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1 Introduction
Over the past three decades, the relationship between the United States 
and China has gone through various phases, which has occurred alongside 
China’s economic growth and structural transformation. The strategy of 
the United States towards China also shifted from one of engagement and 
working to bring China into the global economic order, to seeing China as 
a strategic competitor and rival in the economics, security and technology 
spheres of influence.

In recent years, security and economic tensions have increased between the 
United States, China and a widening group of countries. This has led 
the United States and its allies to utilise a variety of economic instruments 
in response, be it trade tariffs, investment restrictions, export restraints or 
domestic subsidies, in the name of security and resilience, as well as efforts 
to reshore or ally-shore critical parts of supply chains.

The tools and instruments have not been identical across advanced 
economies, yet major jurisdictions – the United States, Europe, Japan, Korea 
and others – have adopted domestic measures to strengthen resilience, back 
industrial policies in critical sectors, deepen ties with partners seen as allies 
and de-risk trade and economic links with China. Most analyses show that 
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the costs and risks of economic decoupling between China and the United 
States and its partners, as well as further supply chain fragmentation, would 
be high. Consumers would face higher prices, and GDP losses would likely 
occur in the United States, China and third countries (Petri and Plummer 
2020; Hunt et al. 2020).

Given the uncertainties and challenges created by geopolitical trends, 
coming as they are on top of many other global challenges, the aim of this 
chapter is to consider the question: what might the post-G21 world order 
look like? This author’s view is that it can be viewed as a glass half full: on the 
one hand, the world has achieved a level of economic interdependency and 
openness and international trade in goods, and particularly services, which 
continues to grow. The world is not yet showing large-scale ‘deglobalisation’ 
or a fundamental abandonment and overhaul of the global order and 
system. Reform of multilateralism continues to be discussed in Geneva, but 
other priorities dominate in capitals. At the same time, we have the United 
States disrupting rules-based order and there is very little appetite in the 
United States or elsewhere in the world today to develop new, ambitious 
multilateral trade rules (Janow 2024). The Doha trade round terminated, 
and no new expansive trade agenda has yet surfaced.

Looking ahead, this chapter suggests that there is a path forward that can be 
referred to as what Merit Janow refers to as ‘constructive incrementalism’, 
an idea she contributed to the developments of this chapter. What is meant 
by this approach is to build on existing systems to address shared interests 
of managing the economic–security nexus and maintaining open trade 
and investment (Janow 2024). This can be done through vehicles such as 
binding and non-binding regional agreements or plurilateral agreements, 
or by having like-minded groups forge ahead on continuing to uphold 
the multilateral rules-based order, shared priorities around World Trade 
Organization (WTO) reform and expansion of trade rules in new and 
specific areas. At the same time, it is essential to consider how security 
concerns with economic spillovers can be managed in a way that remains 
compatible with the international rules-based system. To use US National 
Security Office Jake Sullivan’s metaphor, a world of ‘a small yard and a high 

1	  The term G2 was coined by Fred Bergsten (2005) to highlight the exceptional significance of the 
bilateral relationship between the United States and China, which could form a caucus to manage their 
own economic relationship and to provide leadership for the world economy.
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fence’ (Sullivan 2023). There is intense interest in the world in ensure that 
the goal is to keep the yard thriving while restrictions only affect a small and 
defined part of it.

The rest of this chapter is divided into three main sections. The next section 
provides a brief overview of the current state of US–China trade tensions, 
starting from President Trump’s 2017–21 trade tariffs to the current 
situation under President Biden, with its growing security, economics 
and technology nexus and the rise of industrial policy, all of which have 
consequences on trade. The third section examines and summarises the rich 
analyses that have been undertaken by economists and experts around the 
world to model scenarios of what could happen to US–China economic 
relations, ranging from the consequences of full decoupling of the US 
and Chinese economies, to more partial or altered economic relations 
including further fragmentation, partial decoupling and geopolitically 
influenced economic restructuring. It also addresses the costs and risks of 
fragmentation, particularly its impact on developing countries and certain 
possible pathways forward from an economics perspective.

In the final section, we provide several recommendations for potential 
approaches that comprise the ‘constructive incrementalism’ already referred 
to. The section outlines some policy directions countries can take to 
navigate this uncertainty and complexity, and support continued global 
growth and cooperation. In that context, third countries, especially middle 
powers, and regions such as ASEAN (the Association of Southeast Asian 
Nations) and East Asia, are highlighted as being ‘key agents’ through 
concerted unilateral actions, taking the lead in reforms within their own 
regional arrangements and contributing to the reforms in the multilateral 
trading system.

2 The current state of US–China 
trade tensions
The US–China economic relationship has shifted markedly over the past 
three decades, moving from expectations of deeper integration to intense 
strategic competition. Reforms undertaken by China in the 1990s that 
paved the way for the United States to grant China Permanent Normal 
Trade Relations status in 2000, and its subsequent accession to the WTO in 
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2001,2 placed China as a central player in global trade networks (Handley 
and Limao 2017). By 2013, China’s exports to the United States had 
increased eightfold from 2000 levels, while US exports to China only 
doubled over the same period. As a result, the US trade deficit with China 
expanded from US$83 billion in 2001 to US$366 billion in 2015 (Liang 
and Ding 2020).

Despite mutual gains from trade, these dynamics produced political and 
economic frictions. The effects were significant. The ‘China shock’ led 
to sizeable manufacturing job losses in the United States, contributing 
to economic dislocation and political polarisation (Autor et al. 2013). 
A ‘second China shock’ has since emerged, with surging Chinese exports of 
green technologies – including electric vehicles and solar panels – creating 
new pressure on US industries (Setser 2024). Although job losses were 
only partly due to China and reflected technological change (Bloom et al. 
2024), political narratives in the United States tied manufacturing decline 
to imports from China, fuelling protectionist sentiment (Pettis 2024). 
Currency practices and trade imbalances also remained contentious. China’s 
past currency undervaluation contributed to a wider US trade deficit and 
left a lasting imprint on the bilateral relationship (Lau 2018).

The asymmetry in trade outcomes and underlying policy differences 
highlighted the dual nature of economic interdependence: cooperation 
delivered mutual gains yet also bred competition and mistrust. Policy 
responses have evolved across administrations. From 2008 to 2015, Obama 
sought to balance China’s rise through the Trans-Pacific Partnership (TPP) 
and multilateral engagement. Trump adopted unilateral confrontation 
through tariffs and broad sanctions. Biden combined domestic economic 
resilience measures with alliance-building and targeted controls.

2	  The US approach to China’s integration into the global order was inspired by the thinking of 
Henry Kissinger, and eloquently advanced by then US Deputy Secretary of State, Robert Zoellick, who 
argued that the way to deal with the rise of China was not to block it but rather to proactively engage 
Chinese policymakers and bring China into the international order so that China would follow the 
international rules and become a ‘responsible stakeholder’ (Zoellick 2005). 
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The rise of US–China trade tensions under 
President Trump (2016–21)

US–China relations have been marked by growing tensions, reflecting 
economic rivalry, geopolitical manoeuvring and ideological divergence, 
especially since the Obama Administration. During the final years of the 
Obama Administration, the TPP, which excluded China, was central to US 
efforts to counterbalance China’s influence in global trade. By promoting 
high standards for intellectual property, labour rights and environmental 
protections, the TPP aimed to create an economic framework aligned with 
US values. Domestic opposition, however, led to its abandonment, leaving 
a gap in US trade policy (Petri and Plummer 2016). Simultaneously, China 
launched initiatives such as the Belt and Road Initiative (BRI) and the Asian 
Infrastructure Investment Bank, signalling its ambitions to reshape regional 
and global economic frameworks (Rolland 2017). These developments set 
the stage for a more confrontational phase in bilateral relations.

