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Abstract: This study examines the transformative shift in the global trading system between 2024 and 
early 2026, driven by the “security-first” United States trade policy. As a response to geopolitical risks, 
supply-chain risks, and technology risks, the U.S. launched a series of revisions in tariffs in key sectors 
like semiconductors, electric vehicles, steels, and minerals. Following the “Reciprocal Tariff” policy in 
2025, the effective level of tariffs in the United States surged dramatically from 2.4 percent to an average 
of 18.3 percent, the highest level of protectionism in decades. The research aims to examine how the 
policy changes in the Unites States triggered a negative global supply shock, impacting trade costs and 
trade flows. Through the use of a comparative mixed-methods research design, the impact of tariffs is 
examined along with the real-time geopolitical events that occurred in 2026, including the Russia-Ukraine 
War, the maritime crisis in the Red Sea, and the growing geopolitical fragmentation in Europe and the 
Indo-Pacific. The research reveals that the tariffs have resulted in significant economic costs to the US 
consumer, with household expenditures rising by $2,433 annually.  At the same time, these tariffs have 
resulted in the structural transformation of global value chains. Multinational corporations are increasingly 
engaging in “friend-shoring” and “near-shoring,” where they are moving their production bases to 
politically friendly countries such as India, Mexico, and Vietnam. Through the research, it is established 
that the traditional period of hyper-globalization is gradually giving way to a fragmented and regionalized 
world. In the conclusion, the research recommends that multinational corporations should engage in 
“just-in-case” logistics strategies to mitigate the impact of the 0.5% drag on the world’s GDP caused by 
the ongoing uncertainty. 
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Introduction 

 The present research adds to the expanding literature on trade policy and restructuring in global 
supply chains by exploring how the latest U.S. tariff revisions combine with geopolitical risks to influence 
international trade patterns.  

 International trade has historically played a critical role in shaping global economic growth and 
development (IMF, 2026, p. 1). The last few decades have seen the global economy benefit from 
increased trade, reduced tariffs, and the expansion of global value chains (WTO, 2024, P. 12). However, 
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in recent times, the world has seen a dramatic shift in trade policies, particularly in the increased use of 
tariffs as an effective tool in the economy (Yale Budget Lab, 2025, P. 1). 

 The United States, being one of the leading economies and countries in international trade, has 
been heavily relying on tariffs as an effective tool in dealing with trade balances, competitiveness, and 
security concerns, The government of the United States, particularly in the last few years of the 2010s, 
has been imposing tariffs on  several products, ranging from steel and aluminium to technology and 
electric vehicles, although these are primarily targeting China but are also affecting other countries 
through increased effective rates, which reached an average of 10.5% by November 2025 (Penn 
Wharton Budget Model, 2026, P.1). 

 These changes to the tariffs have created considerable economic effects on a global scale. 
Increases to these tariffs can affect international trade flows, which can further lead to disruptions to the 
energy sector, have created considerable uncertainty within the global trade system. Maritime transport 
sector has also been impacted, and rerouting around the Cape of Good Hope adds 30% to the length of 
voyages, thus increasing shipping costs (UNCTAD, 2025, P. 4). 

The purpose of this case study will be to analyze to current global economic effects of the recent 
changes to the United States tariffs. The case study will analyze the current effects these changes to the 
tariffs are having on trade flows, as well as the current implications for emerging economies such as 
India. However, India’s GDP growth still holds up well at a projected 7.3%, despite these headwinds in 
global trade policies (IMF, 2026, P. 1). 

The study addresses the following research questions: 

• How have recent changes in U.S. tariffs affected global trade flows? 

• Which countries and sectors have been most affected by these changes? 

• How are global supply chains responding to the shifting global trade landscape? 

• What opportunities and challenges do these developments pose for emerging economies like 
India? 

 The paper is structured as follows: the next section reviews relevant literature on trade policy 
and protectionism. This is followed by a description of the case context, research methodology, findings, 
and analytical discussion. The final sections present policy implications and concluding observations.  

Literature Review 

 The theory of international trade offers a number of perspectives on the economic effects of 
tariffs. Classical international trade theory, based on comparative advantage, asserts that countries 
benefit by producing and specializing in the production of goods for which they enjoy relative efficiencies. 
According to this theory, tariffs disrupt international trade and hence reduce economic efficiency on a 
global scale (IMF, 2026, p. 1). 

 However, recent international trade theory recognizes that countries impose tariffs for strategic 
or political purposes. The theory of protectionism offers an explanation for how countries can use tariffs to 
protect domestic industries from international competition. The strategic trade theory asserts that 
countries impose tariffs to protect strategic sectors that are considered critical to national economic or 
technological leadership. Recent statistics show that the “effective tariff rate” for the U.S. has risen to 
18.3%, indicating a shift to strategic tariffs (Yale Budget Lab, 2025, p. 1). 

