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Executive Summary ((HEB ‘ v KTrade

The US-China trade conflict, initiated in 2018, has fundamentally reshaped global commerce with persistent negative effects on worldwide
economic growth. Leading institutions estimate a hit to global growth under current tariff scenarios, with the IMF also downgrading global
growth forecasts. The United States faces significant inflationary pressures, particularly for investment goods. However, China has so far
demonstrated resilience through substantial fiscal stimulus and trade diversification, maintaining manufacturing output despite a decline in US
market share. Major economies, including Europe and Japan, experience spillover effects through disrupted supply chains and trade
uncertainty. The World Trade Organization's dispute resolution mechanisms have been significantly weakened, resulting in governance gaps in
international trade.

* Global GDP: The IMF downgraded global growth forecasts to 2.8% for 2025 and 3.0% for 2026.

+ US Economy: Experienced inflationary pressures, particularly for investment goods (e.g., 9.5% increase for investment goods with a 25% tariff).
Business sentiment has been significantly impacted, and the US dollar has weakened relative to other major currencies.

« China's Resilience: China has managed to weather the storm, with steady industrial output in March and April 2025. Furthermore, China has
mitigated the impact through substantial fiscal and monetary easing and economic rebalancing (Dual circulation Strategy).

+ Other Markets: Europe, Japan, and emerging economies experienced ripple effects through trade disruptions and supply chain adjustments.

« Multilateral System: The World Trade Organization (WTO) and its Appellate Body have been strained, highlighting a breakdown in the rules-
based international order.

Pakistan's strategy on tariffs: Given the evolving global trade landscape, Pakistan should adopt a comprehensive strategy that encompasses
immediate diplomatic engagement with US trade representatives (in progress) to secure tariff exemptions. Also, leverage Pakistan's geopolitical
importance in South Asia, aggressive export diversification beyond the US. Despite tariff challenges, Pakistan can benefit from trade diversion
effects by capturing the market share of high-tariff countries such as Bangladesh and Vietnam.

US-China Trade deal: In a recent development, the US and China have in principle agreed to a trade framework deal. The negotiation was
concluded on 27t June 2025 which was officially confirmed by Beijing and Washington. Key Components of the framework agreement are that
China agreed to expedite export license approvals for controlled items, particularly rare earth minerals and magnets crucial to American high-
tech industries. In exchange, the US will lift corresponding export restrictions and countermeasures against China. A final agreement is yet to be
signed before the 90-day tariff pause is lifted on 9th July 2025.
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« Tariffs were a major part of Trump’s presidential campaign. The global stock markets were analyzed from the US election in November 2024 to May 2025

+ Global markets responded with mixed reactions, reflecting investor sensitivity to trade policy. The volatility underscored that investors are closely monitoring these

changes and clearly view the resulting uncertainty as unfavorable

U.S. markets reacted negatively to the trade tariffs in early April 2025 but began to recover after the tariffs were paused on April 9, 2025
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US-China & Global Trade Tariff Escalation
Timeline - 2025 Overview:

In 2025, the U.S. sharply escalated tariffs under
the International Emergency Economic Powers
Act (IEEPA), targeting China and other trade-
surplus countries with rates up to 125%. China
responded with equivalent retaliation. The
conflict intensified from February to April, with
new tariffs on steel, aluminum, automobiles, and
parts. April saw the highest tensions, with tit for
tat tariff hikes and countermeasures. Select
product carve-outs were introduced, especially
for semiconductors. By mid-May, both the U.S.
and China significantly rolled back tariffs to 10%,
signaling a temporary easing. Meanwhile, from
May 8th to May 10th, 2025, the Pakistan-India
conflict escalated, which is also a conflict
between two nuclear-armed nations. The Trump
administration initially ignored this conflict as it
was preoccupied with trade policy, but later had

to intervene for a ceasefire.

Source: Company Accounts, Bloomberg and KTrade Research
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+ Timeline of Key US-China Tariff Implementations and Adjustments (2018-2025)

The US-China trade conflict unfolded through distinct phases of tariff imposition and retaliation, with periods of temporary de-escalation

De-escalations typically triggered positive market reactions, with stocks rallying. Despite
tactical adjustments, the underlying architecture of US-China trade relations is expected
to remain fundamentally altered.

