come to the table. We are already seeing signs of this: Vietnam’s government con-
vened an urgent meeting and set up a task force to address the tariffs, signaling willingness 
to make concessions to Washington [66] [67]. Vietnam had earlier made concessions to avoid 
U.S. tariffs and is likely to offer more now [30]. Similarly, Thailand’s leadership announced 
plans to negotiate with the U.S. to bring down its tariff rate from 37% to a more manageable 
level [31]. In a best case, such talks could result in side agreements committing to import more 
U.S. goods or adjust certain policies) that persuade the U.S. to dial back some tariffs. Over 
time, the most extreme duties 40–50% rates) might be rolled back as bilateral understandings 
are reached. This would transform the global trade landscape – not by ending trade, but by 
recalibrating trade flows according to new deals. Countries with large surpluses might agree 
to voluntary export restraints or to lower their own tariffs on U.S. products, addressing U.S. 
complaints of “nonreciprocal” trade [28].

Supply Chain Adjustments (Not Collapse): Even in a best case, companies worldwide will 
adjust sourcing and production to cope with tariffs. We may see shifting of supply chains to 
countries with lower tariffs or into the U.S. itself, but such shifts could be relatively orderly. For 
example, some manufacturing intended for export to America could move to Mexico or Cana-
da to take advantage of USMCA’s tariff-free provisions that meet rules-of-origin can still enter 
the U.S. duty-free despite the 25% external tariff) [32]. This would mean more regionalization 
of trade American production for the U.S. market) – a transformation of trade flows, but not a 
net elimination of trade. Likewise, companies might diversify sourcing: if one country’s goods 
become prohibitively expensive due to tariffs, importers may switch to another country that 
negotiated an exemption or faces only 10%. For instance, if Vietnam’s 46% tariff remains 
high, apparel importers might pivot to, say, Bangladesh or Indonesia if those countries man-
age to secure better terms many emerging Asian nations were also hit with high rates). In a 
managed scenario, the U.S. might selectively lower tariffs for strategic partners, which could 
redirect trade rather than destroy it. Global trade volumes could initially dip, but new trade 
patterns would emerge as producers and consumers find ways around the barriers.

Temporary Inflation with Long-Term Rebalancing: In the near term, prices for import-heavy 
goods in the U.S. would rise the tariffs are essentially a tax on consumers). However, if deals 
are struck, these price hikes might be temporary. The best case assumes that inflation, while 
“uncomfortably persistent” in the short run [15], would be mitigated as some tariffs are lifted 
or as supply chains reroute to more cost-effective paths. American manufacturers might ben-
efit from reduced foreign competition in the interim, potentially boosting domestic production 
and jobs – one of the administration’s aims. If domestic capacity ramps up in some sectors 
electronics assembly or steelmaking), that could eventually help moderate prices and substi-
tute for some imports, leading to a more balanced trade situation in the long run.
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Avoiding a Global Recession: Crucially, the best-case outcome averts a full-scale trade war 
spiral. That means limited retaliation from other nations. If U.S. trading partners opt for di-
alogue over tit-for-tat tariffs, the overall impact on global trade could be contained. For ex-
ample, several Southeast Asian nations have explicitly ruled out immediate retaliation and 
instead stressed engagement with U.S. authorities [33] [35]. Malaysia, dealt a 24% rate, said it 
will not retaliate but will work actively with U.S. officials “to seek solutions that uphold the spir-
it of free and fair trade” [35]. Such restraint, if emulated by other countries, would prevent an 
escalating cycle of protectionism. In the best case, perhaps only mild countermeasures are 
implemented instance, the EU delays or softens its planned €26 billion counter-tariff package 
if negotiations with Washington gain traction). Without a barrage of foreign retaliations, global 
trade volumes might shrink only slightly in the short term, then stabilize. The world economy 
could continue to grow, albeit more slowly, rather than tipping into contraction.

Opportunity for Trade Reform: Optimists note that these tariffs, shockingly blunt as they are, 
could jolt international trade arrangements into a new equilibrium. The era of ever-freer trade 
was already under strain; now countries might be motivated to address longstanding griev-
ances. In a constructive scenario, the U.S., China, the EU, and others could eventually convene 
to hash out more reciprocal terms – whether through updating WTO rules or new bilateral 
accords. If the threat of 54% tariffs pushes China to curb certain unfair practices IP theft, in-
dustrial subsidies) or pushes the EU to lower agricultural tariffs – and if the U.S. in turn scales 
back its tariffs – the end result could be more balanced trade without permanent barriers. 
Essentially, global trade flows would transform – away from overdependence on one country 
China) toward a slightly more distributed network, with the U.S. importing a bit less and ex-
porting a bit more than before – but trade would continue.