The election of President Trump in 2016 marked a sharp shift in the US–
China relationship. His administration withdrew from the TPP, pursued 
a unilateral trade policy and initiated a trade war with China. Tariffs were 
imposed on over $300 billion worth of Chinese goods, citing trade imbalances, 
intellectual property theft and forced technology transfers. China retaliated 
with tariffs on US exports, escalating economic confrontation (Bown 2025). 
The trade war that ensued exposed vulnerabilities in global supply chains, 
particularly in sectors reliant on Chinese manufacturing, and sparked 
discussions about ‘decoupling’ to reduce US economic dependence on 
China (Greene and Triolo 2020). Meanwhile, President Xi Jinping’s policies 
emphasised national self-reliance, greater state control and ideological 
consolidation, further deepening the divide between the two nations.

The US unilateral tariff policy on China started in February 2018; the 
United States imposed safeguard tariffs on solar panels and washing 
machines following a Section 201 investigation,3 citing harm to domestic 
producers. Soon after, steel and aluminium tariffs were introduced under 
Section 232 investigations,4 affecting multiple countries, including China. 
Retaliation from China and other trade partners5 followed. Between July 

3	  An investigation under section 201 of the US Trade Act of 1974 (19 U.S.C.).
4	  An investigation under section 232 of the US Trade Expansion Act of 1962 (19 U.S.C.).
5	  The International Trade Administration of the US Department of Commerce noted that other 
countries that retaliated were the European Union, India, Russia and Turkey.



AT THE BRINK?

120

2018 and September 2019, the United States enacted five rounds of tariffs 
on Chinese goods, with China responding proportionally. A sixth tariff 
wave was cancelled in December 2019, ahead of the Phase One Agreement 
signed in January 2020. While this agreement reduced tariffs imposed 
in September 2019 by half, most tariffs remained in place through 2021 
(Bown 2025).

The trade war had significant economic impacts. By 2019, US tariffs 
covered 17.6 per cent of its 2017 imports, raising average tariff rates from 
3.7 per cent to 25.8 per cent. Retaliatory tariffs targeted 8.7 per cent 
of US exports, raising average rates from 7.7 per cent to 20.8 per cent. 
The combined tariffs affected transactions equivalent to 3.6 per cent of 
US GDP. For China, tariffs covered 11 per cent of imports and 18 per 
cent of exports, impacting transactions equivalent to 5.5 per cent of GDP 
(Chang et al. 2021). Intermediate goods were disproportionately affected, 
with the United States targeting 67 per cent of Chinese intermediate inputs 
and capital goods, and China imposing similar measures on US goods 
(Bown 2025).

The experience of the COVID pandemic, with disruptions in supply 
chains of critical medical products and vaccines, food and critical inputs 
such as semiconductors, led to increased calls for resilient supply chains to 
withstand shocks like pandemics or natural disasters, addressing security 
concerns to ensure sufficient supplies, and a combination of security and 
geopolitical concerns. This prompted calls for decoupling, reshoring by 
American companies to invest back in their own country and identifying 
allies or ‘friends’ that can be part of the resilient supply chain. Supply chains 
needed to be resilient in the case of shocks such as the pandemic, security 
concerns and concentration on the supply side.

Technological rivalry intensified during this period. The Trump 
Administration targeted Chinese firms such as Huawei with sanctions and 
export restrictions, limiting access to advanced semiconductors and critical 
technologies. These measures underscored the central role of innovation 
and technology in US–China competition and deepened mistrust. 
National security concerns over espionage, forced technology transfers 
and intellectual property theft spurred Washington to restrict technology 
exports and scrutinise Chinese investments (Hillman 2023).
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The Trump Administration intensified its push away from multilateralism 
by blocking the appointment of the WTO Appellate Body, rendering the 
appellate system non-functional since December 2021. Trump’s general 
opposition to international treaties, evident in withdrawals from TPP, 
the Paris Agreement, US participation in the World Health Organization 
and the Iran nuclear agreement, underscored the departure from 
global collaboration.

As for China, Chen Yixin (2024), speaking on behalf of Xi Jinping, noted 
that security has become the foundation of development, underpinning 
Xi’s 2020 doctrine of national self-reliance. The doctrine responds to both 
domestic and external threats, with a sharper focus on internal security, 
a more assertive military posture and a firm stance on Taiwan. China still 
needs strong growth to raise living standards and avoid unemployment 
pressures. Sustaining growth requires continued market-based reform, 
yet this sits uneasily with Xi’s preference for stronger party control. This 
tension is evident within China’s economic policy team, which at the 
time included figures such as Vice Premier Liu He, Politburo Standing 
Committee member Wang Yang and Vice President Wang Qishan. State-
owned enterprises (SOEs) remain a drag on efficiency, while the private 
sector has faced headwinds from anti-corruption initiatives and compliance 
crackdowns, creating political risks for major private firms.

Efforts to align the wisdom of private business figures with the party and 
country’s goals also started to occur, emphasising the dependability and 
usability of the private sector. This approach was highlighted in the November 
2020 crackdown on Jack Ma, China’s renowned entrepreneur, and his 
companies Alibaba and Ant Group. Jack Ma’s comments on the perceived 
backwardness of Chinese financial regulators led to his disappearance for 
a year, resulting in significant restructuring and an anti-trust regulatory 
crackdown on China’s major technology and financial companies in 2021.

The assertive, ideological and self-assured Xi Jinping seems to have ushered 
in a profound shift in China’s strategic relationships. Since the 1920s, the 
Chinese Communist Party (CCP) has been characterised by a fundamental 
ideological divide, pitting the liberal international order of the United 
States, including human rights principles, against the CCP’s Marxist–
Leninist socialist revolutionary ideals. This hostility towards the American 
ideal has been a constant, shaping China’s response to spheres of influence 
and initiatives like the BRI.
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Strategic competition under the Biden 
Administration

Under the Biden Administration, there was a notable shift in the importance 
attributed to trade within the international economic order and global 
economic governance. Unlike previous administrations, the focus of US 
trade policy became more domestically oriented, prioritising the protection 
of worker’s rights, promoting sustainable environmental practices, realigning 
US–China trade relations and advancing initiatives to counterbalance 
perceived Chinese influence. Interestingly, the Biden Administration chose 
not to lift the tariffs imposed by the Trump Administration on China, 
despite internal differences within the administration. Additionally, there 
was a decision not to renew the Trade Promotion Authority (TPA), which 
expired in July 2021. The absence of the TPA raises questions about the 
alignment of past trade negotiating objectives with current congressional 
priorities and the evolving global trade landscape.

The Biden Administration framed US–China relations as ‘strategic 
competition’. Besides retaining the Trump-era tariffs, new export controls 
were introduced to limit China’s access to critical technologies. Domestic 
investments were increased in infrastructure and innovation aimed to 
boost US competitiveness (Greene and Triolo 2020). Unlike Trump’s 
unilateral approach, Biden prioritised alliance-building and multilateralism. 
Initiatives like the 14-member Indo-Pacific Economic Framework (IPEF),6 
sought to strengthen supply chain resilience, promote digital trade norms 
and advance environmental sustainability, countering China’s influence in 
the Indo-Pacific region. Collaborative infrastructure projects with the G7 
are also in place to counter China’s BRI.

