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Abstract 

This paper analyses the early effects of the 2025 US tariff hikes and associated policy 
uncertainty on global trade flows and macroeconomic performance. Using monthly trade 
data through July, August, or September 2025, we document pronounced trade diversion 
away from the United States toward the European Union, Asia, and other partners, while the 
US trade deficit remains broadly unchanged. Model-based projec�ons and forecast revisions 
indicate that the US has incurred the largest short-term losses, whereas Europe and parts of 
Asia have par�ally benefited through trade realloca�on. The results suggest that global 
supply chains are adap�ng rather than collapsing, underscoring the structural resilience of 
interna�onal trade. 
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1. Introduc�on 

The economic policies of the new United States administra�on have shocked global markets 
and introduced significant uncertainty. Several new tariff measures have been implemented, 
while others, such as the reciprocal tariffs on all countries and the retaliatory tariffs between 
the United States and China, have been suspended. Even excluding the suspended 
measures, the United States’ effec�ve tariff rate on goods rose from 2.5 percent in 2024 to 
over 17 percent by 30 October 2025, reaching its highest level since 19341. While the United 
States has concluded several bilateral agreements with major trading partners, including the 
European Union, China, the United Kingdom, and Japan, the implementa�on of these 
agreements remains uncertain, and the tariff conflict could easily resurface. 

Nevertheless, the actual tariff rate, as measured by US customs duty revenue divided by 
total US imports, remains well below the legislated tariff rates (Figure 1). The OECD (2025) 
offers several explana�ons for this discrepancy. First, many goods were “front-loaded” prior 
to tariff enforcement, meaning that importers accelerated purchases ahead of higher rates, 
and those goods remain in inventory and thus avoid being subjected to the new tariffs. 
Second, some tariff increases are being phased in gradually or applied only to goods arriving 
a�er a certain date, giving exporters and importers a grace period during which higher rates 
do not yet apply. Third, some goods in transit or already en route at the �me of tariff 
adop�on are exempted from the new duty rates and s�ll counted as part of import value. 
Finally, the report emphasizes that tariff evasion, reclassifica�on, and changes in trade 
routes may also play a role in reducing the effec�ve duty collected rela�ve to the statutory 
schedule. These mechanisms imply that the full economic impact of the tariff hikes has yet 
to materialise, as some of the effects have been delayed or buffered by these transi�onal 
factors. Furthermore, the fact that the effec�ve tariff rate lags the statutory rate also 
complicates empirical measurement: regression studies that rely on tariff schedules alone 
may overes�mate the short-run trade distor�ons, because they fail to capture the lagged 
absorp�on and transi�onal adjustments. 

Effec�ve US tariffs rates2 vary significantly across countries (Figure 2). China is by far the 
most impacted with effec�ve tariff rates exceeding 40 percent. Japan and several other 
countries are also dispropor�onately affected, facing rates above the global average of 
around 10 percent. Compared with the first Trump administra�on, which mostly affected 
China with increased rates of around 10 percent, the 2025 measures represent a global 
escala�on impac�ng virtually all US trading partners.  

 

 
1 htps://budgetlab.yale.edu/research/state-us-tariffs-october-30-2025  
2 Effec�ve tariff rates defined as revenue raised by du�es rela�ve to import value. 

https://budgetlab.yale.edu/research/state-us-tariffs-october-30-2025
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Figure 1: US legislated tariff rate and “effec�ve” tariff rates es�mated as duty revenue as a 
share of imports (percent) 

 

Source: Bruegel based on OECD (2025), https://www.oecd.org/en/publications/oecd-economic-outlook-interim-
report-september-2025_67b10c01-en.html  

Figure 2: Effec�ve tariff rates by country (percent) 

Source: Graph by Martin Stabe, Financial Times Trump Tracker based on US Census Bureau. 

 

At the same �me, the US federal debt con�nues to rise rapidly due to persistent fiscal 
deficits, which reached 7.5 percent of GDP in 2024. The administra�on’s fiscal agenda 
includes a combina�on of tax cuts, addi�onal spending, reduc�ons in public administra�on 
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and foreign aid, and higher tariff revenues. Taken together, these measures are expected to 
leave the overall budget deficit roughly unchanged in 2025 rela�ve to the previous year, 
while projec�ons by the Congressional Budget Office (2025) indicate that the US primary 
budget deficit will remain broadly stable over the coming decade, implying the con�nued 
increase of the public debt to GDP ra�o. This uncertain fiscal outlook has already 
contributed to sovereign credit ra�ng downgrades and a widening of risk premia on US 
Treasury securi�es, raising concerns about long-term public debt sustainability (Darvas et al., 
2025). 

Beyond trade and fiscal measures, the new administra�on’s domes�c and foreign policies 
have introduced further sources of uncertainty. As summarised by Gensler et al. (2025a), 
domes�c ac�ons—such as challenges to the rule of law, threats to the independence of the 
Federal Reserve, restric�ons on immigra�on and birthright ci�zenship, cuts in science and 
educa�on funding, and widespread deregula�on—have raised concerns about the stability 
of the US economy and ins�tu�ons. Foreign policy measures, including the withdrawal from 
interna�onal organisa�ons, cuts to development assistance, the escala�on of tariff wars, and 
the undermining of tradi�onal alliances, risk eroding global trust in the United States as a 
reliable partner. Together, these developments have heightened global policy uncertainty 
and could undermine confidence in the dollar-based interna�onal financial system. 

While these overlapping policy interven�ons affect both the US and the global 
macroeconomic outlook, isola�ng the direct impact of tariff measures alone is nearly 
impossible. Nevertheless, a growing body of empirical research has assessed the effects of 
US tariff hikes and the broader rise in policy uncertainty. A recent set of contribu�ons 
published in June 2025 (Genser et al. 2025b) concluded that the administra�on’s policies are 
likely to weigh nega�vely on both the US and the global economy, in both the short and 
medium term. 

