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There is still no clear evidence of trade deglobalization, but trade
globalization has stalled since the GFC
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(Sum of exports and imports, percent of GDP) (Sum of exports and imports, percent of GDP)
1870-1914 1914-45 1945-80 1980-2008  2008-21 70
Industrialization Interwar era Bretton Woads era Liberalization 'Slowbalization’
i ‘ 60
50
40
30
=== \Norld
20 ——High income
Low income
10 —— Middle income
0
1870 1880 1890 1900 1910 1920 1930 1940 1950 1960 1970 1980 1990 2000 2010 2020 {70 4575 1980 1885 4660, 1655 D000 2005 FOT0 FOA5. 2020

Source: “Geoeconimic Fragmentation and the Future of Multilateralism”, IMF, January 2023
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Slowing globalization is evident since GFC, but comes into

focus only following major global events

Global Flows of Goods, Services and Finance
($ trillion, unless indicated otherwise)
50

B Goods
45 | B Services
40 Finance

—Flows in percent of GDP (right scale)

35
30
25
20
15
10

1980 1985 1990 1995 2000 2005 2010 2015 2020

Source: “Geoeconimic Fragmentation and the Future of Multilateralism”, IMF, January 2023
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Nevertheless, rising tensions and inward-looking policies are
contributing to trade fragmentation along geopolitical lines

(percentage of world GDP, based on FFPF}
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Source: “Navigating a fragmenting global trading system: insights for central
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Data suggest trade reconfiguration between major blocks centered
around the US and China

Western block import shares Eastern block import shares
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Shifts in trade flows are most evident in key electronics products,
while there is very little shift in energy transition related products

Share of imports from China by product
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Reconfiguration goes beyond trade into investment flows and -
even multilateral R&D

Percent change in flow
shares from 2016 to 2023
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With rise in protectionism, various types of ,,shoring” become new

normal

Trade policy decisions
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Are we on a verge of a trade war?

Average US tariff rate

Average Rate on Dutiable Imports
— Average Rate on All Imports
Average Rate on All Imports Under Trump's Proposals

68%
58
‘ : 2018-
.. i ] Hawley-Smoot 2819
468 Hcﬁiqley Tariff Trump
Tariff . Tariffs
Dingley |
20 Tariff
28
18
B

1828 1848 1866 1886 1986 1928 1948 1968 1888 26688 2828

CROATIAN NATIONAL BANK
EUROSYSTEM

Source: , Trump’s Tariff Proposals Would Raise Tariff Rates to Great Depression-Era Levels”, Tax Fundation, October 2024




Impact of deglobalization on economic activity
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Consequences of deglobalization could be severe for both
producers and consumers...

1. Less efficient resource allocation and lower productivity - Shifts in specialization away from
industries where countries have comparative advantages; limited access to foreign markets.

2. Disruption to global value chains - Relocation of supply chains to domestic or regional markets
(reshoring or nearshoring) may initially disrupt production. Long-term adaptation could stabilize
production, albeit with lower efficiency.

3. Technology diffusion — Lower openness reduces competition and technology transfer.

4. Lower investments and other capital flows — Declining cross-border capital flows could mostly
impact EM that are in need of stable foreign financing and seek technology and knowhow transfer
through FDI.

5. Migration — Demographic trends in AE could be under additional strain due to lower cross-border
labour flows.

6. Regionalization and uneven growth - Increased reliance on regional trade agreements may create
growth disparities among regions.
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Recent studies show that geoeconomic fragmentation is likely to be

costly
Real GDP by region

Long-Term Losses from Global Trade Fragmentation -
(percentage deviation from steady state)
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Global production of selected commodities is highly concentrated

World production of selected commodities

Cobalt
DRC

Natural gas

Note: Different colors represent different commodities. Countries
Jnder sanctions are colored black, and China is colored grey.
Source: Aiyar, S. et al. (2023), Geoeconomic Fragmentation and the
Future of Multilateralism, IMF Staff Discussion Notes No. 2023/001
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Decoupling from China would be costly for Europe, but with

heterogenous effects accross countries and sectors

Decomposition of value-added change by Aggregate value-added change across
exposed firm size sectors .
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China accounts for 30% of
extra-EU imports of critical
inputs.