US-China tariff rates toward each other and rest of world (ROW) in percent points

= Chinese tariffs on ROW exports

Chinese tariffs on US exports

Date US Action China's Retaliation e S tariffs on Chinese exports US tariffs on ROW exports
. . . 148.5
Feb 2018 Tariffs on solar panels, washing machines - r‘
Mar 2018 Tariffs on steel (25%), aluminum (10%) Retaliatory tariffs 128.5 1
Jul 2018 Tariff of 25% on $34B goods (List 1) 25% on $34B goods 108.5
Aug 2018 Tariff of 25% on $16B goods (List 2) 25% on $16B goods 885
Sep 2018 Tariff of 10% on $200B goods (List 3) Retaliation on $60B goods 685
Jun 2019 Tariffs increased to 25% (List 3) Retaliation on some US products 485
Sep 2019 Tariff of 15% on $300B goods(List 4A) Retaliation on US products $75B -
Feb 2020 Tariffs cut to 7.5% (List 4A) Retaliatory tariffs cut in half
. . . 8.5 — -
May 2025 US tariffs on China fall to 30% (from 5%) Tariffs on US goods fall to 10%
ML QPP 2022239 3RARAFNNNNOIRIBITILRY
Current Ave. US tariffs on Chinese exports: 51.1% Ave. China tariffs on US: 32.6% € 33 8 £ 5380 <¢c 53548 546838 c 5358 S 5358 <€ 53548 < 5
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Initially, under President Trump's administration, the U.S. imposed tariffs on Chinese imports, with average rates rising from 3.1% in 2017 to 19.3% by February 2020, covering
approximately two-thirds of imports. China retaliated with tariffs averaging 21% on 58.3% of U.S. exports.

During President Biden's term, these tariffs largely remained unchanged, except for increases in September 2024 and January 2025, which elevated U.S. tariffs on Chinese
exports to 20.8%.

In 2025, President Trump resumed tariff escalations, culminating in average U.S. tariffs on Chinese goods reaching 51.1%, covering all imports. China responded with 32.6%
tariffs on all U.S. exports.

* This tit-for-tat escalation underscores the deepening trade tensions and the challenges in achieving a resolution.

Source: The Peterson Institute for International Economics and KTrade Research
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The current US administration’s trade policy objective is to reduce the large trade deficit that exists between the US, China, and the rest of the world (ROW)
- For the current administration, this deficit has been linked to US national security

Stated Objectives of US Tariffs:
US-China Trade Deficit has been highest in 2018 and gradually in the decline

* Address the substantial and persistent US goods trade deficit and
US Imports from China US Exports to China US Trade Deficit promote domestic production.
USD mn USD mn USD mn
* Rectify the perceived lack of reciprocity and unfair tariff rates imposed
by other trading partners.
500,000 Y Igp
+ Strengthen domestic manufacturing capabilities and safeguard critical
400,000 supply chains that are essential to national security.
200,000 * Reduce economic reliance on countries labeled as "foreign adversaries,"
' notably China, by limiting imports and foreign investment in critical US
"America First Trade Policy" as a Geopolitical Lever:
100,000
*  The America First policy explicitly linked economic measures to national
0 security; the US invoked policies such as Section 232 tariffs, investigating
g B & 3 F 8 5 & 3 3 8 5 & 5 B 3 5 2§y A and applying tariffs on imports of strategic commodities, including steel,
o a o 2 o 2 o o Q2 © © & o & & & & 8 8 ¢ ¢ . .
e == R S SR R ~a aluminum, copper, lumber, and automotive parts.
Percent of US-China trade subject to tariffs * Restrict Chinese investment in strategic US sectors (technology, critical
. . . . A A infrastructure, healthcare).
Chinese exports subject to US tariffs = JS exports subject to Chinese tariffs
100 * The administration openly stated its objective was to reverse the
80 perceived "hollowing out" of the US industrial base and to secure supply
. chains deemed critical to national security, especially in sectors like
semiconductors, pharmaceuticals, and rare earth minerals.
40
. Current Tariff Landscape (as of May 2025):
0 * Average US tariffs on Chinese exports: 51.1% (covering 100% of goods).
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2T 25 2T 20 T >5 2T 2 2T 25 2T 25 2T > 2% * China's average tariffs on US exports: 32.6% (covering 100% of goods).
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c g C g 2 < S c g2 < g 2 < 22« g 2 < + Reciprocal tariffs often exceeded 100%, making bilateral trade
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prohibitively expensive.