Rotunno and Ruta (2025) present quan�ta�ve scenarios exploring the global repercussions 
of the 2025 US tariff hikes, showing that outcomes depend cri�cally on how partner 
countries respond, whether by retalia�ng with counter-tariffs, deploying industrial policies 
to support domes�c producers, or seeking new trade agreements to expand market access. 
Their analysis finds that the third strategy, namely, deepening trade integra�on with 
alterna�ve partners, can mi�gate welfare losses and, in some cases, increase real income 
despite US protec�onist measures. Kohlscheen et al. (2025) complement this view by 
analysing the macro-financial transmission channels of tariffs and trade policy uncertainty. 
Their study highlights that higher tariffs reduce trade volumes, raise import prices, and 
disrupt global supply chains, triggering exchange rate adjustments and infla�onary 
pressures. Using scenario analysis, they es�mate that sustained tariff uncertainty could 
reduce global output by up to one percentage point over two years, with the uncertainty 
channel itself amplifying much of the damage as firms and investors delay decisions in 
an�cipa�on of further shocks. 
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Evidence from the measures of the first Trump administra�on showed that global value 
chains have begun to reconfigure in response to US tariffs and geopoli�cal tensions (Freund 
et al. 2023). The study documented both trade diversion, away from the US toward Europe, 
Asia, and La�n America, and the resilience of diversified economies that rely on mul�ple 
export markets.  

Together, this emerging literature paints a picture of an increasingly fragmented global trade 
environment, yet countries could adjust by diversifica�on strategies to contain growth and 
infla�onary risks. 

Against this background, this paper contributes to the literature in two ways. 

First, we use up-to-date data (through July, August or September 2025, whichever is 
available3) to analyse goods trade diversion effects among the United States, the European 
Union, China, Japan, Canada, Mexico, and the rest of the world. We find that while the 
recent US measures have significantly affected trade flows, leading to marked trade 
diversion, the US trade deficit has not yet narrowed substan�ally, whereas other major 
economies have so far succeeded in diversifying their export markets. European Union 
exports reached a record high level in July 2025 despite a notable reduc�on in exports to the 
US, though overall exports were somewhat lower in August. The rise in EU imports from the 
US and China concentrated in pharmaceu�cals and machinery, respec�vely, yet the EU’s 
overall trade surplus remained largely unchanged. 

Beyond aggregate goods trade flows, we also examine product categories subject to the 
largest tariff increases, such as steel and aluminium—where US tariffs were raised to 50 
percent—poten�ally producing more pronounced trade diversion effects. Similarly, the 
sharp rise in tariffs on automobiles has reshaped US car import paterns.  

Second, we assess the macroeconomic implica�ons of the 2025 trade and policy shocks for 
the United States, the European Union, China, Japan, the United Kingdom, and the global 
economy, using forecasts from major interna�onal ins�tu�ons and documen�ng their recent 
revisions. We find that so far, the US has experienced the largest downward forecast 
adjustments, while the impacts on other countries remain modest or even slightly posi�ve, 
as some economies benefit from trade diversion and capital inflows.  

The remainder of the paper is structured as follows. Sec�on 2 presents an analysis of 
monthly trade data up to July, August or September 2025, beginning with aggregate trade 
flows and subsequently examining selected product categories. Sec�on 3 compares the 
IMF’s October 2024 and October 2025 projec�ons for savings, investment, and the current 
account balance to assess whether unchanged savings and investment paterns could 
explain rela�vely stable current account and trade balance posi�ons. Sec�on 4 inves�gates 

 
3 Due to government shutdown in the United States, trade data has not been updated, and July 2025 is the 
most recent month for which US data is available at the �me of wri�ng. For the other countries we study, data 
for August or September is already available. 
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the macroeconomic implica�ons of the 2025 policy shocks. Sec�on 5 concludes by 
summarising the main findings and discussing their broader implica�ons. 

 

2. US foreign trade dynamics 

US tariffs, trade policy uncertainty, and, more broadly, uncertainty about the future of the 
global trading system have already affected global goods trade flows. Tariffs were not 
imposed on trade in services, which remained broadly unchanged in 2025 (appendix). We 
begin by examining aggregate goods trade paterns and then turn to specific product 
categories that were subject to special tariffs: aluminium, steel, and passenger cars. 

2.1 Total trade in goods 

2.1.1 United States 

US imports have consistently exceeded exports in recent decades, resul�ng in a sustained 
trade deficit, though the magnitude of this gap has fluctuated with global economic 
condi�ons (Figure 3). Imports show a generally stronger upward trend, reflec�ng robust 
domes�c demand for foreign goods and inputs, while exports have grown more moderately. 
Periods of global disrup�on, such as the pandemic, are visible in temporary declines in both 
imports and exports, followed by rebounds, sugges�ng the resilience of US trade ac�vity 
over �me. 

When disaggregated by partner, China has been the largest single source of the US trade 
deficit before the recent US tariff hikes. The US trade deficit with the European Union and 
Mexico was also substan�al, while the US deficit with Japan and Canada was modest, and 
trade was largely balanced with United Kingdom.  

The impacts of the 2025 US tariff hikes are clearly visible in trade flows. While Figure 3 
portrays longer-term trends, Figure 4 focuses on the 2024-2025 period to beter iden�fy 
recent changes. US imports surged in March 2025 as firms accumulated stocks ahead of the 
higher tariffs, causing the monthly trade deficit to widen to unprecedented levels of over 
$150 billion. This surge was subsequently reversed once the tariffs were actually raised. The 
deficits with China and the European Union fell to around half their previous levels, although 
the deficit with Mexico and Canada remained broadly stable, likely reflec�ng the deep 
integra�on of North American produc�on networks under the United States–Mexico–
Canada Agreement (USMCA) framework. Meanwhile, the deficit with the rest of the world 
increased somewhat, and by July 2025 the overall trade deficit was broadly similar to values 
observed in 2024. This suggests that one of the main goals of the new US administra�on – 
the reduc�on of the US trade deficit – has not yet been achieved, reflec�ng the structural 
nature of the imbalance and the central role of global supply chains linked to the United 
States. 
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Figure 3: US goods imports, exports and trade balance by main trading partners ($ billions, 
seasonally adjusted), January 2010 – July 2025 

 

 

 

Source: Bruegel based on US Census Bureau.  
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Note: We used X12 to seasonally adjust export and import data and calculated the seasonally adjusted trade 
balance as the difference between seasonally adjusted imports minus seasonally adjusted exports. 

