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1. Executive Summary & Introduction

1.1 The Era of Hyper-Globalisation

Up to 2018, the world economy was characterized by what economic historians and policy analysts
broadly term 'hyper-globalisation’. During this transformative multi-decade era, international trade
expanded at a rapid pace, far outpacing general world economic growth. Worldwide production
networks became intricately linked, and multinational corporations systematically fragmented their
production processes across multiple countries. This geographic unbundling allowed firms to

minimize production costs, optimize capital allocation, and maximize supply chain efficiency.

At the epicenter of this globalized economic structure was China, which rapidly evolved into the
world's primary manufacturing hub for multinational enterprises. Developed economies reaped
substantial benefits from this arrangement, enjoying an influx of affordable consumer goods, lower
inflationary pressures, and expanded corporate profit margins. The progressive lowering of trade
barriers, dramatic advancements in logistics and information technology, and a period of relatively
stable international political relations reinforced the widespread consensus that deep economic

integration was universally beneficial and bound to expand indefinitely.
1.2 The 2018 Catalyst and the Shift to Strategy

This longstanding trajectory was abruptly challenged by the onset of the United States-China trade
war in 2018. Initiated when the U.S. imposed comprehensive tariffs on a broad spectrum of Chinese
imports—citing severe concerns over bilateral trade imbalances, intellectual property protection,
technology transfer mandates, and national security—the conflict escalated rapidly. China responded
with targeted retaliatory tariffs on American agricultural and industrial exports, transforming a
localized trade dispute into a prolonged systemic conflict between the world's two largest

economies.

The trade war severely disrupted long-established international trade patterns, elevated operational
expenses for businesses, increased retail prices for consumers, and exposed the acute vulnerabilities
inherent in highly centralized global supply chains. Beyond immediate economic friction, the conflict
signaled a fundamental realignments in global economic governance. Governments increasingly
subordinated pure economic efficiency to strategic autonomy, national security, and supply chain
resilience. While the trade war did not catalyze a complete unwind of global commerce, it marked a
decisive inflection point ending peak hyper-globalisation and inaugurating a more fragmented,

strategically managed global trade architecture.



2. Conceptualizing Globalisation vs. Deglobalisation

2.1 Definitions and Structural Boundaries

Conceptual Framework: To rigorously evaluate structural shifts in the international economy, it is

essential to distinguish clearly between globalisation and deglobalisation:

Globalisation: Represents the ongoing integration and mutual interdependence of nations through
cross-border trade, direct foreign investment, capital flows, technology transfer, and digital
communications. Over recent decades, globalisation enabled goods, services, and expertise to flow
across borders with minimal friction. For instance, a modern smartphone may be engineered in the
United States, incorporate high-precision components manufactured in Japan and South Korea, and

undergo final assembly in China—exemplifying the deep integration of global value chains (GVCs).

Deglobalisation: Denotes the structural process wherein global economic integration slows, plateaus,
or reverses. Rather than deepening international connections, economies pivot inward, prioritizing
domestic production or trading within restricted regional blocs. Deglobalisation is manifested
through the shortening and realignment of supply chains, declining cross-border capital flows, and
the proliferation of trade barriers. Importantly, deglobalisation does not imply the total collapse of

trade, but rather a transition away from rapid integration toward structural fragmentation.
2.2 Global Trade Trends Before and After the Trade War

A primary metric for gauging the velocity of globalisation is the ratio of world merchandise trade to
global Gross Domestic Product (GDP). Historically, from the 1980s through the 2000s—and
particularly following the establishment of the World Trade Organization (WTO) in 1995—global trade
expanded substantially faster than world economic output. WTO and World Bank data show the
trade-to-GDP ratio climbing from roughly 20% in the mid-1990s to over 30% by the early 2010s,
reaching a historical peak of nearly 59% around 2008-2010.
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Figure 1: Historical evolution of global trade-to-GDP ratio illustrating the peak of hyper-globalisation and subsequent
moderation.
Around 2018, this expansionary momentum lost velocity. Global merchandise trade growth
decelerated to approximately 3% in 2018. Subsequently, the COVID-19 pandemic induced severe
supply chain bottlenecks, causing the world trade-to-GDP ratio to contract sharply from 57% in 2019
to roughly 52% in 2020—a 5 percentage-point drop. Although trade volumes partially rebounded post-

2020, the trajectory remains markedly flatter than the aggressive upward slope observed prior to the
2010s.

KEY OBSERVATIONS: GLOBAL TRADE TRENDS

» Trade growth outstripped world GDP growth for decades during the peak hyper-globalisation era.
« A structural deceleration began around 2018, signaling underlying trade friction prior to COVID-19.