Source: The White House 2025, PIIE 2025 and KTrade Research
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- Tariffs have consistently acted as a significant drag on global economic growth, leading to downward revisions from international institutions

Simulation of a rise of 10 percentage points in US tariffs on non-commodity imports from all
countries and 10 percentage points higher tariffs on non-commodity imports from the United
States by all countries

Difference in GDP (Year 3)

United
China India Euro area World Japan OECD Canada States Mexico
_ 0,
010% -0.16% -0.17%

-0.27%
-0.35%
-0.50%
-0.64%
-0.72%
-1.30%

Average annual impact on Consumer price inflation if 10% tariffs are imposed on US commodity
& non-commodity imports from all countries

Inflation Effect in first 3 years (% points)

0.67
] I

0.91

0.72

0.34
026 0.28 0.31
= . . . .
Japan Euro Area India China OECD World Mexico United Canada
Average  Average States

Global GDP Impact Estimates from various International institutions:

* IMF: Downgraded global growth forecasts to 2.8% for 2025 (down 0.5pp) and 3.0%
for 2026 (down 0.3pp).

* OECD: Revised global GDP growth to 3.1% for 2025 and 3.0% for 2026, attributed to
higher trade barriers and uncertainty. A 10% tariff increase could result in a 0.3%
decline in global GDP by the third year.

+ UBS: Tariffs lowered global growth forecast by 60 basis points in 2025/2026 (to
2.5%), projecting global GDP level to be 2.5 percentage points lower than a no-
tariff baseline (approx. USD 2.75 trillion).

* Kiel Institute: Trade war could lead to a 0.75% fall in global production.
Mechanisms of Impact:

* Increased trade policy uncertainty, making business planning difficult.
* Depressed business sentiment, weighing on spending and hiring.

» Direct shocks amplified through sentiment and financial markets, potentially
doubling the impact.

Source: IMF WEO, OECD and KTrade Research
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US imports of goods subject to Trump Section 301 tariffs on China. Index: 2017 =100
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Tariffs have driven significant trade diversion and accelerated supply chain reconfigurations, yet China maintains its manufacturing output

Trade Diversion:

China's share of US imports dropped from 21.9% in 2017 to
13.8% in 2024.

WTO estimated a 77% decline in US imports from China in
2025.

US imports of tariffed Chinese goods were 28% below 2017
levels by 2024.

China's Resilience & Trade Deflection:

Despite reduced trade with the US, China's overall exports
jumped 81% in April (when US tariffs peaked), surpassing
predictions.

This was due to increased exports to other regions (e.g.,
Southeast Asia, Europe), compensating for lost US business.
China remained a global manufacturing powerhouse, with
"trade deflection" playing a role (China filling gaps left by
other countries supplying the US).

Strategic Decoupling & Reliance:

"America First Investment Policy" signals a hardline approach
to Chinese investments in the US, potentially extending to
third countries.

US importers remain heavily reliant on Chinese goods,
especially where China dominates (estimated 36% of US
imports fromm China are in categories where China accounts
for over 70% of total US imports).

Chinese exporters are actively rerouting shipments, and China
is deepening trade ties with other international partners.

Source: Rhodium Group Research paper “Trade Diversion: Blessing or Curse?”, US Stats and KTrade Research
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« The US economy has experienced moderated growth and significant inflationary pressures, particularly for investment goods

Simulation of a rise of 10 percentage points in US tariffs on non-commodity imports from all

countries and 10 percentage points higher tariffs on non-commodity imports from the United

States by all countries

Category Impact from 25% Tariff Impact from 25% Tariff
on Chinese Imports on All Imports (All
Partners)
Personal Consumption
. . +0.3% +2.2%

Expenditures (PCE) Prices ° ?
Private | t ti

rivate Investment in “1.6% +9.6%

Equipment (PEQ) Prices
Average annual impact on Consumer price on All Items in U.S. City Average

e Consumer Price Index for All Urban Consumers: All Items in U.S. City Average, Base year
1984=100

321.000
320.000
319.000
318.000
317.000
316.000
315.000
314.000
313.000
312.000
L N S BN

XS & QO K ¢ N\
A O RN S R

Growth Moderation:

IMF lowered US growth forecast to 1.8% in 2025 (down 0.9pp) and 1.7% in 2026,
citing '"greater policy uncertainty, trade tensions, and softer demand
momentum”.

Business sentiment has dipped sharply, weighing on spending and hiring.

J.P. Morgan revised US 2025 real GDP growth down by 0.3% to 1.6% due to trade
policy uncertainty.

Inflationary Pressures (assuming full pass-through of a 25% tariff):

Investment Goods: Near-term price increase of approximately 9.5%.

Consumption Goods: Near-term price increase of approximately 2.2%.

PCE Prices: A 25% tariff on all Chinese goods imports could put 0.3% upward
pressure on PCE prices . If extended to all trade partners, this could near 2.2%.
PEQ Prices: A 25% tariff on all Chinese goods imports could imply a 1.6% increase .
If extended to all goods and countries, a substantial 9.6% increase .