 

Figure 4: US goods trade balance by main trading partners ($ billions, seasonally adjusted), 
January 2024 – July 2025 

 

Source and note: see Figure 3. 
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display a more nuanced adjustment: US imports from the EU declined, while US exports to 
the EU increased, implying a par�al reshuffling of trade paterns rather than a full 
decoupling. This may reflect the strength of cross-Atlan�c trade integra�on.  

 

Figure 5: US goods imports and export: percent change from the same month of the 
previous year (in $ terms) 

  

Source: Bruegel based on US Census Bureau.  
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Kingdom grew by around 12-14 percent, and exports to the rest of the world expanded by 
roughly 17 percent, underscoring China’s success in diversifying trade toward alterna�ve 
partners. 

This reorienta�on of Chinese exports is consistent with the scenarios of Rotunno and Ruta 
(2025) and Kohlscheen et al. (2025), sugges�ng that when faced with persistent trade 
barriers, firms adjust produc�on networks and logis�cs to minimize tariff exposure, o�en 
realloca�ng exports to non-tariffed markets. These adap�ve responses could explain the 
resilience of Chinese exports and the stability of its trade balance in 2025. Comparable 
paterns were observed in earlier tariff episodes (notably 2018-2019), when China offset 
losses in the US market by expanding trade with Southeast Asia, Europe, and Africa (Freund 
et al., 2023). 

It is also notable that between 2015 and 2021, the bulk of China’s trade surplus was 
generated in its trade with the United States and the European Union, while trade with 
other countries remained broadly balanced. This patern persisted even though a large share 
of China’s overall trade was conducted with these other partners, reflec�ng the deep 
integra�on of global supply chains. Since 2024, however, China’s trade surplus with other 
countries has expanded markedly, accoun�ng for more than one-third of its total trade 
surplus by 2025. 

Taken together, the evidence suggests that while US–China decoupling has deepened, it has 
not led to a collapse of Chinese trade. Instead, China has managed a strategic diversifica�on 
of its export markets, strengthening �es with Europe and emerging economies, and shi�ed 
its trade surplus away from the US to other na�ons. These realignments highlight both the 
adaptability of Chinese supply chains and the limits of unilateral tariff measures in reducing 
trade of the earlier dominant supplier country. 

 



11 
 

Figure 6: Chinese goods imports, exports and trade balance by main trading partners 
($ billions, seasonally adjusted), January 2015 – September 2025 
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Source: Bruegel based on China Customs. 

Note: We used X12 to seasonally adjust export and import data and calculated the seasonally adjusted trade 
balance as the difference between seasonally adjusted imports minus seasonally adjusted exports. 

2.1.3 European Union4 

European Union countries have also demonstrated a strong capacity to diversify their export 
markets in response to the 2025 US tariff hikes and trade policy uncertainty (Figure 7). While 
exports to the United States declined during the first half of 2025, the overall level of EU 
exports reached a record high in July 2025, though fell back somewhat in August 2025. 
Exports to the United Kingdom, Canada, and the rest of the world increased between August 
2024 and August 2025, reflec�ng a largely successful diversifica�on strategy. Since the US 
dollar depreciated by about 8 percent against the euro between August 2024 and August 
2025, growth rates expressed in euros are correspondingly lower. The currency 
denomina�on of trade transac�ons determines whether dollar- or euro-based values 
provide a more accurate picture of trade volumes: if most transatlan�c trade is invoiced in 
dollars, then figures in US dollars beter capture underlying trade dynamics; if invoicing is 
predominantly in euros, euro-denominated values are more informa�ve. Ul�mately, a 
detailed analysis of trade volumes, rather than nominal values, would provide a clearer 
assessment of trade diversion effects. 

In contrast, EU exports to China declined by about 6 percent over the latest twelve months, 
whereas EU imports from China stagnated in August 2025, a�er double-digit increase during 
earlier months of 2025. There were increases in EU imports from Japan (8 percent), Canada 
(4 percent) and Mexico (11 percent). These paterns suggest that several major exporters, 

 
4 Throughout this paper, we analyse trade rela�ons of the European Union with other countries and disregard 
within-EU trade flows. 
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including China, Japan, and North American countries, redirected goods originally des�ned 
for the US market toward Europe, which became a key outlet in the post-tariff environment. 

Nevertheless, despite increasing imports from the above-men�oned countries, the 
European Union’s overall trade balance remained remarkably stable. In August 2025, the EU 
recorded a seasonally adjusted trade surplus of $13.4 billion – only slightly below the 2024 
monthly average of $13.5 billion, while in August, it fell to $6.2 billion – data from 
subsequent months will indicate whether this decline reflects a permanent reduc�on or just 
a temporary drop. There were important composi�onal changes in country-composi�on of 
trade surplus: the surplus with the United States fell significantly, from an average of $17.9 
billion per month in 2024 to $9.7 billion in August 2025, while the deficit with China 
widened from $27.5 billion to $32.1 billion. At the same �me, the EU’s trade surplus with the 
rest of the world expanded sharply – from an average of $2.8 billion per month in 2024 to 
$9.4 billion in August 2025 – par�ally offse�ng losses from transatlan�c trade. 

These developments are again consistent with the findings of Rotunno and Ruta (2025), 
Kohlscheen et al. (2025) and Freund et al. (2023), poin�ng toward reorienta�on of exports 
toward alterna�ve des�na�ons in response to US trade barriers. 

Taken together, the evidence indicates that, at the aggregate level, EU exporters have so far 
managed to adjust effec�vely to the US trade shock. They have maintained export growth 
and preserved a broadly stable external surplus through market diversifica�on, even amid 
heightened global uncertainty and shi�ing trade paterns including increased imports from 
China5. 

