What to look for in Global Trade in 2025

Global trade is expected to face more uncertainty and disruptions in 2025. Despite persistent
geopolitical tensions and economic concerns, global trade reached new highs in 2024, and
outperformed expectations. It is hard to imagine how this might happen again, given the
anticipated changes in global trade in 2025: China's growth will slow, global debt market will
become unsustainable, U.S. trade relations will become “recalibrated” with retaliations from
allies, and further advancement in the application of Al will be witnessed. Rapid technological
changes, unpredictable regulatory shifts, and geopolitical and environmental risks will
maintain pressure on companies to rethink their approaches to thriving in the global economy.

1. Turmoilin global trade

The inauguration of President Trump on January 20 brought important changes to U.S. trade policy
that are likely to affect companies supplying international customers or relying on global supply
chains. Trump's cabinet choices — most notably Howard Lutnick for Commerce Secretary and Scott
Bessent for Treasury — represent a hawkish approach to trade. To protect U.S. business interests Trump
has decided to adopt a mercantilist approach by applying high tariffs, specifically targeting China. The
timing of these measures' adoption and the legal procedures involved will determine their full impact.

Box 1 US policy levers to applying tariffs

Through a number of statutes, the U.S. gives the president the power to impose tariffs. While
Section 232 of the 1962 Trade Expansion Act permits tariffs for the protection of domestic industry,
Section 338 of the Tariff Act of 1930 permits tariffs of up to 50% for discriminatory trade practices.
The Trade Act of 1974's Sections 201 and 301 allow the U.S. Department of Commerce and other
agencies to respond to foreign trade practices through investigations. The Trade Act's Section 122

permits tariffs of up to 15% for a period of 150 days without Congressional approval.!
Source: McKinsey & Company (2024). Tariffs on the move? A guide for CEOs for 2025 and beyond
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Figure 1 U.S. trade balance (2005-2023)
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China, the EU, Mexico, and Canada are among the international parties preparing for the possible
impacts of Mr Trump's assertive trade policies, which he stated would kick in as soon as 1 February.
The top three partners with the highest surpluses over the U.S. in 2023 were China, Mexico, and
Vietnam. China, which is already preparing retaliatory measures, may target U.S. exports in vital
sectors such as agricultural and automotive. The EU, which is particularly vulnerable in the automobile
industry, is preparing to impose counter-tariffs and legal challenges, as well as efforts to offset the
economic impact of escalating trade tensions. Mexico and Canada faced the announced 25% tariffs on
1 February, and indicated they would retaliate. This shift in U.S. trade policy compels each of these
countries to adapt and protect their economic interests in a more uncertain environment. For example,
a planned 60% tariff increase on China may result in a decline in its total world exports by 5% and 6%.
In retaliation, China might target politically sensitive U.S. exports, including automobiles, medical
equipment, and agricultural items, as it did during the trade war in 2018 and 2019. A 10% universal
tariff may cost the EU 0.04% of its GDP, with Germany's auto industry being especially at risk®.

While imports from other Asia-Pacific nations increased by 20% between 2018 and 2023, U.S. imports
of Chinese electronics decreased by 17%. This change demonstrates how companies can adjust by
shifting supply chains to markets with lower or fewer tariffs. Prioritizing supply chain vulnerability
assessments, searching for alternative suppliers, and demand shifts in reaction to tariffs are all
expected consequences from the new measures. Production disruptions, cost fluctuations, and how
to maintain competitive pricing strategies in a fluctuating trade environment are all factors to consider
while building scenarios.

The 2026 USMCA review will be a significant event for the trade relationship between the U.S., Mexico,
and Canada. It is expected that Trump will push for significant reforms, especially in the automotive

2 |EC modelling, using the GTAP CGE model based on projected 2023 values, with a scenario of 25% tariff on Canada and
Mexico, 60% on China and 10% on the rest of the world.



sector. Canada has signalled its willingness to negotiate different terms with the U.S., which could make
the 2026 review more difficult.?

As global trade dynamics change, organizations will need to develop resilience plans and utilize new
opportunities by rebalancing portfolios, streamlining supply networks, and plan for unexpected
disruptions.*

2. Anend to the Russian war in Ukraine?

The war in Ukraine, initiated by Russian President Vladimir Putin’s “special military operation” in
February 2022,> has had long-lasting economic and geopolitical impacts. According to the IMF, there
are two possible recovery scenarios: a baseline scenario where the war ends by late 2025, and a
downside scenario where it continues until mid-2026.

Under the baseline scenario, Ukraine's GDP was expected to rise by 4% in 2024, fuelled by energy
investments and European imports that alleviate winter shortages, providing the war ends by late
2025. It is anticipated that food price will increase and currency depreciation will cause inflation to
increase to 10%. When energy capacity increases and inflation levels out, GDP growth may slow by 2.5
to 3.5% in 2025.

