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Introduction:

Trade wars are economic disputes
between countries that occur when nations
impose tariffs or other trade restrictions on
These
implemented to

rectify

to unfair

each other's goods and services.

typically
industries,

measures are

safeguard local trade

imbalances, or respond trade

practices. Nevertheless, trade wars can disturb
supply
expenses,  and

global chains, raise production

diminish  international
collaboration. The importance of global trade
wars is evident in their extensive effects on
growth,  job

economic creation, and

international relations. It is_ crucial _for
policymakers to comprehend the ‘causes and
effects of these conflicts, as they affect global
trade dynamics, investment trends, and long-
term economic stability.
Overview of Global Trade War:

Trade wars occur when countries
impose economic restrictions on each other,
usually to protect domestic industries or in

response to perceived unfair trade practices. It

hampers the free flow of goods and services

and creates economic tensions affecting both
domestic and global markets. Tariffs, quotas,
trade barriers, and retaliatory measures are the
main mechanisms by which trade wars work.

Tariffs: These are taxes on imported
goods, which make them more expensive than
products of domestic origin. The importers pay
the tariffs to their governments, which often
pass them on to consumers. For example,
tariffs may be charged either as a percentage
of the value of the product or as a fixed
amount. The aim of tariffs is to protect local
industries by making foreign goods less
competitive in price, generate government
revenues and-sometimes serve as a lever in
trade negotiations.

Quotas: They set a physical limit to
the quantity of a given good which may be
imported. Unlike tariffs, quotas do not
generate revenue for the government, but
restrict supply and reduce competition from
domestic  producers by restricting the
availability of foreign products.

Trade Barriers: In addition to tariffs
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and quotas, countries can also impose other

barriers, such as licensing, stricter regulatory
standards, or subsidies for domestic industries.
Subsidies may reduce the cost of production
for local companies and strengthen their
competitiveness with regard to imports.
Regulatory barriers may delay or restrict the
import of foreign products, thus further
protecting the domestic markets.

Retaliatory  Measures:  Countries
affected by tariffs or trade restrictions often
retaliate by targeting the main export goods of
the country concerned. Such retaliation may
target politically sensitive sectors or regions in
order to exert pressure. Retaliatory duties or
barriers can escalate trade conflicts and affect
wider economic relations.

Historical trade wars:

Trade wars are not a novel occurrence
in global economic history; their roots extend
across various historical periods in which
states endeavored to safeguard domestic

industries  through tariffs and import
restrictions. One of the earliest illustrative
cases can be observed in the 17th-century trade
conflicts between Britain and the Dutch
Republic, marked by tariffs and naval
blockades intended to assert dominance over
trade routes and key commodities. In the 20th
century, the United States’ Smoot—Hawley
Tariff Act of 1930 represents a particularly

significant instance. By imposing elevated
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tariffs on over 20,000 imported goods, the

legislation sought to protect domestic
employment during the Great Depression;
however, it provoked retaliatory measures
from international trading partners and is
widely considered to have intensified both the
domestic and global economic downturn. This
episode exemplifies the potential
consequences of extensive protective policies,
including economic isolation and contraction
in international trade. More recently, preceding
the US—China trade tensions, the so-called
“Chicken Wars” of the 1960s between the
United States and European nations focused on
agricultural tariffs, particularly on poultry
imports, triggering a cascade of retaliatory
actions that affected multiple industries. These
historical episodes underscore the persistent
patterns © of —protectionism and reciprocal
measures that continue to define contemporary
trade conflicts, highlighting the inherent
complexities and economic risks associated
with such strategies.
Recent trade wars:

The

landscape has been increasingly defined by

contemporary  global trade
escalating trade conflicts, most prominently
the 2018 US—China trade war. Initiated by the
United States through the imposition of tariffs
worth billions on Chinese imports, this dispute
aimed to curb alleged unfair trade practices,

market manipulation, and intellectual property
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violations. China retaliated with tariffs on