The ‘allies’ in these initiatives backed them as a way to stay close to 
Washington, though there were no meaningful results on market access or 
firm deliverables. The trade pillar of IPEF stalled in late 2023 when the 

6	  The Indo-Pacific Economic Framework for Prosperity was launched by President Biden on 23 May 
2022, with 14 participating and founding members in the Indo-Pacific region (the United States, Japan, 
India, South Korea, Australia, New Zealand, Fiji and the seven members of ASEAN: Brunei, Indonesia, 
Malaysia, Philippines, Singapore, Thailand and Vietnam). The stated objective is to write new rules 
for the twenty-first century that will benefit the region. IPEF appears to be the Biden Administration’s 
attempt to counterbalance China in the region. It is not a trade agreement and does not talk about 
market access or concrete proposals. The four areas addressed are supply chains, clean economy, fair 
economy and trade. The only progress made was an agreement on defining resilient supply chains, but 
the talks on trade stalled. 
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United States stepped back from talks on digital trade rules. IPEF never 
offered tariff cuts or binding dispute settlement, which limited its pull for 
partners and raised doubts about its economic value. The framework did 
yield an Agreement on a Resilient Supply Chain in 2024, which set up a 
council, crisis-response network and labour rights body. That gave members 
a channel to coordinate on shocks and maintain high-level engagement with 
the United States, even as broader trade ambitions faltered. It is not clear 
whether this agreement was ever implemented, given that it was created 
towards the end of the Biden Administration.

Under the Biden Administration, US–China relations were dominated by 
political and security concerns, leading to limited high-level interaction 
between trade officials. Policies prioritised enhancing US domestic 
technological capacity, restricting Chinese access to US technology and 
bolstering domestic resilience through cooperation with like-minded 
countries. The early announcement of a decoupling strategy and subsequent 
speeches by officials like Jake Sullivan and Janet Yellen manifested in various 
policies, including the Innovation and Research Acceleration (IRA) Act, the 
Creating Helpful Incentives to Produce Semiconductors (CHIPS) Act and 
the imposition of restrictions on US investments and export controls.

In 2022, CHIPS Act authorised nearly US$53 billion in federal investment 
for US semiconductor manufacturing, research and development, and 
workforce, which consisted of over US$30 billion in direct funding 
and roughly US$25 billion in loans. The IRA Act dedicated roughly 
US$369 billion over the next decade in incentives for domestic investment 
for producers, manufacturers and miners in the clean energy supply chain. 
Former Secretary of Treasure Larry Summers was one of the proponents 
of the IRA, saying that a healthy competition could boost innovation 
worldwide at Davos 2023 (Marchant and Markovitz 2023).

Elements of the policy design and implementation of both these Acts aimed 
to constrain China. Both initiatives required investment in the United States 
and limited the use of Chinese inputs or inputs with Chinese ownership. 
The Inflation Reduction Act contains strong provisions to localise supply 
chains. Electric vehicle subsidies apply only to production in the United 
States or in countries with a US free trade agreement (FTA), making the 
push to localise supply chains explicit. European-made and assembled 
electric vehicles do not qualify, and automakers must build supply networks 
that exclude China (Majkut 2023). The CHIPS Act introduced strict 
guardrails preventing subsidy recipients from expanding semiconductor 
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production in China. For 10 years after receiving funding, firms cannot 
make significant investments abroad in sensitive sectors. The rules also 
prohibit joint research or technology licensing with Chinese entities in 
critical technologies (Shivakumar et al. 2023).

Early outcomes suggest mixed effectiveness. Firms adjusted investment 
plans, with TSMC (the Taiwan Semiconductor Manufacturing Company) 
deciding to build fabrication plants in the United States despite higher 
production costs relative to East Asia. It has catalysed a marked surge in 
semiconductor investment. Realised investment in electronics, computers 
and electrical equipment increased from under US$7 billion per year 
before 2020 to over US$90 billion in 2024, with about US$158 billion 
already committed and more than US$500 billion in future announced 
projects (Bown 2025). Another estimate shows the IRA and CHIPS Acts 
together contributed an estimated 0.6 percentage point to the 6 per cent 
growth in real investment in 2023 and are projected to contribute another 
0.6 percentage point to the estimated 4 per cent growth in 2024. This is 
expected to generate roughly 4,000–6,000 additional jobs per month 
in 2024–25 (Barbiero 2024). However, how much all these investments 
enhanced the United States’ capacity to compete with China remains to 
be seen.

Tensions escalated after episodes such as the Chinese balloon incident. 
Since April 2023, however, policy language has shifted from ‘decoupling’ to 
‘de-risking’, a framing first advanced by European Commission President 
Ursula von der Leyen and later reflected in US statements (von der Leyen 
2023). Senior US officials visited Beijing through mid-2023 to prepare for 
a Xi–Biden meeting at the Asia-Pacific Economic Cooperation (APEC) 
Economic Leaders’ Summit in November 2023. The meeting produced 
constructive rhetoric, yet messaging from Washington has remained mixed, 
likely to avoid the perception of a softening stance on China.

Xi Jinping’s absence from the G20 and BRICS7 summits in 2023 was widely 
interpreted as strategic, possibly to avoid scrutiny over China’s economic 
slowdown and diplomatic frictions with India (Davidson 2023; Wong 
Woon Shin and Chan 2023). High-level US visits to China, including 
Commerce Secretary Gina Raimondo’s trip, produced mixed messages. 
Officials highlighted shared interests and the ‘de-risking’ approach, 

7	  BRICS refers to the economic bloc initially formed by Brazil, Russia, India, China and later South 
Africa, plus additional countries that have been incorporated into the community over time. 
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yet parallel statements underscored ongoing US concerns. Raimondo 
focused on export controls and encouraging US firms to operate in China, 
but her outreach drew mixed responses. Chinese officials welcomed 
investment while also criticising the United States and describing China as 
‘uninvestable’ in reference to intellectual property risks and opaque security 
rules (Shepardson 2023).

In addition to the government perspective, examining how US businesses 
approach the issue is crucial. Despite the complexity and mixed signals 
in diplomatic relations, some US businesses are keen on engaging with 
China, acknowledging the vast market it represents. However, investments 
are under scrutiny, reflecting a cautious approach amid a slowdown in the 
Chinese economy and modest growth in the United States. Trade relations 
appear to be in a state of muddling through, with expectations that the 
situation might not change significantly until after upcoming elections.

In response to these developments, China is now prioritising technological 
self-reliance and expanding global influence. Xi Jinping’s administration 
centralised power within the CCP, increased state control over the 
economy and invested in state-led innovation and regional development 
projects (Rolland 2017). Subsidies to SOEs, particularly in renewable 
energy, disrupted global markets, drawing criticism for fostering ‘national 
champions’ that operated outside market-driven norms (Liu and Woo 
2018). These strategies deepened ideological and policy differences, fuelling 
broader strategic competition.

The trade war underscored the challenges of integrating conflicting 
economic systems. While the United States leveraged alliances to reshape 
global trade norms, China expanded its influence through initiatives like 
the Global Development Initiative. The two nations now compete for 
dominance in advanced industries, including artificial intelligence, green 
technologies and semiconductors (Lau 2018). This rivalry has prompted 
countries to reassess economic ties and diversify supply chains, reflecting 
broader shifts in the global economic order.

US–China and their efforts to bring allies along 
and sphere of influence

The United States has sent mixed messages to Southeast Asia and the Indo-
Pacific. The IPEF initiative launched in May 2022 saw member engagement 
but was light on results, as already noted. On ASEAN, President Biden 
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hosted the ASEAN–US Special Summit in Washington DC on 12 May 
2022, which all ASEAN leaders attended. While the summit was seen as 
a positive signal of US commitment to ASEAN, it was short on concrete 
outcomes and follow-up.