Tariffs on intermediate goods have a more persistent effect on CPI inflation by
adversely affecting firms' production efficiency.

Sectoral Impacts:

Automotive: 25% tariff on auto imports/parts could raise US light vehicle prices
by up to 11.4%.

Steel & Aluminum: 25% tariffs drove up prices, with domestic prices adjusting
higher.

Agriculture: Hit by China's retaliatory tariffs (up to 15% on soybeans, chicken, etc.).
Consumer Products: Tariffs on clothing/textiles estimated to lead to apparel
price increases of 33%, food prices by 4.5%.

Source: Federal Reserve Bank of St. Louis, IMF Workd Economic Outlook, JP Morgan report, Economic Times and KTrade Research
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« The US Dollar has weakened since the Trump administration took office in January 2025.

The US dollar fell to its lowest level since 2023 due to new tariff threats from President Donald Trump and concerns about a widening fiscal deficit. The dollar's decline was driven by investor
concerns about the impact of Trump's trade policies on the US economy, with hedge funds and other speculative traders betting against the currency.

=== JS Dollar Performance
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m Overall Real GDP President Trumyp and concerns about a growing fiscal deficit.
‘3‘-8 + Tariffs reduced the overall size of the US economy by 0.3% in the long run, but
20 they also caused a shift across sectors. The manufacturing sector grew by
1.0 . % 0.3 1.6%, with non-advanced durable goods increasing by 3.1% and nondurable
0.0 ! H - — manufacturing rising by 0.6%.
2.0
-3.0 + However, advanced manufacturing declined by 1.9%. The growth in
-4.0 manufacturing came at the expense of other sectors:
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Source: The Budget Lab at Yale and KTrade Research
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The estimated effects of all U.S. tariffs and foreign retaliation implemented in 2025 through June 16—including the broader application of the 50% steel and aluminum tariffs—
were analyzed based on the assumption that the June 16 tariff rates would remain in place indefinitely. Key Economic Impacts are as follows:

1. Higher Consumer Prices

« The tariffs have led to a 1.5% increase in consumer prices in the short run, translating to an average income loss of $2,000 per household in 2025 dollars. After consumers
adjust their behavior (substitution), the price increase settles at 1.3%, or a $1,700 loss per household.

* Sectors like clothing and footwear have been hit especially hard, with shoe prices up 15% and apparel up 14% in the short run, and even higher in the long run.
2. Labor Market Effects

+ The unemployment rate is 0.3 percentage points higher by the end of 2025, and payroll employment is 394,000 lower compared to a scenario without tariffs.
« Over a longer horizon, labor force participation and employment are projected to be 0.65% and 1.1% below baseline, respectively, if tariffs remain.

3. Sectoral Shifts

* While manufacturing output has expanded by about 1.6% in response to protectionist measures, this has come at the expense of other sectors: construction output has
contracted by 3.1% and agriculture by 1.1%.

* The overall reallocation does not offset the aggregate economic losses from tariffs.

4. Trade and Port Activity

* U.S. seaborne imports from China dropped 28.5% year-over-year in May 2025, with major West Coast ports seeing China-origin imports fall by nearly a third.
* U.S. exports have fallen as well, with a 14% decline in the long run due to retaliation and reduced competitiveness.

5. Currency and Global Spillovers

* The U.S. dollar fell to a three-year low following tariff escalation announcements, reflecting market concerns about the broader economic outlook.

* The World Bank has cited U.S.-led trade turbulence as a key reason for downgrading global growth forecasts to the slowest pace since 2008 (outside recessions).

Source: The Budget Lab at Yale and KTrade Research
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The US-China trade conflict has significantly impacted global markets, creating new economic opportunities and vulnerabilities

Long-Run Change in Real GDP Level from 2025 Tariffs on the Global economy
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Europe:

Eurozone GDP potentially reduced significantly if tariffs up to 20% on EU goods
are implemented, with key exporters like Germany, Italy, and Ireland particularly
exposed due to substantial trade surpluses with the US.

European Central Bank (ECB) expected to respond by adopting accommodative
monetary policies, including potential interest rate cuts and quantitative easing,
to mitigate economic downturn.

Europe could benefit indirectly through increased imports from China diverted
from the US market, leading to cheaper goods and accelerated moves toward
deeper economic integration.

Heightened urgency in establishing cohesive regional policies and advancing
strategic autonomy in critical sectors, notably semiconductors and renewable
energy.

Japan:

Japan navigates significant economic uncertainty due to critical trade and
investment links with both the US and China, prompting cautious monetary
policy responses from the Bank of Japan (BoJ).