» The 2020 pandemic caused a severe sharp drop (to ~52% of GDP), accelerating supply chain re-
evaluations.

» Post-2020 recovery remains sluggish and fragmented compared to historical expansion phases.

2.3 Root Cause Analysis: Symptom vs. Cause of Trade Fragmentation

A central debate among international economists is whether the U.S.-China trade war acted as the
primary driver of deglobalisation or merely served as a prominent symptom of deeper underlying

tensions. Rigorous analysis suggests it is both. While trade barriers directly raised transaction costs,
the conflict emerged from long-simmering domestic economic discontent, rising income inequality,

wage stagnation in industrial regions, and perceived non-market distortions.



The U.S. 'America First’ policy framework established in 2017 represented a formal return to
economic nationalism, utilizing protective tariffs to shield domestic manufacturing. However,
parallel geopolitical developments globally reflected identical structural pressures: Brexit in 2016
demonstrated widespread public appetite for reasserting sovereign control over trade and
immigration; Western economic sanctions against Russia and Iran further fragmented energy and
finance channels; and major emerging economies including India and Brazil instituted domestic

preference schemes and import tariffs.

3. Short-Run Economic Impacts & Market Dynamics

3.1 Bilateral Trade Shifts & The 'China Plus One' Realighment

Following the implementation of major U.S. tariffs in 2018, bilateral trade flows underwent
immediate restructuring. In 2018, U.S. imports of Chinese goods stood at approximately $540 billion.

By 2019, this import volume contracted sharply to $450 billion—representing a dramatic 15% to 20%
decline within a single year.
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Figure 2: Contraction in U.S. merchandise imports from China following 2018 tariff implementations.

Crucially, this contraction in direct U.S. imports from China did not lead to an equivalent drop in
aggregate U.S. total imports. Instead, trade flows rapidly diverted to third-party nations—most
notably Vietnam, Mexico, and Taiwan. However, trade data reveals notable market inefficiencies:
multiple Chinese enterprises rerouted finished goods through intermediary countries like Vietnam
and Mexico to circumvent origin rules, or established assembly facilities in northern Mexico near the

U.S. border. Thus, rather than curtailing trade altogether, tariffs led to supply chain re-routing that
added logistical complexity and operational costs.



3.2 Consumer Price Sensitivities and Tariff Pass-Through

Standard international trade theory dictates that import tariffs operate as an excise tax on imported
goods. Empirical price tracking confirmed near-complete tariff pass-through onto domestic

consumers and manufacturing firms reliant on imported intermediate inputs.

A prime empirical example occurred in the consumer appliance sector. Following the imposition of
targeted tariffs, retail washing machine prices in the United States increased significantly, costing
consumers hundreds of millions of dollars extra annually. Similar price inflation occurred across

consumer electronics and hardware sectors heavily reliant on Chinese components. Ultimately, the

policy goal of shielding domestic markets created notable inflationary headwind for end consumers.
3.3 Sectoral Disruption: Industrial Steel vs. Agricultural Retaliation

Asymmetric Industry Effects: The short-run economic outcomes revealed stark sectoral divides:

Protected Industrial Sectors: Domestic steel and aluminum producers experienced immediate short-
term benefits. Import protection allowed U.S. steel manufacturers to raise capacity utilization and
pricing power. However, downstream industries using steel as a primary input—such as automotive
manufacturing, industrial equipment, and construction—faced substantial cost hikes, eroding their

global competitiveness.

Agricultural Export Impact: Conversely, the U.S. agricultural sector suffered severe damage due to
targeted Chinese retaliatory tariffs. Given that U.S. agricultural exports account for over 20% of total
farm production value, China's curtailment of American soybean, pork, and grain purchases caused
export volumes to plunge. The resulting collapse in farm incomes necessitated extraordinary U.S.

federal bailout packages exceeding $28 billion to compensate agricultural producers.

4. Global Supply Chain Reconfiguration & Reshoring

4.1 Strategic Frameworks: Reshoring, Near-Shoring, and Diversification

In response to geopolitical instability and tariff exposure, corporate supply chain executives
transitioned from single-source, ultra-lean operations toward resilient, multi-hub supply chain

architectures. Three dominant strategic frameworks emerged:



1. Reshoring (Onshoring): Relocating production facilities directly back to the firm's home country.
Highly emphasized in advanced economies (U.S., EU) for critical sectors like semiconductors,

pharmaceuticals, and defense technologies to ensure strategic autonomy.

2. Near-Shoring: Shifting production to geographic regions proximate to the primary consumer
market. For U.S. markets, Mexico has emerged as the prime nearshoring destination; for Western

Europe, Eastern European nations and Turkey serve as primary nearshoring nodes.