President Biden then skipped the ASEAN Summit in Indonesia, the 
largest ASEAN country, in 2023, with Vice President Kamala Harris 
attending instead. President Biden’s subsequent visit to Vietnam after the 
G20 signalled a strategic diplomatic move. Yet his conspicuous absence 
from the ASEAN summits in 2023 and 2024, when the Secretary of State 
Anthony Blinken attended, raised questions among other member states 
about US commitment and resolve in engaging the region. The absence 
added uncertainty and prompted closer scrutiny over the trajectory of US 
engagement in Southeast Asia.

In these interactions, the United States conveyed a commitment to ASEAN 
and the broader Indo-Pacific. At the ASEAN–US Summit, the Biden 
Administration combined economic potential with defence and security 
imperatives. Emphasising regional stability, the United States outlined 
a vision for an open, connected, prosperous, peaceful and resilient Indo-
Pacific. On the sidelines of the APEC meeting, agreement was not reached on 
the much-hoped-for trade pillar of the IPEF, indicating the wide differences 
that exist and the perception of a lack of benefits for the developing country 
members (Murphy 2023).

China’s engagement with ASEAN maintains a distinct economic focus. 
Highlighting a decade of cooperation, China celebrated milestones like the 
2021 strategic partnership and the doubling of trade volume to $970 billion. 
Amid economic ties, ASEAN leaders expressed palpable concerns about 
escalating US–China tensions. Leaders like Singapore’s Lee Hsien Loong 
and Indonesia’s Joko Widodo (Jokowi) voiced apprehensions about the 
impact of US–China tensions on regional peace and stability. ASEAN seeks 
leadership from both nations to navigate global challenges, emphasising the 
delicate position the region holds. Jokowi urged the United States to play 
a positive role in ensuring peace, stability and prosperity in the Indo-Pacific 
through inclusive cooperation.

Beyond US–China dynamics, the trilateral relationship involving the United 
States, South Korea and Japan, connected with the ASEAN Outlook on the 
Indo-Pacific (AOIP), adds complexity. Japan supports AOIP, while China 
advocates cooperation, emphasising shared interests within ASEAN+3.
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ASEAN aims to avoid being bifurcated by the United States and China. 
The spectre of a conflict in Taiwan – a potential flashpoint – poses 
a challenge, potentially leading to divisions within ASEAN. The region, 
marked by neutral players like Indonesia, navigates the delicate task of 
maintaining unity despite differing inclinations toward the United States 
and China. The fear of an open conflict creating fault lines within ASEAN 
underscores the nuanced diplomatic landscape the region treads.

The Asia-Pacific economy is anchored by deep links with both the United 
States and China. Regional growth, supply chains and capital flows hinge on 
stable ties with each major economy. ASEAN, Japan, Korea, Australia, New 
Zealand and India all rely on China for trade and manufacturing networks, 
while the United States remains a key market, investor and security partner. 
That pattern has held through end-2024, with China’s share of regional 
trade rising in the past decade and the United States retaining strong roles in 
services, technology, finance and security cooperation. Different countries 
face different levels of exposure, but the core feature is shared: the region sits 
at the juncture of both economies, not inside one orbit.

This dual dependence shapes policy preferences. Governments across 
the Asia-Pacific stress that they will not pick sides or accept a divided 
regional order. Ministers and senior officials warn that unilateral tariffs, 
export controls and competing standards risk fragmenting production and 
weakening growth. Leaders prefer inclusive platforms, predictable rules 
and dialogue with both Washington and Beijing. The consistent message 
is that the region seeks strategic balance, open markets and practical 
cooperation with both powers. The aim is to preserve policy space, manage 
rivalry and avoid a binary choice that would undermine economic and 
security interests.

3 Assessing the impact of the geopolitical 
tensions between the United States 
and China
The escalating tensions between the United States and China have already 
begun to reshape global trade, marking a decisive departure from the era of 
broad-based trade liberalisation. What started as targeted tariffs on sectors 
such as steel, technology and agriculture has evolved into a web of broader 
tariff and non-tariff barriers (NTBs) – including investment controls, export 
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restrictions and industrial subsidies – reflecting the growing weaponisation 
of economic policy for strategic ends. Terms such as ‘trade wars’, ‘decoupling’ 
and ‘de-risking’ now describe a continuum of fragmentation scenarios with 
far-reaching consequences for trade patterns, supply chains and global 
welfare, especially impacting developing countries

This section summarises and evaluates a body of recent empirical and 
model-based work assessing the global and regional costs of fragmentation 
under different scenarios – from full decoupling to partial de-risking – and 
the actual impact of the 2018–23 US–China trade war.

Global trade fragmentation and economic welfare

A broad consensus emerges from recent simulation studies: fragmentation 
reduces global welfare and disproportionately harms developing economies. 
Using a multi-sector, multi-region general equilibrium framework, Góes and 
Bekkers (2022) show that complete decoupling between Western and Eastern 
blocs – modelled as a 160 per cent rise in total trade costs that virtually 
eliminates cross-bloc trade – would cause a 98 per cent collapse in imports 
and exports between the blocs. Welfare declines are universal: the Western 
bloc would lose between 1 and 8 per cent of income (median –4 per cent), 
while the Eastern bloc, far more dependent on technology spillovers from 
richer economies, would experience welfare losses of 8 to 12 per cent (median 
–10.5 per cent). Manufacturing sectors suffer the deepest contractions as 
productivity growth slows sharply with the loss of knowledge diffusion.

In a less extreme ‘tariff decoupling’ scenario (a 32 per cent rise in tariffs), 
the direction of change remains the same, but the magnitude is smaller. 
Even in these partial decoupling cases, the result from Góes and Bekkers 
showcases trade diversion inability to compensate for the overall decline in 
global efficiency.
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Real GDP
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Figure 4.1: Estimated changes in real GDP and export.
Note: Cumulative 2020–50, in %.
Source: Based on Métivier et al. (2023).
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Complementary results appear in Métivier et al. (2023), who use the 
WTO’s dynamic computable general equilibrium (CGE) model to compare 
three global futures: revival of multilateralism, selective plurilateralism, and 
geopolitical rivalry. Their ‘geopolitical rivalry’ scenarios mirror US–China 
decoupling. Figure 4.1 showcases the result of the simulation. Under full 
rivalry (Scenario 3A), developed economies’ GDP and exports fall by 3.97 
and 18.43 per cent respectively; developing economies see losses of 6.55 and 
18.39 per cent; least-developed countries (LDCs) lose 6.54 and 14.31 per 
cent. Partial rivalry (Scenario 3B), where some countries remain neutral, 
still generates large but slightly smaller welfare declines, confirming that 
even limited fragmentation depresses global growth.

The same model underscores what could be gained through renewed 
cooperation. A revival of multilateralism (Scenario 1) raises global GDP 
by 2–5 per cent and exports by 10–20 per cent, with the largest relative 
gains for developing countries due to their higher initial barriers. Even open 
plurilateralism in services (Scenario 2D) – reducing trade costs on a most-
favoured-nation basis – would yield small but positive global welfare effects 
(+0.5 per cent GDP).

Sectoral and commodity dimensions 
of fragmentation

Adding a commodity perspective, Bolhuis, Chen and Kett (2022) develop 
a model covering 145 countries, 136 commodities and 24 non-commodity 
sectors, the result of which can be seen in Figure 4.2. They find that 
commodity trade is highly inelastic and geographically concentrated, so 
disruptions to a few suppliers of energy or metals cascade across all sectors. 
Prohibiting trade in the energy sector alone would reduce global output by 
8 per cent in the short run and 1.5 per cent in the long run, with emerging 
markets hit hardest (–10 and –2.1 per cent). Blocking high-tech trade yields 
a global 3 per cent short-run loss. Meanwhile, blocking trade of agriculture 
goods resulted in a global decline of output by 3 per cent in the short run 
and 1 per cent in the long run.