American goods, affecting agriculture,
manufacturing, and technology sectors, which
in turn disrupted global supply chains and
trade flows. Similarly, the US imposed steel
and aluminum tariffs on the European Union,
citing national security, prompting reciprocal
EU tariffs on American products such as
motorcycles, whiskey, and textiles. These
measures heightened global market
uncertainty, inflated production costs, and
affected consumer prices worldwide. Beyond
these major disputes, other tensions emerged,
including US trade frictions with Canada,
Mexico, and India, and ongoing debates over
digital trade and data  sovereignty.
Collectively, such protectionist trends reveal
modern

the deep interdependence _ of

economies and how unilateral . economic
policies can trigger widespread repercussions.
The persistence of these conflicts highlights
the fragility of the global trading system and
underscores the urgent need for cooperative,
rules-based trade governance under institutions
like the WTO to maintain economic stability
and sustainable international relations.
Major Economic Consequences:

Trade wars have major economic
repercussions that affect GDP, inflation,
consumer prices, and different sectors in

different ways.
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GDP Impacts: Trade wars typically
slow down economic growth in general.
Tariffs and retaliatory actions reduce export
GDP

trade-heavy

volumes, which  slows growth,

particularly in economies.
According to studies, the 2018 US-China trade
war has repercussions around the globe and
hindered GDP growth

According to estimates, tariff policies might

in both nations.

permanently shrink the size of the US
economy and slow GDP growth by up to 0.9
percentage points.

Inflation and consumer costs: Tariffs
increase the price of imported goods, which
translates into higher prices for consumers and
businesses alike. This inflationary pressure
reduces

purchasing power and

disproportionately ~ affects  middle  and
lowincome households, as they spend more on
basic items. Clothing and food prices may rise
significantly, with estimates suggesting that
clothing prices could rise by as much as 33
percent in some scenarios. Inflation can be
reduced as supply chains adapt over time, but
it is often strongest in the short term,
especially in the consumer goods sector.
Sector-Specific Effects:
Manufacturing-  Initially, domestic
manufacturing can lead to an increase in
become

shifts to

employment as imports more

expensive and demand local

producers. However, increased input costs due
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to raw material tariffs are weighing on

profitability in the downstream sectors (e.g.
automotive, construction). Post-tariff periods
can be painful for factory workers as demand
falls and employment declines.

Agriculture: The cost of inputs for
machinery and chemicals will be higher due to
duties. Export demand is often depressed by
retaliatory duties, which in turn leads to
reduced employment and income in
agriculture.

Services: In general, they are less
directly affected by tariffs as they are often not
subject to trade barriers. However, retaliation
measures may reduce Foreign Service demand,
which in turn may have negative effects on
employment and business activity. Some
service sectors, such as health_and financial
services, can be relatively isolated
Trade Conflicts' Impact on Choices to
Relocate Global Supply Chains:

Trade conflicts significantly impact the
decisions regarding the relocation of global
supply
uncertainties, and risks tied to international

chains by escalating  costs,
trade, thereby encouraging organizations to
reassess and modify their production and
sourcing strategies.

Higher Tariff Costs: As

increase because of trade wars, the expenses

tariffs

associated with importing raw materials and

components rise considerably. Businesses
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react by shifting segments of their supply
chain to nations free from tariffs to prevent
these additional expenses, preserving profit
margins.

Avoidance of Tariff Barriers: To
evade tariffs set by participants in the trade
war, companies move manufacturing or
assembly processes to neutral or allied nations.
Thismove aids in maintaining access to
essential markets while decreasing tariff
obligations.

Reducing Political and Economic
Risks:

unpredictabilities brought about by trade

Political and economic
disputes include unforeseen tariff adjustments
and retaliation. Businesses move their supply
chains to more stable areas in order to reduce
these risks and ensure supply continuity.
Incentivizing Diversification: Trade
conflicts promote the diversification of sources
locations

and manufacturing to prevent

excessive reliance on any one nation
embroiled in disputes. This minimizes risks
and strengthens the resilience of supply chains.

