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Abstract

The global trade environment in 2025 is marked by heightened uncertainty, protectionist policy shifts, and
evolving geopolitical alignments. This research paper synthesizes recent empirical studies and official data to
analyze the causes and consequences of trade disruptions, focusing on tariff escalations, supply chain
reconfigurations, and the implications for both advanced and developing economies. The findings reveal a
contraction in global trade growth, increased trade policy uncertainty, and a growing divergence in economic
outcomes across regions. The paper includes a focused analysis of India’s adaptive strategies, highlighting its
evolving trade policy and resilience amid global uncertainty. Policy recommendations are provided to mitigate
the risks of persistent fragmentation and promote resilient, inclusive global trade.
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Introduction:

he global trade environment has been undergoing significant changes since 2018. A surge in protectionist
policies, growing tariff disputes, and shifting geopolitical relationships have all contributed to a major reshaping
of international trade. By 2025, these developments have become even more pronounced. Key players like the
U.S., China, and the European Union have adopted more aggressive trade strategies, making it increasingly
difficult for developing nations to access markets and participate in global supply chains (McKinsey, 2025;
UNCTAD, 2025). In response to this evolving landscape, India—one of the world’s leading emerging
economies—has introduced major reforms in its foreign trade policy. These efforts aim to strengthen its export
performance and better align with global changes (Tree Life, 2025). This paper delves into the main factors
driving recent disruptions in trade, examines their global impact, and reviews policy measures being taken to
address the resulting economic challenges, with particular focus on India’s shifting trade approach.

Methodology:

This study is based on a thorough review of existing literature and available data, drawing from a range of
sources published between 2010 and 2025. It includes peer-reviewed journals, working papers, and official
publications. Notable references include reports from the World Trade Organization (WTO), International
Monetary Fund (IMF), McKinsey Global Institute, UN Conference on Trade and Development (UNCTAD),
and the Centre for Economic Policy Research (CEPR). Additionally, recent evaluations of India’s trade
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performance and policy shifts have been considered, including insights from Tree Life (2025), KPMG (2025),
and India Briefing (2025). The study combines quantitative data from global trade forecasts and economic
models with qualitative perspectives gained from policy reviews and case-based analysis.

Discussion:
Trade Policy Shifts and Escalating Tariffs

In 2025, global trade dynamics are undergoing a major shift, largely driven by a new wave of policy changes
and rising tariffs—especially in the ongoing trade tensions between the United States and China. Since the
beginning of the year, the U.S. has rolled out a standard 10% tariff on all imported goods. It has also introduced
an additional 20% tariff, dubbed the “fentanyl” tariff, which affects a wide range of products. Moreover, the
25% Section 301 tariffs that were originally introduced back in 2018 remain in place (China Briefing, 2025).
Adding to the list, certain household appliances made with steel components are now subject to a steep 50%
tarift, calculated based on the amount of steel they contain.

These tariffs are often cumulative, meaning multiple duties can apply to a single product, significantly
increasing the effective import cost. By mid-2025, the average US tariff on Chinese goods reached 51.1%, with
some categories experiencing rates as high as 145% before a recent de-escalation agreement (Statista, 2025). In
response, China imposed its own retaliatory tariffs, with average rates on US goods at 32.6% and certain
products, such as engineering plastics and agricultural commodities, facing additional duties as high as 74.9%
(China Briefing, 2025).

The trade conflict between the U.S. and China reached a boiling point in early 2025, when the United States
unveiled a broad set of new tariffs—some as high as 245%—targeting key industries such as electric vehicles,
semiconductors, and solar energy products (J.P. Morgan Research, 2025). In a swift and strong response, China
retaliated by imposing tarifts of up to 84% on American goods, escalating the trade tensions even further (Fitch
Ratings, 2025a). This back-and-forth tariff war has not only driven up costs for companies and consumers alike
but has also caused considerable disruption in global supply chains and added instability to financial markets
worldwide (World Economic Forum, 2025).

The impact of these shifts extends well beyond the US and China. The increased cost of goods, supply chain
disruptions, and policy uncertainty have contributed to a marked slowdown in global trade growth and GDP
expansion. For example, the global economy is projected to slow sharply in 2025, with growth forecasts revised
downward in response to the trade war’s ripple effects (Fitch Ratings, 2025a).

India’s Position and Response:

India finds itself at a crossroads as recent global trade shifts bring both hurdles and prospects. The ongoing tariff
battle between the US and China has, in some ways, worked to India’s advantage—US importers looking to
reduce reliance on China have started turning to Indian producers, especially in fields like electronics,
pharmaceuticals, and textiles. Yet, India hasn’t escaped unscathed: it now faces steep US tariffs of 27% on
several major exports as of 2025. Despite these setbacks, India has managed to cushion the blow by broadening
its export destinations, forging fresh trade deals, and embracing a more flexible, tech-driven approach to trade
policy (TreeLife, 2025; KPMG, 2025).

India’s Foreign Trade Policy 2025, with its emphasis on ease of doing business, digitization, and export
promotion, is designed to help Indian exporters navigate the increasingly protectionist and uncertain global
environment. By focusing on duty remission, sectoral incentives, and market diversification, India aims to
strengthen its resilience and capitalize on shifting trade flows in the wake of global tariff escalations.
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Global Trade Contraction and Policy Uncertainty

The outlook for global trade in 2025 is marked by contraction and heightened uncertainty, driven primarily by
persistent tariff tensions and unpredictable policy shifts. The World Trade Organization (WTO) projects that
global merchandise trade volume will decline by 0.2% in 2025, a significant reversal from the 2.9% growth
observed in 2024 and nearly three percentage points lower than what would have been expected under a low-
tarift scenario. This contraction is directly linked to the escalation of tariffs, particularly between major
economies such as the United States and China, and the broader spillover of trade policy uncertainty.