131

4. A POST-G2 WORLD ORDER ON TRADE

Emerging marketsLow-income countries Advanced economies

Short Run Long Run

Energy sector trade prohibition scenario

0
−2
−4
−6
−8
−10
−12

−6.3

−1.5

−10.1

−2.1

−7.8

−1.1

Emerging marketsLow-income countries Advanced economies

High-tech sector trade prohibition scenario
0

−1.0
−2.0
−3.0
−4.0
−5.0

−1.0
−0.5

−3.0

−1.5

−4.0

−2.0

Emerging marketsLow-income countries Advanced economies

Geoeconomic fragmentation scenario

−10.8

−4.3
−5.2

−2.5
−4.2

−2.1

0
−2
−4
−6
−8
−10
−12

Figure 4.2: Estimated changes in output (in %).
Source: Based on Bolhuis, Chen and Kett (2022).

Their ‘geoeconomic fragmentation’ scenario, equivalent to full bloc 
separation between the US–EU and China–Russia camps, implies global 
output losses of 4.8 per cent in the short run and 2.3 per cent in the long 
run – with the steepest contractions for low-income countries (–10.8 and 
–4.3 per cent). This shows that supply disruptions and higher costs of 
commodities and high-tech inputs transmit fragmentation costs even to 
neutral economies.
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Quantifying the costs of total decoupling: 
A regional perspective

At a more regional level, Petri and Plummer (2020) use CGE simulations to 
estimate the losses from a sustained US–China trade war or total decoupling 
while regional agreements such as the Regional Comprehensive Economic 
Partnership (RCEP) and the Comprehensive and Progressive Agreement for 
Trans-Pacific Partnership (CPTPP) remain in place. As shown in Figure 4.3, 
their modelling suggests that full decoupling between the United States and 
China would produce global losses of US$301 billion annually by 2030 as 
world efficiency declines. Yet the implementation of RCEP and CPTPP 
could partially offset these losses, raising global incomes by US$209 billion 
and US$121 billion respectively.

RCEP and CPTPP yield the largest benefits for China, Japan and South 
Korea but not enough to compensate for lost US trade. Under trade war 
conditions, RCEP enhances East Asian interdependence, boosting intra-
regional trade by US$428 billion while trade among non-members falls 
by US$48 billion. The study also highlights India’s pivotal role: rejoining 
RCEP would raise its income by US$60 billion annually, while staying out 
reduces it by US$6 billion.

Under a business-as-usual scenario, CPTPP adds US$147 billion in global 
income, benefiting most members except large outsiders like China, India 
and the United States. CPTPP’s benefits remain smaller than those of the 
original TPP, which would have generated US$492 billion in gains including 
US$131 billion for the US alone. Without US participation, both RCEP 
and CPTPP recentre trade in East Asia, indicating how regional integration 
may increasingly substitute for stalled multilateralism.

In trade flow terms, total decoupling would reduce global trade by US$996 
billion by 2030. China’s exports would fall 72 per cent (US$723 billion), 
US exports 46 per cent (US$193 billion), driven by 20 per cent average 
tariff hikes and parallel NTBs. US imports would shift toward Mexico, 
Vietnam and other ASEAN economies, while China would increase exports 
to destinations outside the United States. The few net trade winners – 
Malaysia, Mexico, the Philippines, Thailand and Vietnam – benefit mainly 
from replacing Chinese exports to the United States.
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Figure 4.3: Global income effects of Asia-Pacific trade policies in 2030.
Note: In billions US$.
Source: Based on Petri and Plummer (2020).
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Reshoring, friend-shoring and inequality

The global ‘reshoring’ and ‘friend-shoring’ trends – relocating production 
nearer home or to allies – have similarly adverse global effects. The Chepeliev 
et al. (2022) simulations indicate that in a reshoring scenario, South Asia 
and East Asia experience the largest export declines, while China and Sub-
Saharan Africa record the steepest import contractions. Expanding to an 
all‑reshoring scenario that breaks global value chains (GVCs) leads to a 
27 per cent reduction in global trade compared with the baseline projection 
of 25 per cent growth, and a 2 per cent decline in global output.

The social consequences are striking, with reshoring increasing extreme 
poverty by 51 million people by 2030, and an all-reshoring world adding 
another 51.8 million – with Sub-Saharan Africa bearing 80 per cent of the 
new poor, followed by South Asia and the Middle East and North Africa. 
Inequality worsens as the bottom 40 per cent of households suffer larger 
welfare declines than the top 60 per cent.

Figure 4.4: Estimated decline in GDP due to a 20% increase in tariff (in %).
Source: Javorcik et al. (2022).

Figure 4.5: Estimated decline in GDP due to a 20% increase in total cost 
of trade (in %).
Source: Javorcik et al. (2022).
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The Javorcik et al. (2022) estimates reinforce this: friend-shoring yields no 
winners and erodes GDP across all economies as shown in Figures 5.3 and 
5.4. Even modest cross-bloc tariff or cost increases (20 per cent) generate 
global GDP losses between 0.1 and 4.6 per cent, with the sharpest 
declines in Morocco (–4.6 per cent), Southeast Asia (–2.9 per cent) and 
Kazakhstan (–2.8 per cent). Because ‘friends’ are typically similar in income 
and industrial structure, friend-shoring erodes comparative advantage and 
innovation benefits, resulting in universal welfare losses. These findings 
suggest that fragmentation driven by ‘values-based’ trade, while politically 
appealing, imposes clear economic costs and undermines poverty-reduction 
gains in developing regions.

Empirical evidence of trade war

Empirical analyses of the 2018–23 US–China trade war provide real-world 
confirmation of model-based projections. Chad Bown (2025) documents 
that US tariffs eventually covered 66.4 per cent of Chinese exports to the 
United States at an average rate of 19.3 per cent, while China retaliated 
against 58.3 per cent of US exports at 21 per cent average tariffs – jointly 
taxing US$450 billion in two-way trade. The targeted imports correspond 
to 18 per cent of US imports (2.5 per cent of GDP) and 11 per cent of 
China’s imports (3.6 per cent of GDP), both exceeding the Smoot-Hawley 
tariffs of 1930 (1.4 per cent of GDP).

By 2022, US imports from China had returned roughly to prewar levels but 
imports from the rest of the world surged beyond them, signalling partial 
diversification rather than complete decoupling. The pattern of substitution 
is consistent with de-risking: for goods under 25 per cent tariffs, US imports 
from China remained 22 per cent below prewar levels, with notable 
diversions of IT hardware to Mexico and Taiwan, auto parts to Mexico, 
furniture to Vietnam and semiconductors to Taiwan and South Korea.

Products facing 7.5 per cent tariffs saw smaller decoupling: imports from 
China fell 3 per cent while those from other suppliers rose 45 per cent 
– notably Vietnam and Bangladesh (clothing and footwear), Malaysia 
and Mexico (personal protective equipment and medical goods), Taiwan 
(exercise equipment), and South Korea and Japan (lithium batteries). 
By contrast, non-tariffed goods such as laptops, phones and toys rose 50 per 
cent above prewar levels, driven by pandemic demand, demonstrating that 
decoupling is uneven and concentrated in strategic sectors.
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The beneficiaries of trade diversion are relatively small: Vietnam (+1.9 per 
cent market share), Taiwan (+1.0 per cent), Canada (+0.75 per cent), 
Mexico (+0.64 per cent), India (+0.57 per cent) and Korea (+0.53 per 
cent). Yet these gains are far outweighed by global efficiency losses. The 
US Chamber of Commerce (2021) estimates that a 25 per cent tariff on all 
bilateral trade would cut US GDP by US$190 billion annually by 2025, 
with deeper losses if restrictions extend to investment and technology flows.