In summary, the best-case scenario envisions that the 2025 tariffs serve as a catalyst for 
renegotiation rather than a lasting state of protectionism. Global trade would reconfigure, not 
collapse. We would see a period of painful adjustment higher costs and supply chain moves), 
followed by new trade deals or exemptions that restore confidence. Global trade flows might 
dip initially but then resume growth on altered pathways – for instance, more regional trade 
and slightly reduced U.S.-China volumes, but perhaps increased U.S.-ASEAN or U.S.-UK trade 
if those partners reach agreements. This outcome hinges on diplomacy: all sides would need 
to prefer negotiation over escalation.

In a worst-case scenario, the April 2 tariffs could trigger a self-perpetuating trade war that 
shrinks global trade flows dramatically and drives the world economy toward stagflation or 
recession. If major powers retaliate in kind and no one backs down, the result would be an 
unravelling of the global trading system into hostile blocs and widespread protectionism not 
seen since the 1930s. Key features of this dire scenario include:

Full-Scale Retaliation by U.S. Trading Partners: Despite U.S. warnings “not to retaliate” Chief 
Scott Bessent cautioned that retaliation would only lead to escalation and hurt consumers 
globally [36]), other countries may feel compelled to answer these tariffs blow-for-blow. China 
has already vowed to take “countermeasures” if the U.S. does not cancel the tariffs [37] [3]. In 
a severe trade war, China could impose extremely high tariffs on U.S. exports – for example, 
heavy duties on American agricultural products corn, meat) and Boeing aircraft, or restrictions 
on U.S. companies operating in China. During the earlier trade war China targeted U.S. farm 
goods; now, with tensions higher, Beijing might even block certain U.S. exports or curtail rare 
earth mineral shipments vital to U.S. industries as leverage. The European Union, for its part, 
has signaled a “strong plan” to retaliate – von der Leyen said “all instruments are on the table” 
and the bloc is ready to defend its interests [38] [52]. The EU could swiftly roll out its €26 billion 
counter-tariff package hitting iconic U.S. products [24]. Likely EU targets include American 
agriculture tariffs on U.S. corn, soy, orange juice), industrial goods, and consumer products 
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like motorcycles and bourbon – echoing its retaliatory list from 2018. If close allies like the EU 
and Japan join rivals like China in retaliating, the U.S. would almost certainly counter-retaliate 
in turn. A tit-for-tat spiral could ensue, with successive rounds of higher tariffs or expanded 
coverage U.S. might hike the base tariff beyond 10%, or other countries might broaden their 
targets beyond goods to include services or investment curbs). In the worst case, global tariff 
barriers keep rising, choking off trade volumes on multiple fronts.

Global Trade Contraction: As barriers pile up, world trade volumes would shrink sharply. With 
the U.S. and its partners essentially taxing each other’s goods at rates unseen in modern 
times, trade flows could plummet. Historical analogies are ominous: economists compare the 
situation to the Smoot-Hawley Tariff of 1930, which contributed to a collapse in international 
trade during the Great Depression. The current effective U.S. import tax average [62]) already 
exceeds pre-World War II levels, and broad retaliation would push it higher. The Fitch analyst 
noted “you can throw most forecasts out the door if this tariff rate stays on” [63] – meaning 
a global recession would become highly likely. Export-dependent economies would suffer 
as their access to the U.S. market is curtailed, leading to factory shutdowns and mass lay-
offs. The shockwaves would hit commodity exporters too, as demand for raw materials falls 
with declining production. Early signs of this appeared immediately: stock markets worldwide 
slumped on the tariff news, with investors fearing a hit to corporate earnings and a broader 
economic stall [58] [42]. In a full trade war scenario, this downturn would not be a short-lived 
dip but an enduring slump as trade volumes keep deteriorating. Supply chains that once effi-
ciently delivered intermediate goods across borders would seize up. Global GDP could con-
tract for the first time since 2009, and world trade might fall by double-digit percentages it did 
in 2009), reversing years of gains in globalization.