 Recent academic studies have emphasized the geopolitical aspects of trade policies. 
Researchers have found that trade policies are affected by factors other than purely economic factors. 
National security factors, for instance, have a significant impact on trade policies. Tariffs on the 
electronics sector, including the semiconductor industry, which rose to 125%, were defended as a 
measure to ensure the country’s technological capabilities (Penn Wharton Budget Model, 2026, p. 1). 
This is supported by the IMF, which noted, “geoeconomic fragmentation” has become a permanent 
structural feature of the 2026 economy (IMF, 2026, p. 5). 

 Another significant body of literature focuses on the effects of trade policies on the world supply 
chain. Global production networks have become more complex. Tariff increases, for instance, affect the 
world supply chain as they increase the costs oof production. Maritime detours around the Cape of Good 
Hope, for instance, have increased by 30% the length of maritime voyages, affecting “Just-in-Time” 
production (UNCTAD, 2025, p. 4). 
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 The term “friend-shoring” has been coined, which refers to the shifting of supply chains to 
countries with which they share alliances. This is because of the growing concerns over supply chain 
security. As the IMF (2026, p. 1) states, “Despite the shifts caused by the recent ‘friend-shoring’ 
phenomenon, emerging markets such as India have sustained their growth at 7.30%. This underlines 
their role as the primary beneficiaries of this ‘friend-shoring’ movement”. 

 Despite the rise in literature on tariffs and trade conflicts, there are still gaps in the 
understanding of the broader structural shifts in global trade. Most of the literature on the subject 
discusses previous trade conflicts, including the U.S. – China trade war in the late 2010s, and mainly 
discusses the effects of tariffs on trade balances, domestic economies, and prices (WTO, 2024, p. 12).  

 

Figure 1: Conceptual Framework of U.S. Tariff Impact on Global Trade 

Source: Author’s conceptual framework based on IMF (2025), OECD (2025), and World Bank (2024). 

 However, recent events point to the fact that the global trade landscape is changing in response 
to the interplay of tariffs, geopolitics, and changes in the global supply chains. There has been little 
research done on the effects of the recent U.S. tariff changes, including the Russia-Ukraine conflict and 
the maritime disruptions in the Red Sea. Current reports from UNCTAD (2025, p. 4) and the IMF (2026, 
p. 5) report on these disruptions but have not provided a comprehensive study of the cumulative effect on 
emerging markets. 

Moreover, the implications of these changes for the Indian economy, in terms of the interplay of 
the PLI scheme and the 125% tech-tariff wall, have not been sufficiently explored in the mainstream 
academic literature (MeitY, 2025, p. 12). The present study attempts to bridge this research gap by 
examining the global economic implications of the recent U.S. tariff revisions in the context of the “War-
Time” transformation of 2026.  

Case Context / Background  

 The global trade environment has undergone substantial changes in recent years due to the 
imposition of tariffs. The United States has been at the center of this change, imposing tariffs on several 
strategic industries. The rates of tariffs have increased to 18.3% as of August 2025 (Yale Budget Lab, 
2025, p.1). 
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 Significant industries affected by the imposition of tariffs include steel, aluminum, 
semiconductors, electric vehicles, and critical minerals. Most of these are imposed on Chinese goods 
due to economic rivalry. Strategic tariffs have been imposed on semiconductors, which have risen to 
125%, whereas electric vehicles have touched 100% (Penn Wharton Budget Model, 2026, p.1).  

In addition to this, global trade routes have also experienced significant changes. The Russia-
Ukraine conflict has affected global energy routes. In addition, the “Greenland Shock” in January 2026 
has resulted in “fragile peace” between the two sides (IMF, 2026, p. 5). Security concerns in the Red Sea 
have resulted in the detouring of routes between Asia and Europe, which now pass through the Cape of 
Good Hope. The detour has increased the duration by 15 days, with the length of the voyage increasing 
by 30% (UNCTAD, 2025, p. 4). 

 Multinational corporations have responded to these changes by adopting the “China + 1” 
strategy, where they are maintaining their presence in China and expanding in countries like India, 
Vietnam, and Mexico. Among these, India is one of the key beneficiaries due to the government’s 
“Production Linked Incentive (PLI) scheme, focusing on electronics and pharmaceutical sectors” (MeitY, 
2025, p. 12). 

 India is facing an energy security challenge. As one of the key importers of crude oil, it is highly 
prone to fluctuations in oil prices due to the Strait of Hormuz tensions, where oil prices have gone up to 
$110-$120 per barrel (IEA, 2026, p. 1). 

 The trade crisis escalated to its highest level in April 2025, where the government introduced 
Executive Order 14257, imposing a 10% baseline tariff. This escalated to a “war-time” paradigm in early 
2026, where there are “extreme tech-tariffs and insurance costs for Indian exporters operating in global 
chokepoints” (GTRI, 2024, p. 2). 