EU imports increased by 15 percent year-on-year in June 2025 and by 9 percent in July 2025, 
but was the same in August 2025 than in August 2024, when measured in US dollar terms. 
The June surge was largely driven by higher imports from the United States, China, Canada, 
and Mexico, while by August, the slight (4 percent) increase from the United States was 
compensated by a decline in imports from China (-2 percent) and the United Kingdom (-3 
percent). 

Imports from China, measured in US dollars, grew by 26 percent in June and by 12 percent in 
July. These increases were primarily concentrated in machinery and transport equipment, 
with subcategories such as electrical machinery, apparatus and appliances, and office and 
data-processing machines accoun�ng for much of the growth. The rise in imports from the 
United States was mainly due to higher purchases of medicinal and pharmaceu�cal 
products. 

 

 
5 The large temporary increase in EU imports in 2022 and the consequent deteriora�on of the EU’s trade 
balance resulted from skyrocke�ng energy prices, because the EU is a large energy importer and the chart 
shows imports in current prices. As energy prices fell from 2023 and EU energy demand declined, imports fell, 
and the trade balance improved. 
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Figure 7: European Union goods imports, exports and trade balance by main trading 
partners ($ billions, seasonally adjusted), January 2010 – August 2025 

 

 

 

Source: Bruegel based on Eurostat.  
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Note: We used X12 to seasonally adjust export and import data and calculated the seasonally adjusted trade 
balance as the difference between seasonally adjusted imports minus seasonally adjusted exports. Trade with 
non-EU countries is reported, disregarding intra-EU trade. 

2.1.4 Japan 

While Japan’s exports to the United States declined and its imports from the United States 
increased, the Japanese trade surplus with the U.S. fell by almost half between the 2024 
monthly average and August 2025. Nevertheless, the overall impact of the 2025 trade 
turmoil on Japan’s total trade appears limited. In August 2025, Japan’s total exports to all 
des�na�ons were only 1 percent lower than a year earlier, while total imports declined by 6 
percent. There were double-digit reduc�ons in Japanese exports to the United States, 
Canada, and Mexico—likely reflec�ng the strong interdependence of these North American 
markets—whereas exports to China remained broadly unchanged, and exports to the 
European Union, the United Kingdom, and the rest of the world increased. This patern 
again points to a geographical realignment of trade flows. Following a monthly average trade 
deficit of around $3 billion in 2024, Japan recorded a seasonally adjusted deficit of $3.2 
billion in July 2025 and a surplus of $0.5 billion in August 2025, indica�ng that U.S. tariffs did 
not push Japan into a higher overall trade deficit and that the country successfully diversified 
away from the U.S. market.  

Figure 8: Japanese goods imports, exports and trade balance by main trading partners 
($ billions, seasonally adjusted), January 2010 – August 2025 
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Source: Bruegel based on Japan Customs.  

Note: We used X12 to seasonally adjust export and import data and calculated the seasonally adjusted trade 
balance as the difference between seasonally adjusted imports minus seasonally adjusted exports. 
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individually detailed here. Notably, automobile imports from the European Union, China, the 
United Kingdom, Japan, and Canada have declined in recent months compared with a year 
earlier, a patern likely explained by earlier front-loading followed by a temporary drop in 
shipments. While Canada and Mexico under the United States-Mexico-Canda Agreement are 
par�ally exempt from some automobile parts tariffs (so far), this seems to only have 
posi�vely affected Mexico. 

For steel, evidence of trade realloca�on among suppliers is weaker, and total imports fell by 
roughly 10 percent year-on-year in May, June, and July 2025. This contrac�on reflects lower 
imports from most major suppliers, par�cularly China, Canada and Mexico, and may indicate 
either ongoing market disrup�ons or delayed effects from prior stockpiling. Aluminium 
imports present a more mixed picture: they declined by 7.5 percent year-on-year in July, 
following modest twelve-month growth in preceding months. Imports from China, the 
United Kingdom, and Canada fell sharply, while those from other trading partners such as 
Japan rose, sugges�ng par�al subs�tu�on effects. 

The newly proposed EU tariffs on steel, together with the United States’ recent expansion of 
its steel and aluminium tariff lists, point to the poten�al for renewed escala�on of trade 
barriers in these sectors. Further tariff increases could deepen exis�ng rebalancing dynamics 
and risk causing broader disrup�ons across global metals and automo�ve supply chains. 

 

Figure 9: US trade balance of selected tariff-affected products, $ billions, January 2010 – 
July 2025 
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Source: Bruegel based on US census data and Global Trade Alert. 

3. Adjustments to the savings and investment balance 

A basic macroeconomic iden�ty states that the difference between domes�c savings and 
investment equals the current account balance. In turn, a key component of the current 
account is the balance of goods and services. If savings and investment paterns do not 
change, then tariffs and other policy measures will not affect the current account balance, 
implying a broadly unchanged goods trade balance, as documented in the previous sec�on 
for the United States, China, the European Union, and Japan. 

To assess this hypothesis, we compare the October 2024 IMF projec�ons (made before the 
U.S. presiden�al elec�ons) with the October 2025 values (Figure 10)6. The latest projec�on 
actually shows a deteriora�on in the U.S. current account outlook compared to expecta�ons 

 
6 The iden�ty S - I = CA (savings minus investment equals the current account balance) holds for China, the 
European Union, and Japan in all years in both versions of the WEO, but only for 2026–2030 in the United 
States according to the October 2025 WEO. For years up to 2025 in the October 2025, and for all years in the 
October 2024 WEO, there is a gap of about 0.5 to 1 percent of GDP between (S - I) and CA for the United 
States. 
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a year ago – rather than the improvement that might have been expected if U.S. tariffs had 
boosted the trade balance. This downward revision in the current account balance reflects 
lower projec�ons for both U.S. savings and investment, with a larger decline in the former. 
Thus, the IMF does not an�cipate success in two major economic objec�ves of the new US 
administra�on: raising the investment rate and reducing the trade deficit. 