Japanese corporations are pressured to diversify supply chains away from
reliance on China, although complete economic decoupling remains unrealistic
given deep trade ties.

Japanese Yen volatility significantly increased due to fluctuating US dollar
dynamics triggered by US tariff adjustments.

Temporary relief in Japan’'s semiconductor and electronics sectors was observed
after China eased export restrictions on critical minerals.

Emerging Markets:

Heightened sovereign credit risks across emerging markets amid global
economic uncertainty, increased funding costs, and refinancing pressures,
notably for commodity-exporting nations facing falling demand and prices.

Mexico and Vietnam, previously beneficiaries of trade diversion, now experience
pressures from global economic slowdown and persistent supply chain
disruptions.

Resilient domestic consumption, supported by proactive fiscal policies in
countries such as India, Brazil, and China, provides partial economic stability
against external shocks.

Overall, these spillovers highlight the complexity and interconnected nature of the
global economy, emphasizing the critical need for adaptive policy responses and
strategic diversification efforts across major economies.

Source: S&P Global (2025). CreditWeek Report on Tariff Implications., Triodos Investment Management (2025). Emerging Markets Mid-Year 2025 Investment Outlook and KTrade Research
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US-China Trade Framework Agreement (latest development)

On June 27, 2025, the US and China finalized a trade framework building on previous
London and Geneva agreements. Key provisions include China expediting export licenses
for rare earth minerals critical to US high-tech industries, while America lifts
corresponding export restrictions.

Financial markets reacted positively, with Asia-Pacific and US stocks. However, major
issues remain unresolved, and it will go a long way to come up with final trade
agreement. Implementation begins immediately after the 90-day tariff pause is lifted on
July 9 providing opportunity for China to make similar deals with other trading partners
such EU, India and other major economies. The agreement represents incremental
progress but leaves fundamental trade disputes unresolved for the time being. The
framework represents incremental progress but stops short of addressing fundamental
trade disputes between the world's two largest economies.

US Trade Partner(s) Type of Agreement Key Features

The United States, Mexico, and Canada updated
NAFTA to create the new USMCA. USMCA is mutually
beneficial for North American workers, farmers,
ranchers, and businesses.

Canada, Mexico USMCA

The US has imposed a 10% baseline tariff on most
imports from 5 April 2025, including those from
Australia. Australian steel and aluminum now face a
50% tariff, and certain auto products face 25%, under
national security provisions. Some goods, like specific
energy products and bullion, are exempt pending
sector reviews.

Australia FTA

The agreement involves annual quota of 100,000 cars
that can be sent to the United States at a 10% tariff
rate, less than the 25% rates other countries face.

Britain was the first country to agree on a deal for
lower tariffs from Trump, with the U.S. reducing tariffs
on imports of UK cars, aluminum and steel, and Britain
agreeing to lower tariffs on U.S. beef and ethanol.

UK Bilateral Trade Deal

USMCA deal

The USMCA, which replaced NAFTA, strengthens agricultural trade between
the U.S., Mexico, and Canada by preserving duty-free market access. Key
highlights include

Market Access: Maintains tariff-free access to Mexico and Canada for U.S.
farm products

Dairy and Poultry: Increases U.S. access to Canada’s dairy, poultry, and egg
markets through new tariff-rate quotas.

Biotechnology: Enhances cooperation and transparency in agricultural
biotechnology approvals and regulations.

Sanitary and Phytosanitary Measures: Reinforces science-based standards
and streamlines procedures for food safety and animal/plant health
measures.

Geographical Indications: Provides stronger rules to prevent the misuse of
geographical indications, which restrict market access for U.S. products.

Overall, the USMCA modernizes North American trade rules and reinforces
strong, predictable conditions for U.S. agricultural exporters.

US-UK Trade Deal

The U.S. and U.K. have finalized a “mini-deal” during the G7 Summit in
Canada, improving tariff terms across key sectors:

* Aerospace: Tariffs on UK aerospace exports to the US have been
eliminated.

* Automobiles: Up to 100,000 British-made cars per year will enter the U.S.
under a lowered 10% tariff (compared to the standard 25%).

* Beef & Ethanol: The deal grants reciprocal access for approximately 13,000
metric tons of UK beef and improves conditions for the ethanol trade.

*  Steel & Aluminum: The U.S. is offering a quota system that exempts some
steel and aluminum from tariffs if the UK ensures supply-chain security.
Without such assurances, 25% levies could resume after 9t" July 2025.

Currently, trade negotiations are underway with major economies as well as
emerging economies.