The tariffs also reduced US manufacturing competitiveness by increasing 
input costs. US companies relying on Chinese intermediate goods faced 
supply bottlenecks and higher prices, while consumers bore the burden 
through inflation. On the Chinese side, the promised purchase of an 
additional US$200 billion of US goods in 2020–21 was fulfilled only 58 per 
cent, constrained by COVID-19 and sectoral uncompetitiveness.

Broader economic and policy implications

The combined evidence from these models and empirical studies underscores 
the systemic costs of fragmentation. Fragmentation undermines efficiency, 
innovation and long-term growth, while increasing inflationary pressures 
and inequality. The postwar drivers of ‘hyper-globalisation’ – technological 
advances that reduced transport and communication costs – fostered GVCs 
that enhanced productivity and lowered prices. Reversing this through 
decoupling or reshoring reduces both economic resilience and the ability to 
diffuse knowledge across borders.

The effects on innovation are particularly concerning. As Góes and Bekkers 
(2022) demonstrate, the loss of idea inflows slows productivity growth 
most sharply in emerging economies that depend on imported know-how. 
Manufacturing, which thrives on international specialisation, suffers the 
steepest output contractions, while services – less reliant on intermediate 
goods – are only marginally affected. Over time, these dynamics risk locking 
developing countries into low-productivity equilibria.

Within-country inequality is also likely to widen. The World Bank (2022) 
and Javorcik et al. (2022) simulations show that the poorest households 
face proportionally larger income losses from reshoring and friend-shoring, 
while richer groups are better positioned to absorb higher prices. Globally, 
the reversal of integration could slow or even reverse decades of poverty 
reduction, particularly in East Asia and Africa.
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The International Monetary Fund’s 2023 analysis of fragmentation (Bolhuis 
et al. 2023) aligns with these findings: complete fragmentation could shave 
7 per cent off global GDP in the long run, equivalent to the combined 
economies of France and Germany.

Regional integration as a shock absorber

Evidence from Petri and Plummer (2020) shows that deep and inclusive 
regional agreements such as RCEP and CPTPP function not only as vehicles 
for liberalisation but as shock absorbers amid intensifying great-power 
rivalry. Their findings indicate that even under conditions of heightened 
geopolitical tension, both frameworks sustain trade and investment flows by 
anchoring economies within a predictable, rules-based structure. Through 
regulatory alignment, digital trade facilitation and mechanisms that enhance 
transparency and cooperation, these agreements preserve efficiency gains 
that would otherwise be lost to unilateral actions and rising protectionism.

In an era of fragmentation, East Asia’s economic interdependence has 
evolved into both a necessity and a stabilising force. The dense production 
and supply networks connecting ASEAN, China, Japan and Korea allow 
adjustment pressures to be absorbed regionally, preventing external shocks 
from fully disrupting GVCs. This capacity to internalise and diffuse risk, 
by reconfiguring supply chains, diversifying markets and deepening intra-
regional trade, explains East Asia’s resilience in maintaining openness even 
as other regions turn inward.

The modelling further illustrates that if India were to rejoin RCEP, its annual 
income could rise by US$60 billion, highlighting how broader participation 
multiplies regional welfare gains. Conversely, policies of decoupling or 
selective exclusion, pursued in the name of national security or industrial 
strategy, constrain these opportunities and amplify the global costs of 
fragmentation. Strengthening and expanding regional frameworks such as 
RCEP and CPTPP therefore operates as a form of collective insurance, 
a mechanism that cushions the economic fallout of geopolitical rivalry and 
sustains growth when global cooperation weakens.

For ASEAN, this dynamic reinforces its central role as the convener and 
anchor of regional integration. Having initiated RCEP and sustained 
engagement across multiple ASEAN+1 frameworks, ASEAN has positioned 
itself as the bridge between competing major powers and diverse regional 
partners. Its pragmatic, consensus-driven approach allows it to translate 
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external tensions into opportunities for deeper cooperation, and to advance 
incremental progress where multilateral reform remains stalled. In this sense, 
ASEAN-led regional integration embodies constructive incrementalism in 
practice, not by resolving great-power rivalry, but by mitigating its disruptive 
effects and preserving the conditions for continued trade, investment and 
development.

4 The way forward: Constructive 
incrementalism
While there has been progress in diffusing US–China tensions and a shift 
from decoupling to de-risking, much uncertainty remains, and this is the new 
normal the world must contend with. There are no signs that the situation 
will significantly improve or revert to any semblance of the previous global 
economic order. The key question, therefore, is how to manage the risks 
going forward. There is both a global need and an opportunity to find areas 
for productive engagement that can manage risks and create conditions to 
sustain global growth through continued trade and investment flows.

Most countries outside the G2 do not wish to choose between the United 
States and China. They want to continue engaging with both, as discussed 
earlier. Much of the world – including Southeast Asia and the rest of East 
Asia – also wants to maintain an open and rules-based global trading system 
that has benefited most economies over the past few decades, providing 
the certainty and confidence needed to pursue international economic 
integration. However, as outlined above, important shifts are underway 
in the shape and pace of globalisation. The pressures pulling towards 
fragmentation could cause significant harm if total or partial decoupling 
were to occur.

Developing countries would be hurt the most; hence it is in their collective 
interest to urge the United States, the European Union, China and others 
not to erect new barriers – even while recognising the legitimate importance 
of national security and domestic economic resilience.

On the multilateral front, while there is no ambitious agenda at present, 
there is growing recognition regionally and globally that some form of 
WTO reform or plurilateral initiatives must be supported to preserve the 
organisation’s relevance.
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Given the reality of rising risks and the growing nexus between economics 
and security, what might constitute a constructive way forward? Several 
ongoing processes provide potential pathways – including initiatives among 
coalitions of the willing and bilateral or regional efforts that can move 
ahead whether or not the United States or China are directly involved. For 
countries outside the G2, it is in their interest to continue pursuing open 
trade and investment under multilateral rules and disciplines. They can also 
contribute to plurilateral initiatives and ongoing reforms aimed at ensuring 
the continued relevance of the WTO.

On issues such as the weaponisation of trade instruments and unilateral 
actions not based on agreed rules or disciplines, there needs to be sustained 
dialogue to identify mechanisms to manage sensitive matters, such as the 
use of national security measures.

From a Southeast and East Asian perspective, there are areas where 
constructive incremental progress can be made by building on existing 
platforms and partnerships. These can serve as foundations for developing 
new frameworks among coalitions of the willing on selected issues, including 
economic security. Countries and regions outside the G2 can act as agents 
for constructive incremental progress – particularly the ‘middle powers’ such 
as the European Union and Japan, alongside regions like Southeast and East 
Asia, which have taken numerous steps to deepen regional cooperation in 
recent years. The case for this rests on shared interests.

Shared interests and agents for 
incremental progress

A key shared interest lies in managing the increasingly complex nexus 
between economics and security. Many countries and regions outside the 
G2 share a strong interest in navigating US–China geopolitical tensions 
while avoiding being forced to choose between them. As outlined above, the 
costs and risks of partial or full decoupling would be especially detrimental 
to developing economies. Many countries in both the Global South and the 
developed world have an interest in maintaining trade and investment ties 
with both the United States and China.