Figure 2 Scenarios on GDP growth (%)

SCENARIOS ON GDP GROWTH (%)

-2.5
2024 2025 2026 2027

— —Baseline Scenario — —Downside Scenario

Source: IMF

3 Covington (2024). “Trade Policy Under a Second Trump Administration and Implications for Business,” November 25, 2024.
[Online] Available at:
https://www.cov.com/en/news-and-insights/insights/2024/11/trade-policy-under-a-second-trump-administration-and-
implications-for-business

4 McKinsey (2024). “Tariffs on the move? A guide for CEOs for 2025 and beyond,” December 19, 2024. [Online] Available at:
https://www.mckinsey.com/capabilities/geopolitics/our-insights/tariffs-on-the-move-a-guide-for-ceos-for-2025-and-beyond

5 Reuters (2024). “Russia's Putin authorises 'special military operation' against Ukraine,” February 24, 2022. [Online] Available
at:
https://www.reuters.com/world/europe/russias-putin-authorises-military-operations-donbass-domestic-media-2022-02-

24/



https://www.cov.com/en/news-and-insights/insights/2024/11/trade-policy-under-a-second-trump-administration-and-implications-for-business
https://www.cov.com/en/news-and-insights/insights/2024/11/trade-policy-under-a-second-trump-administration-and-implications-for-business
https://www.mckinsey.com/capabilities/geopolitics/our-insights/tariffs-on-the-move-a-guide-for-ceos-for-2025-and-beyond
https://www.reuters.com/world/europe/russias-putin-authorises-military-operations-donbass-domestic-media-2022-02-24/
https://www.reuters.com/world/europe/russias-putin-authorises-military-operations-donbass-domestic-media-2022-02-24/

Long-term conflict is predicted to slow down economic recovery, increase inflation, and result in fiscal
deficits that surpass 20% until 2026, according to the downside scenario. International reserves may
be strained until 2027 if Ukraine's external funding shortfall grows to USD 177.2 billion from USD 148
billion under the baseline.®

As part of a USD 15.6 billion support package, the IMF recently authorized a USD 1.1 billion tranche,
highlighting global efforts to stabilize Ukraine. Significant additional support measures included the
U.S. contribution of approximately USD 183 billion to Ukraine's response, with USD 130.1 billion
pledged and USD 86.7 billion released as of September 2024.” The EU authorized EUR 4 billion in loans
and grants under the Ukraine Facility, bringing overall budget support to EUR 16 billion until the end
of 2024.2 The World Bank provided more than USD 57 billion in financial help, including USD 2 billion
through its Growth Foundations Development Policy Loan (DPL) program.® Furthermore, the G7
agreed to a USD 50 billion loan guaranteed by seized Russian assets, with the U.S., EU, Japan, and the
UK each contributing USD 40 billion, to sustain Ukraine's social wages, budget deficit, and central bank
reserves.”

3. How China will play a role in global strategic shifts

China's economy is at serious risk of slowing down in 2025, as a result of rising global protectionism,
international tensions, and dampened domestic demand. With the fiscal deficit-to-GDP ratio predicted
to hit 4%, policymakers are aiming for a 5% growth target through fiscal expansion and monetary
easing. But there are additionally concerns over the debt of local governments and the effectiveness
of incremental measures. China plans to enact strong policy measures, such as a 5-7% renminbi
depreciation and increase fiscal spending, to solve these problems.

As China navigates these uncertainties, it is increasingly looking at emerging markets to fuel its growth.
Southeast Asia, the Middle East, and Latin America are emerging as significant growth markets,
particularly in solar energy, automotive, and logistics. China's solar industry is moving its operations to
these regions, with the Middle East expected to achieve 90 GW of photovoltaic capacity by 2027 and
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Latin America reaching over 165 GW by 2030. This change of direction is consistent with China's long-
term energy policy, guaranteeing further growth despite global barriers and tariffs.

The automotive industry is also tapping into these markets, with Chinese automakers growing rapidly
in Southeast Asia, the Middle East, and Latin America. A major trend is the rise of plug-in hybrid electric
vehicles (PHEVs), which serve to offset a slowdown in battery electric vehicle (BEV) exports. By 2025,
new energy vehicles (NEVs) are predicted to account for more than 50% of the market.

China's logistics business is also prospering, with cross-border e-commerce in ASEAN, the Middle East,
and Latin America expanding at compound annual rates of more than 10% between 2018 and 2023.
This rise is anticipated to continue, increasing China's global trade footprint and strengthening supply
networks.

China is advancing toward technological independence by 2025, it is expected that semiconductor self-
sufficiency will reach 35% and that shipments of Al smartphones would account for more than 30% of
worldwide shipments. With an emphasis on advancements in semiconductor, Al, and quantum
computing technologies, China hopes to reduce the danger of overheating while promoting high-
quality development.!!

4. Global economy growth prospects hampered by a growing global
debt overhang

The global economy is still struggling with the impact of excessive debt accumulation. By the end of
2023, total global debt stood at USD 250 trillion, of which over USD 98 trillion was generated by public
borrowing alone!?. Advanced economies had to enact fiscal measures in response to the COVID-19
pandemic, which resulted in debt-to-GDP ratios above 100% for the first time since World War ILI.
Although they performed marginally better in comparison, emerging country's fiscal resilience was
further strained by rising borrowing prices and inflationary pressures.