A 50% reduction in imports of
critical products from
geopolitically distant countries
would result in losses of value
added in the manufacturing
sector from 2.0% to 3.1%, with
large firms driving the impact.

The electrical equipment
industry stands out as most
affected sector, followed by
chemicals, basic metals,
electronics, and machinery.



Slowing trade and investment could affect productivity in EM, while
reduction in migration flows could exacerbate labour shortages in AE

Otuput per Worker in Advanced and Emerging Economies G7 Working Age Population
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assumption, while Zero migration scenario assumes total stop on migration.
Sources: ,,The macroeconomic effects of fracturing”, Capital Economics, October 2022
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Geopolitical fragmentation leads to higher military spending,
further burdening already strained public finances in EU

Public debt ratio in EU member states (2023)
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Impact of deglobalization on inflation
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Globalization over the past 50 years has been disinflationary

Globalisation index and inflation in OECD countries
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Sources: KOF Swiss Economic Institute, OECD

= Globalization tends to have a
disinflationary impact through four
channels:

1. Increased trade integration - enhances
competition that results in lower prices

2. Greater role of emerging markets —
introduces lower-cost goods and services

3. Expansion of global value chains -
increases efficiency and reduces production
costs

4. Reduced bargaining power of workers -
Limits wage growth pressures



... While deglobalization could mostly be inflationary through several
channels

1. Tarrifs and other trade barriers -> inflationary effect directly through higher prices, but also
due to lower total supply

2. Higher energy prices -> inflationary effect due to lower availability of all sources of energy

3. Increased procurement and production costs -> inflationary effect due to lower availability
to move production to low-income countries

4. Increased labour costs -> inflationary effect due to inability to substitute relatively more
expensive domestic labour by relatively less expensive labour in low-income countries

5. Reduced external demand for domestic products and services -> disinflationary effect
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Evidence suggests that rebalancing towards geopolitically closer
countries would increase costs of production

Difference in import price between country groups Overall impact of production location and input
(percentage difference, median of products) sourcing decisions on prices
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B Geopolitically distantvs geopolitically close

B Lastfive years
Chinawvs restof the world

Mext five years

B MNon-democraciesvs democracies
B Far away vs close 70
0
. ’
50
-10
40
=20 30
20
-30
10
, IR
-40

Decrease Unchanged Increase

Source: “Navigating a fragmenting global trading system: insights for central banks”, Occasional Paper Series, No 365, ECB
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Inflationary effects of trade fragmentation may be persistent

Global inflation

(annual percentage changes, percentage deviation from no
fragmentation)
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Source: “Navigating a fragmenting global trading system: insights for central banks”, Occasional Paper Series, No 365, ECB

CROATIAN NATIONAL BANK
EUROSYSTEM




Implications for policy makers
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Policy implications

Avoid broad based F.°re'9" Adopttargeted  Fragmentation matters
protectionism dependencies are policies for monetary policy
policy relevant
...Tesilience legitimate | | ...to account for ...Iarger, more frequent
concern, but tit-for-tat ..monitor production heterogeneity across supply shocks; may affect
irade war is welfare networks to understand sector, firms, regions economy differently from
reducing foreign dependencies trade integration shocks
and risks
Insights for central banks
Look beyond  Regular business Richer set of Monitor price
aggregate trade data surveys analytical tools RIESSUIES along S:EE:?:
...use granular approach to understan dilﬁgocrrrft}irpril’g ...to assess impact of ...by factoring in the sectoral
monitor fragmentation - fragmentation shocks on dimension
activity and prices of price pressures

fragmentation risks

Note: Based on a Report of the ESCB’s International Relations Committee Workstream on Trade Fragmentation ,Navigating a fragmenting global trading system: insights for central banks”, 2024.
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Thank you very much for your attention!
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