Methodology 

 The current study utilizes a qualitative case study research design to examine the global 
economic implications of the recent U.S. tariff policy revisions. The case study method is an appropriate 
approach to examine complex economic issues involving various interrelated factors, such as trade 
policies, geopolitical events, and global supply chain activities. According to the IMF, “The case study 
method is particularly relevant to the study of economic issues involving various interrelated factors. In 
the context of the current study, the relevant factors include trade policies, geopolitical events, and global 
supply chain activities” (IMF, 2026, p. 1). 

 The current study is primarily based on secondary data obtained from various international 
organizations, academic journals, and publications. The main data sources include the IMF World 
Economic Outlook publication (2026, pp. 1-5), the World Bank’s World Integrated Trade Solution 
publication (2024, p.12), which provide the basis to examine the phenomenon of “geoeconomic 
fragmentation." 

 Data collection was carried out through an analysis of trade statistics from the USITC DataWeb 
(2026) and policy reports such as Executive Order 14257 (Yale Budget Lab, 2025, p.1). The analysis was 
carried out to identify patterns in trade flows, investments in industries, and changes in the supply chain. 
There was also specific focus on the “Chain +1” strategy and the PLI scheme as outlined in the MeitY 
Annual Report (2025, p.12). The data was analyzed using a qualitative analysis framework that assess 
that impact of tariff policies on the economy through various channels such as changes in prices and 
relocation of investments. For instance, the framework assesses the impact of the 125% semiconductor 
tariff as outlined in the Penn Wharton Budget Model (2026, p.1), which results in the relocation of 
manufacturing centers. 

 Ethical considerations were maintained throughout the entire research process by making sure 
that all the data used was properly cited and that the data was publicly available from reliable sources 
such as UNCTAD (2025, p. 4) and the U.S. Census Bureau (2026). 

Case Description / Findings  

 The results of this case study demonstrate that recent tariff changes in the US have created a 
number of economic effects in both domestic and international markets.  

 First, the tariffs have increased the cost of importing goods in various industries, such as the 
steel, electronics, and electric vehicles industries. The increase in tariffs has resulted in higher production 
costs for companies that import goods in these industries. According to the Yale Budget Lab (2025, p. 1), 
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the tariffs and other measures resulted in the increase of the PCE price level by 1.83%. This resulted in 
the average decline in post-tax income from each household in the United States by $2,433.  

Second, multinational corporations have been forced to restructure their supply chains in 
response to the tariff barriers and geopolitical risks. This has resulted in many corporations shifting their 
supply chains to alternative manufacturing countries. Countries such as Vietnam, Mexico, and India have 
experienced increased foreign direct investments in response to the need for corporations to diversify 
and reduce their dependency on China. The most notable example of this is the Apple-Foxconn supply 
chain shift to India, where the latter experienced a significant increase in the proportion of iPhone 
assembly in India compared to the rest of the world in response to the 125% tariff wall in the electronics 
industry (Penn Wharton Budget Model, 2026, p. 1).  

 Thirdly, geopolitical tensions have further fueled disruptions in the supply chain. The Ukraine-
Russia was has also fueled global energy prices. Moreover, maritime security concerns in the Red Sea 
have prompted shipping companies to divert their routes through longer routes around the Cape of Good 
Hope. These disruptions have further fueled shipping costs and duration, with a 30% hike in the length of 
these voyages (UNCTAD, 2025, p. 4). 

 These disruptions have particularly affected the trade flows between Asia and Europe. The small 
and medium-sized exporters are particularly affected by the increase in transportation costs. The cost of 
moving a container has increased to over $6,000 compared to the baseline of $1,800. This is expected to 
continue into 2026, as indicated by Clarksons Research (2026).  

 The impact of the above international developments on India is two-pronged. First and foremost, 
India is a beneficiary of the increase in manufacturing investments, as encouraged by the Production 
Linked Incentive (PLI) scheme (MeitY, 2025, p. 12). At the same time, the impact of higher international 
energy costs, as crude oil prices approach $110 per barrel (IEA, 2026, p. 1), and transportation costs 
poses macroeconomic issues for India, such as inflation and currency value fluctuations, as the Rupee 
touched 88.78 (RBI, 2026). 

Discussion / Analysis 

 From a theoretical point of view, the findings demonstrate the conflict between traditional 
principles of comparative advantage and contemporary strategic trade policies. Classical trade theories 
focus on efficiency and specializations in economic activities, while contemporary economic policies 
focus on economic security and technological supremacy. This is seen in the 125% tariff wall on 
semiconductors, as identified by the Penn Wharton Budget Model (2026:1) as a permanent structural 
barrier to decouple high-tech supply chains. 