For China, the IMF expects a larger current account surplus in its October 2025 projec�on 
compared with a year earlier, driven by a sharper decline in investment than in savings. 
Forecast revisions for the European Union and Japan were minor, with litle change in 
projected savings, investment, or current account balances from 2025 onward7. 

Taken together, the largely unchanged savings and investment outlook may jus�fy a broadly 
stable trade balance for the European Union and Japan. However, the sizeable shi�s in U.S. 
and Chinese savings and investment suggest that other factors explain the rela�vely 
unchanged trade balances of these two countries.  

 

Figure 10: Savings, investment and the current account balance: comparing the October 
2024 and the October 2025 IMF projec�ons 

 

 
7 For Japan, there were more meaningful revisions in the projec�ons for the year 2024. 
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Source: IMF World Economic Outlook databases, October 2024 and October 2025. 

Note: dashed lines indicate the October 2024 projec�ons, while solid lines indicate the October 2025 
projec�ons. 

 

4. The macroeconomic impact of trade tensions and policy uncertainty 

The effects of recent policy shocks and heightened uncertainty, including the trade diversion 
effects documented in the previous sec�on, are clearly reflected in shi�s in economic 
growth expecta�ons for 2025–2026, as captured by the Bloomberg Economist Survey (Figure 
11). 

The elec�on of Donald Trump and his first weeks in office ini�ally generated op�mism 
regarding US growth prospects. The consensus forecast for 2025 growth was revised upward 
from 1.9 percent in November 2024 to 2.25 percent by March 2025, while expecta�ons for 
2026 remained unchanged (Figure 11, Panel A). However, as the administra�on began 
announcing more controversial measures, notably the sweeping “reciprocal tariffs” of 2 April 
2025, growth expecta�ons deteriorated rapidly. By May 2025, the 2025 growth forecast had 
fallen by nearly one percentage point to 1.35 percent, and the 2026 projec�on by more than 
half a percentage point from 2.0 percent to 1.42 percent. 

The immediate impact on other major economies was smaller but s�ll no�ceable. Between 
March and May 2025, the 2025 growth forecast declined by 0.3 percentage points for China 
(Figure 11, Panel B), by 0.2 percentage points for the euro area (Panel C), by 0.4 percentage 
points for Japan (Panel D), and by 0.5 percentage points for the United Kingdom (Panel E). 
For the global economy overall, the median forecast was revised downward by 0.4 
percentage points during the same period. 
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Subsequently, as equity prices declined and US government bond yields rose, President 
Trump so�ened several of his earlier policy posi�ons: suspending mul�ple tariffs and 
ini�a�ng nego�a�ons for new trade agreements with key partners. This modera�on led to a 
par�al recovery in growth expecta�ons. The rebound in the United States did not reach the 
values observed in pre-elec�on period, while 2025 projec�ons for China and the euro area 
surpassed their earlier values. By October 2025, the 2026 US growth forecast remained 0.2 
percentage points below its February 2025 level, compared to a gap of 0.1 percentage points 
for the euro area and no gap for China. For the euro area, the upward revision likely reflects 
a combina�on of monetary and fiscal easing (par�cularly in Germany) and the US-EU trade 
agreement concluded at the end of July 2025. Forecasts for Japan and the United Kingdom 
also recovered moderately from their May lows. 

Taken together, short-term growth forecast revisions from the Bloomberg Economist Survey 
indicate that the United States has been a greater vic�m of its own policy choices than its 
major trading partners. Even though the main stated aim of recent US trade measures was 
to narrow the trade deficit, this goal has not yet been reached, while the immediate 
macroeconomic fallout has been more pronounced domes�cally than abroad. Asymmetric 
effects are to be expected considering the US is causing poten�al trade disrup�ons with all 
its trading partners, while all other countries only face a bilateral disrup�on with the US. 

 

Figure 11: Forecasts for 2025 and 2026 real GDP growth by the Bloomberg Economist 
Survey 
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Source: Bruegel calculations based on Bloomberg Economist Survey (median response), as of October 7. Note: Dates on the 
x-axes indicate the timing of the forecasts. 

 

Model-based assessments lead to broadly similar conclusions as those derived from the 
survey data: the US economy is expected to suffer more from its own policy shocks than its 
trading partners, with some studies even sugges�ng mild gains for other regions. The 
es�mates summarised in Table 1 confirm that the adverse effects on the US will exceed 
those on the EU or China. 

For instance, McKibbin, Noland, and Shuetrim (2025) – using a hybrid framework combining 
dynamic stochas�c general equilibrium (DSGE) and computable general equilibrium (CGE) 
models – found that the tariff measures depress US GDP by 0.23 percentage points in 2025 
and by 0.62 points in 2026. In contrast, their model suggests a much smaller decline for 
China (-0.08 points in 2025 and -0.51 in 2026) and even a slight expansion in the euro area. 
Kawasaki (2025b) reaches similar conclusions: a large nega�ve impact for the United States, 
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a minor nega�ve effect for China, and modest posi�ve effects for the EU and Japan. These 
gains partly reflect less adverse US market access through new trade agreements with the 
US, and partly subs�tu�on effects as third countries redirect trade flows away from the US 
market to other countries. The ECB and ‘The conversa�on’ similarly found smaller adverse 
impact in the euro area than in the US, though these sources expect a broadly similar 
adverse effect on China and the US.  

Despite these aggregate results, McKibbin et al. (2025) note significant heterogeneity within 
the euro area: while Germany experiences a small nega�ve effect, France and several other 
member states benefit from enhanced export opportuni�es, offse�ng the German loss and 
yielding a small posi�ve effect for the euro area overall (Table 2). 

 

Table 1: GDP growth (or level) impacts of US trade policy measures 

Source US impact EA/EU 
impact 

China Japan As 
of/Assump�ons 

The Budget 
Lab (2025b) 

-0.5 pp real 
GDP growth 
in 2025 and 
-0.4 pp in 
2026 (per 
year) 

- - - Latest tariffs (as of 
26 September), 
change in Q4-Q4 
Real GDP Growth 
(p.p.) 