Rising Prices and Stagflation: Consumers globally would face higher prices and fewer choic-
es. In the U.S., the tariffs function like a massive sales tax on imports, raising costs for house-
holds on many goods. If other countries retaliate with tariffs on U.S. exports, American firms 
would lose overseas sales and potentially cut jobs, reducing consumer income – a double 
whammy. Other economies would likewise see consumer prices jump for imported goods 
and inputs. Nigel Green of deVere Group described the U.S. move as “sabotaging the world’s 
economic engine while claiming to supercharge it,” warning it will “push prices higher on thou-
sands of everyday goods…fueling inflation” [15]. The worst-case scenario amplifies this: in-
flation rises due to tariffs even as growth stalls due to falling trade – the classic recipe for 
stagflation. Central banks would be in a bind: raising interest rates to tame inflation could 
deepen the recession, but doing nothing would let inflation erode purchasing power. This was 
the grim dynamic of the 1970s stagflation era, but now trade conflict – rather than oil shocks 
– would be a driving cause. Economically, it could take years to recover; politically, the strain 
of high prices and lost jobs could foster instability or populism in many countries.

Breakdown of the Multilateral Trade Order: A heated trade war could effectively render insti-
tutions like the World Trade Organization powerless. The U.S. is invoking national emergency 
statutes Section 232) to justify these tariffs [43] [44], which makes them hard to challenge 
under WTO rules allow national security exceptions). If others retaliate without WTO authori-
zation, the rule-based trading system erodes further. In a worst case, we’d see a collapse of 
WTO norms and a return to a 1930s-style free-for-all, where each nation raises tariffs with 
impunity. Global trade governance would fracture, and smaller countries, lacking clout, would 
be hardest hit. Trade blocs might solidify along geopolitical lines: a U.S.-led bloc of some 
allies any remain exempt or if they band together in separate deals) versus a China-led bloc 
of countries continuing to trade with China on preferential terms. Even Europe could form its 
own centre of gravity if transatlantic ties sour, seeking alignment with neither Washington nor 
Beijing but rather pursuing its independent trade network. The integrated global market could 

https://www.tradecouncil.org
https://sg.linkedin.com/company/the-international-trade-council
https://www.facebook.com/TheInternationalTradeCouncil/
mailto:info%40tradecouncil.org%20?subject=
https://x.com/IntTradeCouncil


 www.tradecouncil.org info@tradecouncil.org 19

split into distinct spheres with high barriers between them. Such fragmentation would echo 
the Cold War economic division Eastern bloc countries traded mostly amongst themselves), 
but on a larger scale given China’s weight. Efficiency losses would be severe as economies of 
scale are reduced and duplicate supply chains emerge for each bloc.

Geopolitical Tensions and Unintended Consequences: A protracted trade war would spill 
over into broader international relations. U.S.-China rivalry would intensify further extending 
into financial warfare, like dumping U.S. Treasury bonds or restricting access to rare resourc-
es). The tariff conflict might embolden hardliners in both Washington and Beijing, diminishing 
chances of cooperation on issues like North Korea, climate change, or global health. U.S.-EU 
relations would also be strained more below), potentially weakening the Western alliance at a 
time of other global security challenges. Countries in the middle – many in Asia, Africa, Latin 
America – would feel pressure to choose sides or face economic harm from both directions. 
For example, emerging economies reliant on exports could see their development progress 
reversed if global trade contracts sharply. Some might resort to currency devaluations or 
capital controls to protect their economies, which could spark financial turbulence. In short, a 
tariff-induced trade war could morph into a broader geopolitical and economic crisis, under-
mining international cooperation and stability.

In the worst case, global trade doesn’t only shrink – it undergoes a forced decoupling and 
segmentation. The efficient, interwoven supply chains that connected continents would frag-
ment. Goods might increasingly be produced start-to-finish within each tariff bloc to avoid 
cross-border penalties, sacrificing efficiency for security. Countries with less economic clout, 
like many developing nations, would be collateral damage – losing export markets and seeing 
less investment as the giants turn inward. The WTO and other bodies that underpinned global 
trade for 70+ years could become irrelevant if major economies simply ignore the rules. The 
world would likely see a period of diminished trade, lower growth, and higher tensions, until 
some new equilibrium new trade arrangements) eventually emerge from the wreckage.