Source: Office of US Trade Representative, US Census.gov and KTrade Research
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China's Strategic Decoupling

Anticipating sustained external economic pressure from the United States, China has fundamentally restructured its economic model through its dual circulation
strategy. This strategic pivot prioritizes domestic consumption over export-driven growth, effectively reducing China's dependence on US markets. By enhancing
internal economic circulation and strengthening domestic demand, China has created a more resilient economy that can withstand US trade pressures while
simultaneously building alternative trade networks across Asia, Africa, and Europe.

USMCA Partners: Retaliation Amid Constrained Options
Despite their geographic proximity and integrated supply chains, both Canada and Mexico have increasingly adopted confrontational approaches toward US trade
policies. Under the USMCA framework, these nations find themselves caught between economic dependence and the need to protect their sovereign interests.

* Canada's Defensive Posture: Canada has systematically imposed retaliatory tariffs on US steel, aluminum, and vehicles, demonstrating that even America's closest
allies are willing to challenge US trade aggression. While maintaining diplomatic dialogue, Canada's actions signal growing frustration with unilateral US trade
policies and a willingness to endure economic costs to resist American pressure.

* Maexico's Calculated Resistance: Mexico has matched US tariffs with its own retaliatory measures, particularly targeting steel and aluminum imports. Although
Mexico occasionally seeks preferential treatment, its willingness to implement countermeasures reflects a broader regional shift away from passive acceptance of
US trade dominance.

Australia's Strategic Diversification

With US trade representing less than 5% of Australia's goods exports, the country has accelerated its pivot toward alternative markets, viewing reduced US reliance as
a strategic imperative. Australia's trade diversification strategy explicitly targets South-East Asia, India, the UK, and the European Union as more stable and predictable
partners. The UK-Australia Free Trade Agreement (2023) and the pending EU-Australia deal represent deliberate efforts to create robust alternatives to US markets.
Australian policymakers are actively advising domestic exporters and scale-ups to prioritize markets "perceived as more stable and welcoming®, a clear indication that
the US is increasingly viewed as unreliable and hostile to international trade.

India's Multi-Track Diversification

India exemplifies minimal US engagement while aggressively pursuing alternatives. The landmark UK-India trade deal (May 2025) provides European access as US
barriers intessify, while the existing Australia agreement proves successful non-US partnerships work. India maintains only limited US negotiations while prioritizing
reliable alternatives.

UK: Diplomatic Isolation Strategy

The UK's notably non-retaliatory approach to US tariffs stands in stark contrast to other major economies, but this strategy reflects calculated diplomatic positioning
rather than submission. By avoiding tit-for-tat trade wars, the UK positions itself as a more reliable and stable trading partner compared to the increasingly
unpredictable United States. The UK's consultation-based approach with businesses demonstrates a commitment to evidence-based policymaking, implicitly
contrasting with the US's unilateral and often impulsive trade decisions. This strategy helps the UK attract businesses and investments seeking alternatives to volatile
US markets.

Source: Department of Finance Canada, Bridgehead - New U.S. Tariffs Test Australia’'s Trade Resilience, CNN Business (UK-India deal) and KTrade Research
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China’s focus on Domestic Market and Economic Strategy

@ | ¢xTrade

« China Dual Circulation Strategy (DCS) represents China's preparation for navigating a less favorable global trade environment while building resilience against external shocks, ultimately

aiming for more sustainable long-term economic growth

Household consumption accounts for approximately 82% of China's total consumption, indicating its ability to sustain
growth even if external demand weakens. This reduces dependency on foreign trade and insulates the economy from

protectionist measures (like U.S. tariffs)
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China has been working to rebalance its economy since the
2008 financial crisis exposed the vulnerabilities of its export-
dependent model.

Recent Challenges:

* COVID-19 disrupted global supply chains and highlighted
dependency risks

+ Rising tensions with the US and potential decoupling
between the world's two largest economies

+ Growing economic nationalism globally and retreat from
globalization

* US crackdowns on Chinese tech companies like Huawei

DCS, proposed by Chinese President Xi Jinping in May 2020,
operates on a two-pronged economic development approach
that emphasizes both internal circulation (domestic demand
and consumption) and international circulation (exports and
foreign investment). The strategy aims to transform China from
an export and investment-led economy to a demand and
innovation-driven one.

China has made significant progress in building the domestic
consumption foundation essential for the DCS. With household
consumption representing approximately 82% of total
consumption, China has developed substantial internal
economic resilience. The internal demand is supported by
China's formidable yet robust international circulation
capabilities. The country's merchandise imports, combined
with those of Hong Kong, account for 13.3% of the global total,
which is nearly equal to that of the US.