McKibbin, 
Noland, 
Shuetrim 
(2025) 

-0.23 pp 
real GDP in 
2025, 
-0.62 pp in 
2026 

+0.08 pp 
real GDP in 
2025, 
0.02 pp in 
2026 

-0.08 pp 
real GDP in 
2025, 
-0.51 pp in 
2026 

+0.01 pp real 
GDP in 2025, 
-0.24 pp in 
2026 

As of Sept 11 (for 
US); values refer to 
devia�on from a 
no-tariff baseline 

Kawasaki 
(2025b) 

-4.0 percent 
(real GDP) 

+0.7 percent 
(real GDP) 

-0.4 
percent 
(real GDP) 

+0.9 percent 
(real GDP) 

As of July 31 

Kiel Trade and 
Tariffs 
Monitor 

- -0.1 pp (EU) 
and -0.11 pp 
(EA) of real 
produc�on 
in ‘short 
term’ 

- - US-EU trade deal 
(as of 28 July) 

ECB scenario 
analysis 

-0.45 pp 
lower real 
GDP growth 
in 2025 (-
0.7 in 2026 
and neutral 
in 2027) 

-0.3 to -0.45 
pp lower 
real GDP 
growth in 
2025 
(-0.3 to -0.5 
in 2026 and 
+0.01 and -
0.25 in 
2027) 

-0.6 real 
GDP 
growth in 
2025 (-0.3 
pp in 2026) 

- Latest June 
projec�ons (cut-off 
14 May) 
Current tariffs lie 
between baseline 
and severe 
scenario (US and 
China numbers for 
severe scenario 
only) 
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‘The 
conversa�on’ 

-0.36 pp 
GDP growth 
annually 

-0.13 pp 
GDP growth 
annually 

-0.34 pp 
GDP 
growth 
annually 

-0.09 pp GDP 
growth 
annually 

US-EU trade deal 
and revised 
reciprocal tariffs 
(incl. August 7 
tariffs) 

Bloomberg 
tariff tracker 

-0.62 pp on 
GDP 

- - - Latest tariffs (as of 
October 7) 

Kolev-
Schaefer and 
Hüther (2025) 

- -0.36 
percent of 
GDP in 2025 

- - Latest US-EU trade 
deal 

. 

Source: Bruegel based on The Budget Lab (2025b); Kiel Trade and Tariffs Monitor, ‘US-EU trade deal’, 28 July 2025, https://www.ifw-
kiel.de/topics/kiel-trade-and-tariffs-monitor/#c91877; ECB (2025); Bloomberg, ‘Tracking Every Trump Tariff and Its Economic Effect’, 6 
October 2025, https://www.bloomberg.com/graphics/ trump-tariffs-tracker/; ECB Eurosystem staff macroeconomic projections for the euro 
area, Box 2, https://www.ecb.europa.eu/press/projections/html/ecb.projections202506_eurosystemstaff~16a68fbaf4.en.html#toc4; Niven 
Winchester, ‘Trump tariffs: early modelling shows most economies lose – the US more than many’, The Conversation, 4 August 2025, 
https://theconversation.com/new-trump-tariffs-earlymodelling-shows-most-economies-lose-the-us-more-than-many-262491. 

 

Table 2: McKibbin, Noland, and Shuetrim (2025) - Es�mated GDP level impact of US tariffs 
(percentage point devia�on from baseline)  

 2025 2026 2027 …2035 
US -0.23 -0.85 -0.68 -0.21 
Germany -0.39 -0.15 -0.01 -0.04 
France 0.89 0.16 0.1 0.07 
Italy 0.03 0.08 0.12 0.09 
Rest of euro area 0.03 0.05 0.09 0.01 
Euro area 0.08 0.02 0.07 0.02 
UK 0.05 0.16 0.2 0.1 
Japan 0.01 -0.24 -0.18 -0.36 
Canada -0.18 -0.79 -0.77 -0.52 
Mexico -0.06 -0.24 -0.38 -0.54 
China -0.08 -0.51 -0.48 -0.31 

Source: McKibbin, Noland, Shuetrim (2025). 

Note: the source does not provide an estimate for the overall euro area; the euro area line in the table is our calculations by 
weighting the results for Germany, France, Italy and the rest of the euro area. 

 

These quan�ta�ve results reflect that trade fragmenta�on and tariff uncertainty weigh 
heavily on US investment and output through supply-chain disrup�ons and reduced policy 
credibility. OECD (2025) notes that US fiscal and trade policies have increased global 
uncertainty and led to �ghtening financial condi�ons, shaving around 0.4 percentage points 
from projected global GDP growth for 2025-26. The IMF’s simula�ons reach a similar 
conclusion, finding that the US shock is transmited globally through demand and 
confidence channels, but with smaller rela�ve impacts on major trading partners that are 
able to redirect trade and produc�on. 
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Overall, both market-based expecta�ons and model-based projec�ons suggest that the 2025 
US tariff hikes and associated policy uncertainty have generated larger short-term costs for 
the United States than for its main trading partners. 

 

5. Conclusions 

The 2025 US policy shi� marked one of the most disrup�ve trade interven�ons in recent 
decades. A rapid escala�on in tariffs, combined with fiscal expansion, regulatory reversals, 
and foreign-policy uncertainty, triggered widespread adjustments across global supply 
chains. By September 2025, the US legislated tariff rate had risen to its highest level since 
the 1930s, even if the increase in the effec�ve tariff rate falls short of the legislated rate, due 
to various transi�onal effects. 

Our analysis of monthly trade data through July-September 2025, reveals three key findings. 
First, the short-term trade response was dominated by stockpiling and front-loading ahead 
of tariff implementa�on, crea�ng temporary spikes in US imports and record monthly 
deficits in March 2025. Second, once the tariffs took effect, bilateral trade paterns adjusted 
sharply. US imports from China collapsed by around 40 percent year-on-year between by 
mid-2025, while US exports to China have also significantly declined, signalling an 
accelerated decoupling between the world’s two largest economies. In contrast, US imports 
from the EU declined, while US exports to the EU increased, sugges�ng a reshuffling, but not 
decoupling, of cross-Atlan�c trade rela�ons. Third, despite substan�al bilateral disrup�ons, 
the aggregate US trade deficit in mid-2025 was broadly unchanged from 2024, underscoring 
the structural nature of US external imbalances, while trade surpluses of the European 
Union and China also remained broadly unchanged, but with a si�ed geopoli�cal 
composi�on. 