Likelihood of Growth, Shrinkage, or Transformation: Summing up the two scenarios, the 
critical question is whether global trade will grow, shrink, or transform in the wake of these 
tariffs. The best case yields a transformation with resumed growth – trade flows rebalanced 
through new deals and shifting supply chains, but eventually expanding again along different 
routes). The worst case results in a significant shrinkage and a negative transformation – 
trade collapsing and bifurcating into separate blocs, with only limited recovery after. Reality 
may land between these extremes: some trade re-routing and decoupling is likely and a period 
of slower trade growth or slight contraction could occur partial shrinkage), but perhaps not a 
total collapse if cooler heads prevail. Much will depend on the policy responses in the coming 
months by the U.S. and affected nations.

In summary, U.S.–China relations in the wake of these tariffs are poised to become more 
adversarial and less intertwined. The best-case outcome would be a negotiated truce a new 
trade deal) that stops the downward spiral – but given the scale of the tariffs and domestic 
politics on both sides, that appears difficult in the near term. More likely, we are witnessing a 
decisive step toward economic decoupling: the world’s two largest economies pulling apart, 
with global repercussions. Businesses, investors, and allied countries will increasingly treat 
China and the U.S. as separate strategic realms, requiring parallel strategies. The tariff conflict 
thus isn’t just a commercial dispute; it’s a milestone in the reconfiguration of the global order 
toward a more bipolar fragmented) economic system.
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Conclusion
As of early April 2025, the United States’ sweeping tariffs have injected a new level of uncer-
tainty and volatility into the global trade system. The associated political disruption suggests 
a decade long period of internal unrest if not actual conflict. The measures introduced on 
April 2nd span virtually all trading partners and a vast array of goods, amounting to one of the 
most far-reaching protectionist actions in modern history [12] [62]. The short-term impacts 
are already being felt: markets roiled, allies alienated, and companies re-evaluating sourcing 
strategies. In the best-case scenario, these tariffs might prove to be a high-stakes gambit that 
brings key players to the negotiating table, resulting in new agreements that ultimately foster 
a more reciprocal and fair trading environment, after a period of adjustment. In that outcome, 
global trade flows would resume growth, albeit along reconfigured routes, and the rules-based 
system might even emerge with updated norms addressing long-standing imbalances.

In the worst-case scenario, however, the world could be dragged into a self-defeating cycle of 
retaliation and economic nationalism, shrinking global trade and fragmenting it into competing 
blocs. That path would risk replaying the darkest chapters of trade history, with consequences 
including worldwide recession, higher consumer prices, and weakened international cooper-
ation. It would mark a decisive end to the era of globalization that lifted growth for decades.

Between these extremes, the most likely outcome will feature elements of transformation 
and partial decoupling: some supply chains will reroute out of China; some alliances will shift 
as nations band together in new trade pacts; and both businesses and governments will learn 
to navigate a landscape where U.S. trade policy is far less predictable. The geopolitical im-
plications are profound – the U.S.-China economic divorce may accelerate, and even U.S.-EU 
relations face trials not seen in generations, at least in the economic realm.

In the coming months close attention will be on diplomatic efforts to manage this upheaval. 
Will the U.S. administration carve out exemptions or strike deals to dial back tensions? How 
will China and the EU calibrate their responses – with restraint or with reciprocal force? And 
how will other economies, from Asia to Latin America, reposition themselves in the new or-
der? Each decision will feed into the next, determining whether global trade as we know it 
shrinks, grows, or is fundamentally reinvented.

One thing is clear: as of April 2025, the world has entered uncharted territory for trade. The 
policies set in motion on April 2nd are testing the resilience and flexibility of the global econo-
my. Best-case, they catalyze overdue reforms and a fairer system; worst-case, they tear down 
the system altogether. The balance between these will shape not only economic outcomes 
but also the geopolitical map of the 21st century. For businesses and nations alike, adapting 
to this new reality is not optional – it’s imperative. In an interconnected world now strained by 
tariffs, the watchwords for the future of trade have become “adjust, ally, and adapt.”
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from or referenced with a clear citation as to its source. Kenneth Tombs©2025

Inevitable Accuracy Disclaimer
This analysis is based on previous private analyses with the most current and credible infor-
mation available as of April 3rd 2025, including official announcements, economic data, and 
reputable media sources such as Reuters, the White House, and international trade monitors. 
While the full economic effects of the new U.S. tariffs will evolve over time, this report offers 
a timely and structured interpretation of their immediate and likely strategic consequences. 
The scenarios, sector impacts, and geopolitical implications are grounded in current trade 
flows, historical precedent, and early response signals from major economies. As with all 
real-time assessments, the analysis will benefit from ongoing validation and revision as facts 
on the ground develop.
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