Source: WTO and National Bureau of Statistics of China (NBS) & Ktrade research



China's Economic Response and Resilience
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+ Despite tariff pressures, China has demonstrated resilience through strategic policy responses and trade reorientation

Simulation of a rise of 10 percentage points in US tariffs on non-commodity imports from all
countries and 10 percentage points higher tariffs on non-commodity imports from the United
States by all countries
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° Export Resilience:

*  When US tariffs peaked, China's overall exports jumped 8.1% in April year-
over-year, exceeding predictions.

* This was due to increased exports to Southeast Asia and Europe, which
compensated for reduced trade with the US.

* Industrial output slowed in April (6.1% year-on-year) but showed surprising
resilience, cushioned by government support.

° Policy Mitigation Strategies:

* Fiscal Easing: Estimated 6 trillion RMB ($823 billion) of additional net
government spending in 2025.

* Monetary Easing: Goldman Sachs Research anticipates a 100-basis-point
Reserve Requirement Ratio (RRR) cut and a 60-basis-point policy rate cut
in 2025. J.P. Morgan forecasts a 30bp rate cut and a 100bp RRR cut.

* These measures aim to mitigate the pressure of CNY depreciation and
support growth.

° Trade Diversification:

* Chinese manufacturers have strong incentives to redirect exports to non-
US markets or through other countries due to tariff differentials.

* The Chinese government is actively deepening trade ties with other
international partners.

Domestic sales account for 81% of industrial companies' turnover, making the
domestic market a crucial pillar.

B Value-added of Industry, Growth Rate YoY %

Apr-25

Source: National Bureau of Statistics of China, Goldmansachs Research (simulatuion), Coface Credit Risk and KTrade
Research
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Pakistan-US Trade Overview
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+ U.S. total goods trade with Pakistan was an estimated USD 7.3 billion in 2024
* In 2024, Pakistan exported USD 5.5 billion worth of goods and services (17% of total Pakistan’s exports) and USD 2.1 billion of imports
« Trade surplus of USD 3 billion in 2024 (largest surplus ever recorded in decades)

The United States represents a critical export market for Pakistan, serving as its largest destination for exports. Pakistan
imports a mix of goods from the US, ranging from low-cost raw cotton and scrap metal to high value pharmaceutical products
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The US-Pakistan bilateral trade relationship has
shown resilience and modest growth in recent years.
Total goods trade between the US and Pakistan
reached $7.3 billion in 2024, with US exports to
Pakistan at $2.1 billion (a 4.4% increase from 2023)
and imports from Pakistan at $5.1 billion (@ 4.9%
increase from 2023). This resulted in a US goods trade
deficit of $3 billion, a 5.2% increase from 2023.

The United States represents a critical export market
for Pakistan, serving as its largest export destination.
In 2023, Pakistan's exports to the US totaled $5.18
billion, making Pakistan the US's 55th largest goods
trading partner.

Pakistan's exports to the US have shown positive
momentum, with a 3.56% year-on-year increase
between March 2024 and March 2025. Over the past
five years, trade between Pakistan and the US has
grown at an annualized rate of 6.62%.

The textile sector, Pakistan's export backbone, has
demonstrated resilience. The overall growth in
exports has been supported by increased investment
in textile machinery, improved credit availability, and
targeted government policies.

Source: US Census Bureau data on foreign trade and KTrade Research
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US Tariffs on Pakistan - Comparative Analysis with Emerging Markets KHEB ‘ Y KTrade

- Different tariff rates cause unfair competition in the global textile market
* These current tariff rates affects Pakistan because a large part of its exports are textiles

The new tariff structure generally places Pakistan at a competitive disadvantage compared to
several regional competitors

Current/Announced - . )

Country US Tariff Rate (%) Competitive Position vs. Pakistan
Pakistan 29% Baseline
India 26-27% 2-3% advantage over Pakistan
Bangladesh 37% 8% disadvantage compared to Pakistan
Vietnam 46% 17% disadvantage compared to Pakistan
Turkey 19% 10% advantage over Pakistan
Jordan/Egypt 6% 23% advantage over Pakistan

. CY 2025
Major Export to US (USD nm) CY 2020 CY 2021 CY 2022 CY 2023 CY 2024 (Annua)
Textiles & Apparel 2,750 3,900 4,200 3,600 3,700 3,950
Food & Agriculture 800 1,000 1,100 950 900 1,050
Minerals & Chemicals 300 500 550 400 450 500
Machinery & Electronics 150 200 250 180 220 250

. CY 2025
Major Import from US (USD nm) CY 2020 CY 2021 CY2022 CY2023 CY2024 (Annuall
Cotton 777 741 837 780 660 288
Petroleum & Energy 156 418 151 64 168 102
Machinery & Electronics 128 133 124 87 96 78
Medical & Pharmaceuticals 36 33 25 18 26 13

The United States has recently announced a 29% reciprocal tariff on Pakistani
exports, significantly increasing the total tariff burden on key export sectors.
This represents a substantial shift from Pakistan's previous position, where
some exports enjoyed preferential tariffs under the Generalized System of
Preferences (GSP); however, most textiles and apparel were not duty-free,
even under the GSP.