The comparison of the IMF’s October 2024 and October 2025 projec�ons for savings, 
investment, and the current account balance suggests that rela�vely stable savings and 
investment paterns could account for the broadly unchanged current account and trade 
balance posi�ons of the European Union and Japan. In contrast, there were major revisions 
in the expected savings and investment trajectories of the United States and China. The 
downward revisions in the IMF’s projec�ons for US investment and the current account 
balance indicate that the Fund does not expect the new US administra�on to succeed in two 
of its key economic objec�ves: raising the investment rate and reducing the trade deficit. 

For major trading partners, par�cularly the European Union and China, the evidence points 
to a swi� and effec�ve reorienta�on of trade. EU exports to the United States fell, but 
overall EU exports performed well by mid-2025, driven by gains in markets such as the 
United Kingdom, Mexico, and emerging economies. Similarly, China’s exports to the United 
States plummeted but its global exports grew over the past twelve months. These outcomes 
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suggest that both the EU and China have leveraged diversified export structures to mi�gate 
the impact of US protec�onism. 

This patern echoes earlier episodes of trade diversion during the 2018-2019 tariff conflicts 
(Freund et al., 2023; Rotunno and Ruta, 2025). Supply chains have not collapsed but instead 
reorganised geographically. In this sense, global trade is fragmen�ng, but not de-globalising. 

At the sectoral level, metals and automobiles exhibit dis�nct adjustment paterns. US 
imports of steel and aluminium declined by 7-11 percent year-on-year, with litle evidence of 
subs�tu�on across suppliers – sugges�ng genuine contrac�on rather than redirec�on. By 
contrast, US automobile imports con�nued to expand, supported by Mexican and other 
regional producers able to exploit preferen�al access under USMCA.  

Isola�ng the direct impact of tariff measures alone on macroeconomic outcomes is nearly 
impossible, because beyond trade fric�ons, a mul�tude of US domes�c and foreign policy 
measures influenced macroeconomic outcomes, as well as the policy responses and other 
ini�a�ves of trading partners. Whatever the sources of recent turbulence, both survey-
based and model-based evidence point to asymmetric macroeconomic implica�ons. The 
Bloomberg Economist Survey shows that growth expecta�ons for 2025 declined more 
sharply in the US from February to May 2025 (by nearly one percentage point) than in other 
major economies (0.2-0.5 percentage-point declines), while the subsequent recovery in 
growth expecta�ons by October 2025 was weaker in the US than in its main trading 
partners. These forecast revisions mirror model results by McKibbin, Noland, and Shuetrim 
(2025) and Kawasaki (2025b), which find that US GDP will be more nega�vely impacted than 
China, while the euro area and Japan would even experience mild gains from trade 
diversion. 

Possible reasons for the more nega�ve US impact could be related to the adverse impact of 
tariffs: higher import prices of materials and intermediate products deteriorate the 
compe��veness of US firms, and evidence already indicates that US import prices rose and 
therefore at least partly, US companies and households pay the burden of increased tariffs 
(The Budget Lab, 2025)8. US manufacturing supply chains might depend on complex foreign 
inputs, making it difficult to replace them quickly without efficiency losses. In contrast, non-
US companies might reallocate supply chains toward more stable jurisdic�ons, providing 
offse�ng gains from replacing earlier trade rela�ons with US firms. Higher US infla�on 
(compared to a no-new-tariff baseline) and policy uncertainty dampen consump�on and 
investment within the US more than elsewhere, while concerns about US public debt 
sustainability might �ghten financial market condi�ons. China’s expansion toward non-US 
markets, and Europe’s simultaneous success in preserving its export growth, exemplify the 
resilience of their firms. 

 
8 The Budget Lab (2025a) es�mated that In June 2025 alone, 61-80 percent of the new 2025 tariffs were passed 
through to consumer core goods prices. 
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The 2025 episode has broader implica�ons as well. It illustrates that tariff shocks in a highly 
integrated world economy no longer produce straigh�orward bilateral outcomes. Instead, 
they might trigger a complex web of second-round adjustments, such as supply-chain 
realloca�on, financial flows, and currency movements, that redistribute, but do not 
eliminate, global interdependence. 

From a policy perspec�ve, this fragmenta�on poses both risks and opportuni�es. On the one 
hand, the new trade barriers and bilateral trade deals incompa�ble with World Trade 
Organisa�on rules can erode the mul�lateral trade system, which in turn could impact 
medium and long-term growth adversely. On the other hand, diversifica�on and regional 
agreements can increase resilience by reducing excessive reliance on single markets.  

In sum, the early evidence from 2025 indicates that US trade fragmenta�on policies have 
produced limited progress toward their stated objec�ves and substan�al risks at home. 
Major trading partners have adjusted through diversifica�on, cushioning the global impact. 
This experience underscores the adaptability of interna�onal trade networks.  

 

References 

Congressional Budget Office (2025), ‘The Long-Term Budget Outlook Under Alterna�ve 
Scenarios for the Economy and the Budget’, May, available at: 
htps://www.cbo.gov/publica�on/61332  

Darvas, Zsolt, Gonzalo Huertas, Lennard Welslau and Jeromin Zetelmeyer (2025), ‘What will 
it take to stabilise debt in advanced countries?’, mimeo. 