3. 'China Plus One' Strategy: Maintaining primary operational and supply bases in China while
simultaneously establishing secondary manufacturing hubs in lower-cost developing nations (e.g.,

Vietnam, India, Indonesia) to hedge against policy and tariff risks.
4.2 Empirical Patterns in Production Relocation

Data from the AmCham Shanghai China Business Report highlights clear shifts in where American

corporations operating in China prefer to redirect foreign direct investment (FDI).

Vietnam has been an extraordinary beneficiary, securing over $31.5 billion in total foreign direct
investment, anchored by massive investments from tech giants like Samsung and Intel. India has
similarly expanded its technology assembly capabilities, attracting production facilities for Apple and
Airbus.

4.3 Multi-Factor Drivers Beyond Tariffs

Compounding Risk Factors: While tariffs initiated supply chain reassessments, multiple non-tariff

catalysts accelerated the structural transition:

Pandemic Shocks: The 2020 pandemic exposed the acute vulnerability of centralized supply
networks. Factory shutdowns in single provinces reverberated globally, shifting corporate priorities

from cost minimization to operational redundancy.

Automation & Digitalization: Progressive robotics, Al-driven logistics, and digital manufacturing
reduced the relative weight of cheap manual labor in total unit costs, making higher-cost regional

hubs economically viable.

ESG & Regulatory Pressure: Heightened regulatory compliance, carbon tracking, and labor standards

enforced strict scrutiny over distant sub-tier suppliers, favoring consolidated regional hubs.



5. Distributional Impacts and Winner-Loser Dynamics

5.1 Household and Consumer Welfare

The economic burden of the U.S.-China trade war was distributed unequally across socio-economic
groups. Lower- and middle-income households bore a disproportionate share of the welfare loss, as
tariffs heavily targeted consumer goods, apparel, footwear, and home electronics, which constitute

a higher fraction of their disposable income.
5.2 Divergent Outcomes: Advanced vs. Developing Economies

At the macroeconomic level, advanced economies achieved greater policy control and strategic
alignment over critical infrastructure, but paid a premium in higher industrial production costs. In

contrast, developing economies experienced highly divergent outcomes:

Beneficiaries of Capital Inflow: Nations like Vietham, Mexico, Malaysia, and Indonesia captured
market share and attracted substantial new capital investment as multinationals expanded

manufacturing capacity.

Sidelined Economies: Developing nations lacking integrated industrial bases or export infrastructure
faced reduced export demand, elevated capital costs, and heightened global macroeconomic

volatility.
5.3 Sectoral Asymmetry: Strategic High-Tech vs. Non-Priority Industries

Government intervention created a dual-track economic environment. Priority technology sectors—
such as semiconductors, artificial intelligence, green technology, and advanced defense
manufacturing—received extensive state subsidies and capital backing (e.g., the U.S. CHIPS and
Science Act). Conversely, non-strategic commercial sectors faced unmitigated supply chain friction,

elevated input tariffs, and market uncertainty without government support.

6. Strategic Policy Lessons & Future Outlook

6.1 Limitations of Unilateral Tariff Measures

An overarching empirical lesson from the trade war is that broad unilateral tariffs are an inefficient

mechanism for achieving complex strategic objectives. Rather than reshoring manufacturing en



masse, broad import duties primarily induced price inflation, trade diversion through third countries,

and retaliatory cycles that damaged agricultural and export-dependent sectors.
6.2 Balancing Efficiency, Resilience, and National Security

Moving forward, modern trade policy must construct a balanced equilibrium across three competing

imperatives.

Rather than relying on blunt protective tariffs, superior policy frameworks emphasize targeted
industrial development, investment in domestic workforce re-skilling, research and development tax

incentives, and robust multilateral agreements among aligned trading partners.
7. Conclusion

The U.S.-China trade war was not the initial root cause of deglobalisation, but it unquestionably
marked a historic turning point ending the era of peak hyper-globalisation. World trade did not
collapse into isolated autarky; rather, it entered a distinct structural phase characterized by slower

expansion, regional fragmentation, and heightened political management.

In the short term, broad tariff barriers escalated production costs, altered trade routes, and imposed
net financial burdens on consumers and agricultural exporters. In the long term, multinational
corporations adapted not by abandoning international commerce, but by constructing diversified,

flexible networks via nearshoring and ‘China Plus One' strategies.

Ultimately, the global trading architecture is transitioning from a regime governed solely by cost
minimization to a multi-polar system where resilience, security, and geopolitical risk diversification

hold equal weight.
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