Impact on Investment Decisions:
Relocations frequently require substantial

initial investments in new facilities and
logistics systems. Companies balance these
expenses with the long-term benefits of
avoiding tariffs and enhancing supply chain
increased

resilience, which often leads to

investment in different regions.
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Geopolitical and Strategic Implementation:

Trade wars engender deep geopolitical
and strategic shifts that reshape global trade
alliances and the dynamics of technology
transfers. Long-term conflicts, as the US-
China trade war exemplifies, are driving
diversify  their
partnerships, especially as some of their allies

countries  to economic
turn to China for stability and growth. This
realignment undermines traditional multilateral
institutions such as the WTO by encouraging
unilateral action and weakening established
trade standards. From a strategic point of view,
trade wars accelerate technology decoupling,
as countries restrict transfers to protect critical

innovations and  preserve

supply
favored friendlier _and

competitive

advantages. Moreover, chain

restructuring  has
trade

regional blocsincreasingeconomic

resilience but fragmenting global integration.

These shifts underline the shift from
multilateralism to economic nationalism and
geopolitical competition, with long-term

consequences for global economic governance
and balance of power.
Policy Responses and Future Outlook:
Governments have responded to the
trade wars with a range of countermeasures,
including retaliatory tariffs, financial support
to the industries affected, and the pursuit of
new trade deals to diversify the partners.
Countries like Canada, China, Japan and
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Korea have imposed reciprocal tariffs and
increased support for US-tariff-hit companies.
Trade negotiations are progressing with efforts
to resolve disputes, although progress has been
uneven and the risk of escalation remains. The
scenarios for the future range from de-
escalation and new multilateral agreements
that improve stability to protracted conflicts
that disrupt supply chains and growth.
Domestic policies such as strategic funds and
public procurement rules are aimed at
strengthening vulnerable sectors. Overall,
policy responses focus on damage mitigation,
protection of key industries and the re-
engineering of trade relations to adapt to a
more fragmented global trading environment.
Conclusion:

Trade _conflicts signify a pivotal
moment in international economic interactions,
highlighting the widespread dangers of
protectionism and economic division. The rise
in tariffs and retaliatory actions disrupts supply
chains, raises commodity costs, and
jeopardizes consumer welfare, resulting in
sluggish growth and widening inequality. Job
markets encounter localized unemployment
and wage pressures, while financial markets
experience increased volatility and uncertainty
in investments. Crucially, geopolitical shifts
driven by changing trade partnerships and
technological separation challenge the post-

war multilateral framework. Looking ahead,
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the intricacies of interconnectedness demand

collaborative policy approaches to manage
disputes and enhance global stability.
Nevertheless, ongoing uncertainties and
strategic rivalries present notable obstacles to
reaching lasting trade agreements. The future
requires a balance between national priorities
and international collaboration, fostering
robust supply chains, and investing in
innovation to alleviate the negative effects of
trade conflicts. Tackling these challenges is
essential for maintaining inclusive growth and
safeguarding an open global trading system
within an increasingly contested geopolitical
environment.

Reference:

1. Bown, Chad P., and Douglas A. Irwin.
“The GATT’s Starting_Point: Tariff
Levels circa 1947.” National Bureau of

Research, 2019,
www.nber.org/papers/w26754.
2. Crowley, Meredith A. “Trade War: The

Clash  of

Endangering  Global

Economic

Economic  Systems

Prosperity.”
Centre for Economic Policy Research,
2019,
cepr.org/active/publications/discussion
_papers/dp.php?dpno=13997.

3. Evenett, Simon J., and Johannes Fritz.
Economic Sanctions and the Rise of
Trade Wars. Global Trade Alert,

University of St. Gallen, 2020.

E-ISSN: 2583-5173

43

4. Fajgelbaum, Pablo D., et al. “The
Return  to  Protectionism.”  The
Quarterly Journal of Economics, vol.
135, no. 1, 2020, pp. 1-55
doi:10.1093/qgje/qjz036.

5. Irwin, Douglas A. Clashing over
Commerce: A History of US Trade
Policy. University of Chicago Press,

2017.

Volume-4, Issue-6, November, 2025