Freund, Caroline, Aaditya Matoo, Alen Mulabdic, and Michele Ruta (2023), ‘Is US Trade 
Policy Reshaping Global Supply Chains?’, Policy Research Working Paper no. 10593. 
Washington, DC: World Bank, 
htps://openknowledge.worldbank.org/en��es/publica�on/4edfe909-2761-4b03-b8a7-
153650da7cf6  

Gensler, G., S Johnson, U. Panizza and B. Weder di Mauro (eds) (2025b), ‘The Economic 
Consequences of The Second Trump Administra�on: A Preliminary Assessment‘, CEPR Press, 
Paris & London. htps://cepr.org/publica�ons/books-and-reports/economic-consequences-
second-trump-administra�on-preliminary 

Gensler, G., S. Johnson, U. Panizza and B. Weder di Mauro (2025a), ‘The economic 
consequences of the second Trump administra�on: A preliminary assessment’, VoxEU 
column, htps://cepr.org/voxeu/columns/economic-consequences-second-trump-
administra�on-preliminary-assessment  

https://www.cbo.gov/publication/61332
https://openknowledge.worldbank.org/entities/publication/4edfe909-2761-4b03-b8a7-153650da7cf6
https://openknowledge.worldbank.org/entities/publication/4edfe909-2761-4b03-b8a7-153650da7cf6
https://cepr.org/publications/books-and-reports/economic-consequences-second-trump-administration-preliminary
https://cepr.org/publications/books-and-reports/economic-consequences-second-trump-administration-preliminary
https://cepr.org/voxeu/columns/economic-consequences-second-trump-administration-preliminary-assessment
https://cepr.org/voxeu/columns/economic-consequences-second-trump-administration-preliminary-assessment


28 
 

Kawasaki, Kenichi (2025a), ‘Economic Impact of New US Reciprocal Tariffs’, Policy Analysis 
Focus 25-9, Na�onal Graduate Ins�tute for Policy Studies (GRIPS), 
htps://www.grips.ac.jp/uploads/about/2025/08/Policy Analysis Focus 25-9.pdf  

Kawasaki, Kenichi (2025b), ‘Economic impact of US tariff hikes: Significance of trade 
diversion effects’, VoxEU column, htps://cepr.org/voxeu/columns/economic-impact-us-
tariff-hikes-significance-trade-diversion-effects  

Kohlscheen, E., P. Rungcharoenkitkul, D. Xia, and F. Zampolli. (2025), ‘Macroeconomic impact 
of tariffs and policy uncertainty’, BIS Bulle�n No. 110, Basel: Bank for Interna�onal 
Setlements, htps://www.bis.org/publ/bisbull110.htm  

Kolev-Schaefer, G. and M. Hüther (2025), ‘Kosten der aktuellen US-Zollpoli�k’, IW-
Kurzbericht 68, IDW, available at htps://www.iwkoeln.de/studien/galina-kolev-schaefer-
michael-huether-kosten-der-aktuellen-us-zollpoli�k.html 

McKibbin, Warwick J., Marcus Noland and Geoffrey Shuetrim (2025), ‘The global economic 
effects of Trump's 2025 tariffs’, Working Paper 25-13, Peterson Ins�tute for Interna�onal 
Economics, htps://www.piie.com/publica�ons/working-papers/2025/global-economic-
effects-trumps-2025-tariffs  

OECD (2025), OECD Economic Outlook, Interim Report September 2025: Finding the Right 
Balance in Uncertain Times, OECD Publishing, Paris, htps://doi.org/10.1787/67b10c01-en. 

Rotunno, L., and M. Ruta (2025), ‘Trade partners’ responses to US tariffs’, IMF Working Paper 
No. 25/147 htps://www.imf.org/en/Publica�ons/WP/Issues/2025/07/18/Trade-Partners-
Responses-to-US-Tariffs-568632 

The Budget Lab (2025a), ‘Short-Run Effects of 2025 Tariffs So Far’, September 2, 2025, The 
Budget Lab at Yale, available at htps://budgetlab.yale.edu/research/short-run-effects-2025-
tariffs-so-far  

The Budget Lab (2025b), State of U.S. Tariffs: October 30, 2025, The Budget Lab at Yale, 
available at htps://budgetlab.yale.edu/research/state-us-tariffs-october-30-2025  

  

https://www.grips.ac.jp/uploads/about/2025/08/Policy%20Analysis%20Focus%2025-9.pdf
https://cepr.org/voxeu/columns/economic-impact-us-tariff-hikes-significance-trade-diversion-effects
https://cepr.org/voxeu/columns/economic-impact-us-tariff-hikes-significance-trade-diversion-effects
https://www.bis.org/publ/bisbull110.htm
https://www.iwkoeln.de/studien/galina-kolev-schaefer-michael-huether-kosten-der-aktuellen-us-zollpolitik.html
https://www.iwkoeln.de/studien/galina-kolev-schaefer-michael-huether-kosten-der-aktuellen-us-zollpolitik.html
https://www.piie.com/publications/working-papers/2025/global-economic-effects-trumps-2025-tariffs
https://www.piie.com/publications/working-papers/2025/global-economic-effects-trumps-2025-tariffs
https://doi.org/10.1787/67b10c01-en
https://www.imf.org/en/Publications/WP/Issues/2025/07/18/Trade-Partners-Responses-to-US-Tariffs-568632
https://www.imf.org/en/Publications/WP/Issues/2025/07/18/Trade-Partners-Responses-to-US-Tariffs-568632
https://budgetlab.yale.edu/research/short-run-effects-2025-tariffs-so-far
https://budgetlab.yale.edu/research/short-run-effects-2025-tariffs-so-far
https://budgetlab.yale.edu/research/state-us-tariffs-october-30-2025


29 
 

Appendix: US services trade balance 

Figure A1: Monthly US trade balance of goods and services, January 2023 – July 2025 

 

Source: United States Census Bureau, htps://www.census.gov/foreign-trade/Press-
Release/current_press_release/index.html  

Note: data is seasonally adjusted. 

 

Figure A2: Country-composi�on of quarterly US services trade balance, 2023Q1 – 2025Q2 

 

Source: The United States Bureau of Economic Analysis, htps://www.bea.gov/data/intl-trade-
investment/interna�onal-trade-goods-and-services  

Note: data is seasonally adjusted. RoW = rest of the world. 
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