A specific shared interest is in constraining unilateral actions and domestic 
measures that discriminate against foreign suppliers or introduce new 
barriers to trade and investment. The central question is how to balance 
legitimate security concerns with the need to minimise distortions arising 
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from the use of trade instruments justified on security grounds. Ensuring 
that the ‘small’ part of the yard and the ‘high fence’ are clearly defined, 
transparent and minimally damaging to third countries – particularly 
developing ones – should be a common priority.

Another fundamental shared interest is in maintaining an open 
international trading system while responding to structural shifts. This is 
especially important for developing countries. While ‘hyper-globalisation’ 
– particularly in manufactured trade – has slowed since around 2008 as 
GVCs matured, opportunities for continued growth remain. The world has 
not witnessed large-scale deglobalisation; instead, there are indications of 
a gradual plateau in manufactured trade, modest restructuring of supply 
chains, and a reshaping of globalisation characterised by increased trade 
in services (Baldwin 2022). The digital economy has played a crucial role in 
this transformation by facilitating cross-border exchange and offering new 
opportunities for developing economies to leapfrog.

Countries must also manage the downsides of globalisation by designing 
effective complementary domestic policies rather than resorting to 
protectionist barriers. Another important shift involves managing the 
likelihood of further fragmentation caused by both geopolitics and new 
regulatory responses to industrial competitiveness, supply chain resilience, 
climate-related policies and emerging technologies. Firms are diversifying 
and deconcentrating their supply chains to mitigate risk, which may lead 
to more regionalised production networks (UNCTAD 2021). Countries 
can position themselves strategically by adopting national or regional 
policies that enhance attractiveness for investment – for example, through 
deepening and broadening regional agreements.

Within the overarching goal of keeping trade and investment open and 
rules-based, preserving multilateralism is essential. This involves preventing 
the collapse of the WTO and ensuring that progress continues, including 
through plurilateral initiatives. It also means advancing multilateral 
frameworks on emerging global issues such as climate and trade, which 
currently lack a clear institutional home. If rules, standards and norms 
on such matters are instead set through unilateral or limited bilateral 
agreements, developing countries risk being excluded from critical decision-
making processes. Regional agreements should therefore continue to 
practice open regionalism – deepening and broadening integration based 
on multilateral disciplines.
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Middle powers and regional actors can play an ‘agency role’ in managing the 
intersection between economic security and open trade through incremental 
and constructive progress. This can be pursued across multiple platforms – 
multilateral, bilateral and regional – with a particular focus on ASEAN and 
East Asia.

Multilateral platform: WTO

East Asia and many developing countries have prospered through trade and 
investment supported by an open, rules-based multilateral trading system. 
The question is whether there is still hope for the WTO, often described 
as paralysed or even moribund. The answer is yes – rumours of its death 
are premature. The WTO still plays a vital role, particularly in dispute 
settlement, including over cases involving the use of national security 
exceptions to restrict trade. Restoring a fully functional dispute settlement 
mechanism should be a top priority, as it is one of the WTO’s greatest 
contributions to predictability and confidence in the trading system.

WTO reform agenda
The reform agenda, placed on the G20 agenda at Osaka in 2019 with 
Indonesia and other middle powers playing key roles, has since gained 
traction. Although progress has been slow – as reform means different 
things to different members – it prompted the Biden Administration to 
signal its willingness to engage, which helped facilitate a relatively successful 
2022 WTO Ministerial Conference. That meeting produced an agreement 
on fisheries subsidies and a commitment to a fully functioning dispute 
settlement system by 2024.

Club of clubs and variable geometry
Since the failure of the Doha Round in 2008, WTO members have moved 
away from single, all-encompassing undertakings. Instead, a ‘variable 
geometry’ approach has emerged, allowing agreements where consensus 
exists. The Trade Facilitation Agreement (TFA; 2013) and Fisheries 
Subsidies Agreement (2022) illustrate this approach’s success.

Plurilateral agreements offer another path. Some, like the Information 
Technology Agreement, involve a core group of exporters reducing tariffs on 
specific products, with benefits extended on a most-favoured-nation basis. 
More recently, the Investment Facilitation for Development Agreement 
– launched in 2020 and concluded in July 2023 by 110 members led by 
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South Korea and Chile – represents another positive example. Although the 
United States did not participate, this middle-power-led initiative focuses 
on facilitating investment flows for development, with capacity-building 
components modelled after the TFA.

Joint Statement Initiatives (JSIs) have also proliferated, allowing like-
minded members to advance discussions where consensus is lacking. 
Current JSIs cover ecommerce, digital policies, investment facilitation and 
services regulation. These overlap with regional frameworks such as CPTPP, 
RCEP and IPEF, offering a pathway for multilateral convergence.

To bridge the gap left by the paralysed Appellate Body, 53 members – led 
by the European Union and Canada – established the Multi-Party Interim 
Appeal Arbitration Arrangement (MPIA) in 2020. The MPIA provides 
temporary appeal arbitration for its members, which include China, 
Singapore, Australia, New Zealand and Japan. The arrangement has already 
handled several disputes, demonstrating a pragmatic interim solution.

Managing the trade–security nexus

Progress should focus on areas where consensus is both necessary and 
possible. Translating the ‘small yard, high fence’ metaphor into policy means 
developing new approaches to manage tensions arising from measures 
introduced in the name of national security, resilience or competitiveness. 
The United States, European Union and China – alongside others – have 
introduced such measures, often with extraterritorial implications.

While the European Union has shifted its tone from decoupling to 
de‑risking, China argues that extreme de-risking is indistinguishable 
from decoupling. The United States, meanwhile, has adopted a more 
conciliatory tone, asserting that it does not seek decoupling but will limit 
restrictions to areas of national security. This presents an opportunity to 
define such boundaries more precisely – ensuring the ‘yard’ remains small 
and the ‘fence’ transparent and predictable.

However, recent WTO cases concerning national security exceptions under 
GATT (General Agreement on Tariffs and Trade) Article XXI highlight the 
limits of current rules. The United States maintains that these exceptions 
are ‘self-judging’ and not justiciable, compounding its dissatisfaction with 
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the WTO’s dispute system and contributing to its blockage of Appellate 
Body appointments since 2019. Thus, while dispute settlement remains the 
appropriate forum, it may not deliver a durable systemic solution.

Alternative proposals include codifying clearer principles for invoking 
security exceptions, enhancing transparency and creating new trade policy 
platforms for governments to assess security-motivated trade measures. 
Regional agreements such as RCEP – a living agreement that can evolve 
– could pilot such codification, setting precedents that inform multilateral 
discussions. CPTPP could adopt similar approaches, demonstrating how 
regional processes can help shape global norms.

Bilateral and regional agreements

Since 1999, bilateral and regional trade agreements – and newer partnership 
frameworks – have proliferated across the Asia-Pacific.8 These range from 
traditional FTAs to new-generation frameworks focused on digital trade, 
investment facilitation and supply chain resilience. Such arrangements have 
become key instruments for sustaining openness, deepening integration and 
shaping the evolving trade architecture in a fragmenting global order.

The CPTPP: Sustaining high-standard regional integration
The CPTPP has emerged as the region’s ‘gold standard’ for high-quality 
trade agreements, encompassing disciplines on digital trade, environment, 
labour and SOEs. Japan’s leadership following the US withdrawal ensured 
its rapid completion and entry into force in 2018. CPTPP members 
collectively account for US$11 trillion in GDP (2018), which would 
have reached US$30.5 trillion had the United States remained. With the 
United Kingdom’s accession adding another US$2.9 trillion, the bloc now 
represents nearly US$14 trillion in combined GDP.