Growth prospects are hampered by rising global debt, as governments cut spending on infrastructure,
healthcare, and education to meet debt repayments. In the U.S., household debt reached a record USD
17.3 trillion by 2023, driven by rising mortgage, credit card, and auto loan balances. The cost of
servicing this debt increased as interest rates remained elevated, leading to financial strain on
households.

In 2024, these vulnerabilities deepened. Italy and the U.S. were advanced economies that had to
contend with growing debt servicing. With national debt exceeding USD 35 trillion in 2024, the U.S.
has seen its annual servicing costs surpass USD 1 trillion, projected to continue by 2025. It was
estimated that Italy's debt servicing costs, at 4.5% of GDP, would match its education expenditure.
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Similar difficulties plagued Japan, which has the greatest debt-to-GDP ratio in the world. By 2025, debt
payment expenses are expected to surpass education spending five times over.'?

Developing nations like Kenya committed roughly 60% of revenues to debt servicing in 2024, sparking
protests against austerity measures.’* In 2024, Ghana faced a deepening economic crisis, exacerbated
by a default on its external debt obligations for the second consecutive year. Because of the burden on
government finances, the nation's public debt remained unsustainable at over 110% of GDP. The
budgetary difficulties continued even after a domestic and bilateral debt restructuring procedure was
finished. Inflation remained high at an average of 22.85%, and the Cedi struggled to maintain stability,
further eroding citizens' purchasing power. Rising poverty levels, projected to reach 30.6% by 2026,
highlighted the socio-economic toll of the crisis, while the government faced mounting pressure to
manage limited fiscal space effectively amidst IMF programme constraint.'® The situation was further
aggravated by rising U.S. interest rates, making capital outflow from emerging countries more severe,
depreciating currencies and increasing borrowing costs.

In 2025, adopting debt sustainability policy measures is crucial, as global debt levels continue to rise,
especially in many developing countries. Pressures to service debt and rising borrowing prices
underscore the necessity of institutions such as the Sovereign Debt Roundtable and the G20 Common
Framework to support restructuring.'® Central banks must manage inflation without stifling growth
nor raising interest rates.’” Responsible lending practices, strategic reforms, and budgetary restraint
are necessary to ensure long-term stability and prevent economic uncertainty and volatility.

5. Changes to Al governance

The EU Al Act, which went into effect on August 1, 2024, paves the way for global Al governance, with
progressive enforcement starting in February 2025. By August 2025, this legislation will outlaw
unfavourable Al systems and establish new criteria for General Purpose Al models, giving businesses
time to adjust. The EU's strategy is ready to position the Act as a gold standard globally, inspiring other
regions to do the same. In the U.S., initiatives are underway to implement comprehensive Al
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regulations and a federal regulatory authority.’® However, because of state-specific legislation and
organizations like the Federal Trade Commission (FTC), the regulatory environment in the U.S. is
fragmented, rendering businesses conflated. The return of former President Donald Trump in 2025
will change the scene and lead to less government oversight’®, which explains the buoyant
cryptocurrency market since his election, and his pledge to invest half a trillion US dollars into Al for
government functions®,

Canada's G7 presidency, which began in January, will promote a cohesive approach to emerging
technologies. The Al Action Summit, which will be held in Paris on February 10-11 2025, will bring
together governments, tech executives, and experts to debate 'public-interest' Al.22 The inaugural
Global Al Summit, themed "Al and Africa's Demographic Dividend: Reimagining Economic
Opportunities for Africa's Workforce," will take place in Kigali, Rwanda, in April 2025.22 The World
Economic Forum (WEF), held in Davos on January 20 to 24 2025, discussed the ways in which biotech,
artificial intelligence, and quantum computing are transforming economies. With the subject
"Collaboration for the Intelligent Age," leaders discussed how to resolve international problems,
promote harmony in the face of conflict, and guarantee open leadership. Key areas included
reimagining growth, adapting industries, investing in human capital, climate action, and rebuilding
trust.”
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Figure 3 ChatGPT traffic in month of March 2024
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10870. World Bank: Washington DC.

The economic effects of Al are becoming increasingly apparent as its use increases. In 2024, 72% of
executives reported utilizing Gen Al at least once a week; as more companies incorporate Gen Al into
their operations in 2025, this percentage is expected to increase. This change will improve decision-
making, streamline processes, and drive company expansion. By 2025, women's adoption of Gen Al in
the U.S. is predicted to equal or exceed that of men, indicating that gender equity is improving.?
Additionally, local Gen Al processing is being integrated into consumer electronics like PCs and
smartphones to give users more individualized and effective experiences.?

Conclusion

In addition to technical advancements and geopolitical upheavals, 2025 will see enormous changes in
the new world order, with the emergence of a new global economic order characterized by shifting
power dynamics and disconnection of markets. The emerging economic environment will be
influenced by changing trade relations, while the digital economy continues to play a dominating role
in driving development and transformation. This is the year for companies to reshape their position in
the global economy.
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