The reactivation of US reciprocal tariffs and ongoing US-China tariff escalations in 2025 are forecast to reduce
global trade growth by up to 1.4 percentage points, with the potential for an even sharper decline of 1.5% if
trade tensions intensify further. North America is expected to bear the brunt of this downturn, with exports
projected to drop by 12.6% and imports by 9.6%, subtracting 1.7 percentage points from global merchandise
trade growth and tipping the overall figure into negative territory. In contrast, Asia and Europe are projected to
see modest gains, with Asia’s exports growing by 1.6% and Europe’s by 1.0%.

The impact of this contraction and uncertainty is not uniform. While some least-developed countries (LDCs)
may temporarily benefit from trade diversion, they remain especially vulnerable to external shocks and global
trade declines due to limited export diversification7. The WTO warns that renewed tariffs and persistent
uncertainty could severely undermine the fragile export sectors of LDCs, increasing their economic
vulnerability.

Structural Shifts and Global Divergence

The global trade system in 2025 is experiencing profound structural shifts, leading to increasing divergence in
trade patterns and economic outcomes across regions. These changes are not only a response to recent tariff
escalations but also reflect deeper trends in geopolitics, supply chain strategy, and regional integration.

One of the most significant structural changes is the realignment of global supply chains. As trade tensions
between the United States and China have intensified, many multinational companies have accelerated efforts
to diversify their manufacturing bases. This has led to a noticeable shift of production from China to other Asian
economies such as Vietnam, Indonesia, and India, as well as to Mexico in North America (McKinsey Global
Institute, 2025). The phenomenon of “friendshoring”—relocating supply chains to countries with similar
political and economic values—has gained momentum, with firms seeking to reduce exposure to geopolitical
risk and tariff uncertainty (McKinsey Global Institute, 2025; WTO, 2025).

Countries in Europe, meanwhile, have responded to global uncertainty by deepening economic ties within the
European Union and with select external partners. The EU’s focus on strategic autonomy and resilience has led
to increased investment in critical sectors such as semiconductors, green technology, and pharmaceuticals,
further differentiating its economic trajectory from other regions (McKinsey Global Institute, 2025).

India’s experience illustrates both the opportunities and challenges of this new landscape. As global firms seek
alternatives to China, India has emerged as a key destination for investment in electronics, pharmaceuticals, and
engineering goods (KPMG India, 2025). The government’s focus on export diversification, digital trade
facilitation, and new free trade agreements is helping Indian exporters tap into emerging markets and regional
value chains (TreeLife, 2025). However, India must also contend with rising competition from other Asian
economies and the need to continually improve its infrastructure and regulatory environment to sustain these
gains.

Implication for Developing countries

The global trade contraction and policy uncertainty in 2025 are having far-reaching and often adverse effects
on developing countries, with the risks and impacts varying across regions and sectors. While some developing
economies have managed to maintain modest trade growth, the overall environment is marked by volatility,
vulnerability, and increased complexity.

One of the major worries going into 2025 is the expected decline in global merchandise trade. According to
WTO projections, trade could shrink by anywhere from 0.2% to 2%, marking a sharp contrast to the relatively
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stable performance seen in 2024. This slowdown is largely driven by the introduction of new tariffs, persistent
geopolitical tensions, and growing uncertainty around trade policies. For developing nations—especially Least-
Developed Countries (LDCs)—the impact could be particularly severe. These economies often depend heavily
on a limited number of export products or industries, leaving them highly exposed to shifts in global demand
and price fluctuations.

The slowdown in global trade is also expected to weigh heavily on economic growth. Major institutions like
the IMF and UNCTAD now project global GDP growth for 2025 to be between 2.3% and 2.8% —significantly
lower than earlier forecasts. According to the World Bank and OECD, rising trade barriers and ongoing
uncertainty are among the main reasons for this weaker outlook. Developing countries are expected to be hit
the hardest, as falling exports, declining commodity prices, and tighter financial conditions are straining
government budgets and raising the risk of debt crises, especially in low- and middle-income nations.

Despite these challenges, there are pockets of opportunity. Some developing countries, particularly in Asia, have
seen their trade grow faster than the global average, driven by shifts in supply chains and trade diversion away
from China and other major exporters. For example, India is projected to maintain robust economic growth at
6.5% in 2025, supported by infrastructure investment and digital expansion, while Southeast Asian economies
may benefit from increased integration into regional value chains. However, these gains are uneven and often
limited to specific sectors or countries with the capacity to quickly adapt to changing trade patterns.

For LDCs, the outlook is mixed. While some may experience short-term export gains due to trade diversion—
such as increased textile exports to fill gaps left by declining Chinese shipments—these benefits are fragile and
occur within an overall context of global economic slowdown and heightened vulnerability. The WTO warns
that the net impact for LDCs is likely negative, as the risks of reduced demand, higher import prices, and
diminished development assistance outweigh the potential for opportunistic export growth.

Conclusion

The global economic landscape in 2025 is defined by trade disruption, policy-driven fragmentation, and
heightened uncertainty. Empirical evidence indicates that recent tariff escalations and protectionist measures
have not only reduced trade volumes and output but also increased volatility and regional divergence. India’s
adaptive policy framework—emphasizing digitalization, export diversification, and strategic trade
agreements—offers a model for resilience amid global uncertainty. To mitigate these risks, policymakers should
prioritize de-escalation of trade conflicts, support multilateral cooperation, and implement targeted measures to
facilitate integration and resilience—especially for developing economies. Without coordinated action, the risk
of persistent economic fragmentation and lower global growth remains high.
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