Increased trade tensions with China hurts Asian nations
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China and the U.S. account for 42% of the global economy. Tensions between the two countries have increased since 2017, and we estimate that the tariffs alone reduced global GDP by 0.4 percentage points in 2022. That's a pretty big impact. There is a lot of noise about imposing tariffs and non-tariff barriers, and tensions have risen following Russia's invasion of Ukraine. Increased trade tensions will result in economic losses not just for China and the U.S., but for Asia as a whole, given the region is highly integrated into global supply chains and has significant trade exposure to both countries. The economic consequences of increased fragmentation could be significant. In a severe fragmentation scenario, where the world became divided into two blocs based on countries' positions toward Russia's war in Ukraine, GDP in Asia could decline 3 to 4 percentage points due to reduced trade. Japan and South Korea, which export substantial volumes to China, would be affected. [Association of Southeast Asian Nations members] such as Vietnam and Cambodia could also feel a strong impact.
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