Several economies – including China, Taiwan, South Korea and Costa 
Rica – have applied to join, underscoring the CPTPP’s continued relevance 
as a platform for open, rules-based trade. The United Kingdom’s entry 
also opens avenues for closer ASEAN–UK and ASEAN–EU engagement 

8	  China has bilateral FTAs with several countries in the Asia Pacific region: ASEAN, Australia, 
Singapore, New Zealand, Chile and Peru. The United States has FTAs with 20 countries, and the 
ones in the Asia Pacific are Australia, Singapore and South Korea (renegotiated under the first Trump 
Administration). The others are mainly in Latin America and Caribbean, as well as, of course, Canada. 
They have a limited trade agreement with Japan on agriculture trade, as well as a thematic one on digital 
trade and minerals.
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through complementary regulatory cooperation. Both the European Union 
and the United Kingdom remain strong proponents of high-standard, rules-
based trading systems, and their alignment with CPTPP principles provides 
new opportunities to advance cooperation in digital trade, sustainable 
development and supply chain resilience. For ASEAN, such engagement 
reinforces the region’s role as a strategic connector between the Indo-Pacific 
and Europe.

The RCEP and expanded ASEAN+1 frameworks: 
Anchoring open regionalism
The RCEP, which entered into force in 2022, involves 15 members 
representing US$24.7 trillion in GDP – roughly twice the size of the 
CPTPP. Contrary to common perception, RCEP was ASEAN-driven, 
building upon ASEAN’s existing ‘ASEAN+1’ FTAs. Its comprehensiveness 
lies not only in market access but also in trade facilitation and economic 
cooperation, reflecting the region’s APEC-inspired approach that combines 
liberalisation, facilitation and economic and technical cooperation.

As Armstrong and Drysdale (2022) note, RCEP’s distinctive features 
include inclusiveness, openness to new members, and a whole-of-region 
cooperation agenda. These qualities make RCEP a living agreement capable 
of evolving to meet emerging economic and policy challenges. It can serve as 
a powerful catalyst for continued liberalisation and investment, irrespective 
of the trajectory of US–China relations. Deepening provisions in areas 
such as ecommerce, services, sustainability and digital transformation, and 
expanding membership – including potentially re-engaging India – would 
further entrench RCEP’s role as a driver of open regionalism in East Asia.

In parallel, ASEAN’s upgraded ASEAN+1 frameworks complement RCEP 
by modernising older trade agreements and aligning them with emerging 
policy priorities. The upgraded ASEAN–Australia–New Zealand Free Trade 
Area, concluded in 2023, introduces new chapters on the digital economy, 
competition policy, trade facilitation and sustainable development. Likewise, 
the ongoing second upgrade of the ASEAN–China Free Trade Area seeks to 
enhance disciplines on services, investment and digital trade, and to foster 
cooperation on green and low-carbon development.

Other upgraded agreements, such as the ASEAN–Japan Comprehensive 
Economic Partnership and the ASEAN–Korea Free Trade Agreement, 
further strengthen the institutional backbone of ASEAN’s economic 
relations. Importantly, ASEAN’s expanding partnerships with the European 
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Union and United Kingdom can also be understood within this ASEAN+1 
architecture. The European Union’s bilateral FTAs with Singapore and 
Vietnam, progress on the substantial conclusion of the negotiation with 
Indonesia, and ongoing negotiations with Thailand, the Philippines and 
Malaysia, illustrate how these pathways can progressively build toward an 
eventual ASEAN–EU Free Trade Agreement.

At the same time, the ASEAN–EU Trade and Investment Work Programme 
(2023–2024) and the United Kingdom’s entry into CPTPP create new 
bridges between Europe and the Indo-Pacific. These initiatives complement 
ASEAN’s external engagement by promoting collaboration in areas such 
as digital economy governance, green transition and standards alignment. 
The United Kingdom’s partnership with ASEAN, formalised through the 
2021 ASEAN–UK Dialogue Partnership, can further evolve into a platform 
for joint work on digital frameworks, sustainable finance and resilient 
supply chains.

Collectively, these expanded ASEAN+1 arrangements – including the 
European Union and the United Kingdom as emerging partners – reinforce 
ASEAN’s agency in sustaining open trade and ensuring that new global 
standards remain transparent, inclusive and development-friendly.

The IPEF: A new platform for dialogue and 
economic security
The IPEF, launched by the United States in 2022, is not a traditional trade 
agreement but an aspirational framework designed to promote cooperation 
across four pillars: trade, supply chain resilience, clean economy and fair 
economy. Its 14 members – including seven ASEAN states – account for 
about 40 per cent of global GDP. Although it excludes China, many members 
have welcomed it as a sign of renewed US engagement in the region.

While IPEF lacks market access provisions, it offers a forum for dialogue 
and potential rule-setting in emerging areas such as digital trade, sustainable 
infrastructure and critical supply chains. Its structure resembles the early 
role of APEC – providing a non-binding space where economies can explore 
new issues and exchange best practices that may later inform national or 
regional reforms. Although the framework’s hub-and-spoke design and 
US domestic constraints (such as ‘Buy America’ provisions) may limit 
its immediate impact, its inclusive membership creates opportunities to 
influence the shaping of de-risking policies and strengthen coordination on 
supply chain resilience.
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Ongoing cooperation under IPEF on mapping critical supply chains 
and promoting transparency in sourcing can help implement de-risking 
strategies with fewer global distortions. The framework complements 
RCEP, CPTPP and ASEAN’s upgraded bilateral partnerships, reinforcing 
ASEAN’s convening role as a bridge between the two major powers and 
other partners in the region.

5 Conclusions
The preceding sections set the stage for this concluding discussion. They 
trace the evolution of US–China relations toward today’s environment 
of uncertainty, strategic competition and economic fragmentation. This 
situation is unlikely to improve in the near term and could deepen further. 
Its effects are already visible in declining trade flows between the two major 
powers and in the uneven opportunities emerging for third countries caught 
between competing economic and security priorities.

Modelling exercises consistently show that full or partial decoupling would 
impose substantial losses on both G2 economies and the global system, 
with developing countries bearing the heaviest burden. In this environment, 
neither nostalgia for the old order nor calls for wholesale reform offer 
realistic solutions. What is required instead is a pragmatic framework for 
progress that acknowledges constraints yet still moves the system forward.

This chapter proposes constructive incrementalism as that framework: 
a practical strategy to sustain and modernise the rules-based order through 
steady, reinforcing steps across multiple levels. By advancing progress in 
parallel through multilateral, regional and plurilateral platforms, each led 
by different middle powers and coalitions of the willing, countries can 
collectively keep the ‘yard’ small and the ‘fence’ clearly defined. The aim is 
not to replace the global order, but to renew it from within, ensuring that 
openness and cooperation survive amid growing fragmentation.

Constructive incrementalism recognises that small, coordinated actions, 
whether through unilateral reforms, deeper regional integration or targeted 
plurilateral initiatives, can, in aggregate, generate systemic impact. This 
approach leverages the agency of middle powers and regional groupings, 
such as ASEAN and East Asia, to sustain forward motion even when major 
powers are deadlocked. It is grounded in realism but oriented toward 
rebuilding confidence in cooperation.
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While such steps may not deliver sweeping transformation in the short 
term, they are transformative in method: constructive in preserving global 
openness, incremental in restoring trust, and catalytic in keeping trade 
and investment flowing. In a world defined by rivalry and uncertainty, 
constructive incrementalism provides a pathway to continuity through 
adaptation – a strategy for keeping the global economy open, rules-based 
and inclusive, even when the centre no longer holds.
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