 The development of “friend shoring” and regional supply chains is an expression of a larger 
phenomenon of a departure from hyper-globalization and towards a more disintegrated global economic 
architecture. As argued by the IMF (2026, p. 5), this "geoeconomic fragmentation" is no longer an 
exceptional but rather a permanent phenomenon in the global trade environment in 2026. Instead of a 
unified global production system, we are witnessing the development of regional trade blocs according to 
geopolitical blocs, such as the Indo-Pacific Economic Framework (IPEF) and USMCA. 

 These developments hold important implications for emerging economies. Those that have 
successfully established themselves as reliable partners for manufacturing activities can expect 
increased foreign investments in their economies. The 7.3% GDP resilience of the Indian economy (IMF, 
2026, p. 1), for instance, indicates that "friend-shoring" has been providing emerging economies such as 
India, whose domestic policies have been robust enough to support the PLI scheme (MeitY, 2025, p. 12), 
with a strong tailwind. 

 However, the increased fragmentation of global trade networks has also resulted in increased 
costs and reduced efficiency for the economies involved in these networks. The analysis conducted by 
the Yale Budget Lab (2025, p. 1), based on the 1.83% PCE price increase, has confirmed that the "tax" 
for the "strategic autonomy" that these emerging economies have been pursuing globally has been 
imposed on global consumers. The disruptions in maritime trade in the Red Sea region, which have 
increased shipping distances by 30% (UNCTAD, 2025, p. 4), have also highlighted the possibility that the 
emerging regional blocs, potentially slowing global economic growth in the long term.  
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Table 1: Major U.S. Tariff Measures and Global Economic Effects 

Sector Tariff Rate Target Country Global Impact 

Steel  25% Global imports Higher industrial costs 

Electric Vehicles 100% China EV supply chain relocation 

Semiconductors UP TO 125% China Tech decoupling  

Critical Minerals Strategic tariffs Non-aligned nations Battery supply chain shift 
Source: U.S. International Trade Commission (2026); OECD (2025). 

Implications / Recommendations  

• For Policymakers 

 It is essential for policymakers to balance economic security and trade openness. Though the 
125% tariff on semiconductors might provide technological dominance, any form of trade restrictions can 
attract "reciprocal" retaliatory measures, as experienced in the "Greenland Shock" (IMF, 2026, p. 5). 
Policymakers should thus focus more on "Plurilateral Agreements" for strategic protection without any 
form of trade isolation. 

• For Emerging Economies (India) 

 India needs to speed up its infrastructure and Production Linked Incentive (PLI) plans to mitigate 
the 30% increase in shipping distances resulting from maritime disruptions (UNCTAD, 2025, p. 4). 
Improving domestic energy resilience is also vital, as India’s vulnerability to $110+ oil prices (IEA, 2026, 
p. 1) remains the main threat to its 7.3% GDP growth objective (IMF, 2026, p. 1). 

• For Businesses 

 Businesses should move away from the “Just-in-Time” model to a “Just-in-Case” model, which 
would imply holding 25-30% more inventory. Additionally, the “Operational Unbundling” strategy, which 
separates hardware assembly from high- tariff software, has the potential to reduce the “tariff surface 
area,” thus reducing the cost pass-through effect experienced over the last few years, averaging at 
$2,433 (Yale Budget Lab, 2025, p. 1). 

Conclusion  

 Significant changes in the world trade regime have been observed in the recent tariff policies 
implemented in the United States. These economic policies have been the result of various geopolitical 
and economic changes in the world. The recent tariff policies have been made in order to strengthen the 
domestic economy and reduce geopolitical risks associated with the supply of goods from other 
countries. The economic implications of these policies have been observed in the world market as a 
whole. The recent tariff policies have been validated as having reached the historic level of 18.3%, 
resulting in an average cost burden of $2,433 for each household in the United States (Yale Budget Lab, 
2025, p. 1).  

 It has been observed that the recent tariff policies and geopolitical issues have been 
interconnected in the world market. The recent economic polices have resulted in the increase in trade 
costs up to $6,000 in early 2026 (Clarksons Research, 2026), and the world market has been witnessing 
the process of geoeconomic fragmentation. This economic phenomenon has been identified as the most 
significant threat to the achievement of the global GDP growth target of 3.3% (IMF, 2026, p. 1). 

 For emerging economies like India, the changing trade environment is a mixed story of 
opportunities and challenges. India is a beneficiary of the “friend-shoring” strategy and the PLI scheme 
(MeitY, 2025, p. 12). At the same time, India is also facing energy price increases due to tensions 
between Russia and Ukraine, which have pushed oil price to $110 a barrel (IEA, 2026, p. 1). Finally the 
move to a new trade environment based on a “security-first” approach marks the end of hyper-
globalization. The ability of countries to adjust to these changes is likely to play a significant role in 
shaping future growth in a world that is fragmented into separate economies (IMF, 2026, p. 5). 
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