Sectoral Impact Analysis

o The tariff increases disproportionately affect Pakistan's textile and
apparel sector, which constitutes approximately 79% of Pakistan's
exports to the US (valued at $2.8 billion in the first seven months of
FY2025). According to a PIDE analysis, the proposed 29% US import
tariffs are expected to reduce Pakistan's exports to the US by 20-25%,
resulting in an annual loss of approximately $1.1-1.4 billion.

o The most severely affected products include:
1. Textiles and apparel (particularly household textiles, which account

for 94% of textile exports)

2. Rice
3. Surgical instruments

Economic Impact Projections
o Pakistan's export losses are projected to amount to approximately $564
million in FY2025-26 under the new US tariff regime (Tabadlab
research). This represents a significant challenge for Pakistan's
economy, particularly for its textile sector, which is already struggling
with high energy costs and other structural challenges.

Source: US Census Bureau data estimates on foreign trade (estimated figures in major categories), Tabadlab research and KTrade Research
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Recommendations to Pakistan's Response to US Tariffs KHEB ‘ Y KTrade

Pakistan should pursue immediate diplomatic engagement with the US for tariff relief while simultaneously diversifying export markets to China, Middle East, Africa, and EU to

reduce dependency on American markets

1. Diplomatic Engagement and Trade Negotiations

Diplomatic outreach to US trade representatives is underway currently to
negotiate tariff exemptions or reductions for key export sectors

Leverage geopolitical importance in South Asia to advocate for
preferential trade status

Pursue bilateral trade agreements that could offset the impact of
reciprocal tariffs

2. Export Diversification Strategies

Expand export markets beyond the US to reduce dependency, particularly
focusing on:

o China (under the CPEC framework)

o Middle East (leveraging existing labor relationships)

o African markets (emerging opportunities with lower entry barriers)

o European Union (building on existing GSP+ status)

Diversify product portfolio beyond textiles to higher value-added sectors
with lower tariff exposure

. Enhance Competitiveness Through Structural Reforms

Reduce energy costs for export-oriented industries to offset tariff
disadvantages

Streamline export procedures to reduce compliance costs and time delays
Invest in the technology upgradation of the textile sector to improve
productivity & quality

Develop specialized industrial zones with targeted incentives for export-
oriented industries

4. Value Addition and Moving Up the Value Chain

* Shift from raw materials and semi-finished goods to finished products with higher
margins

* Invest in design capabilities and branding to create differentiated products less
sensitive to price competition

* Develop technical textiles and specialized products that face lower tariff barriers

Sector-Specific Opportunities

Despite tariff challenges, Pakistan can capitalize on several opportunities:

1. Benefit from trade diversion from higher-tariff countries like Bangladesh and
Vietham

2. Leverage existing textile infrastructure to quickly scale production in response to
market shifts

3. Explore joint ventures with US companies seeking to diversify their supply chains

Policy Framework Requirements

Successful implementation of these recommendations requires:

* Consistent economic policies that provide certainty to exporters and investors

* Public-private partnerships to address infrastructure and technology gaps

* Skills development programs aligned with export sector needs

* Financial support mechanisms for export-oriented SMEs

* Improved trade facilitation through digitalization of customs and regulatory processes

Source: Pakistan Business Council, PIDE, Tabadlab and KTrade Research
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Implications for Multilateral Trading System & Outlook KHEB ‘ Y KTrade

Trade conflict has significantly weakened the WTO and signals a long-term shift towards economic decoupling and regionalization.

* Challenge to WTO and Appellate Body Dysfunction:

o  The WTO's Appellate Body ceased functioning in December 2019 due to systematic US blocking of new member appointments, creating an enforcement vacuum
where panel reports can be appealed into “legal limbo” without consequence

o This dysfunction allows WTO members to potentially continue violating trade rules indefinitely, undermining the organization’'s fundamental dispute resolution
mechanism

o  The proliferation of national security exceptions (GATT Article XXI), once rarely invoked, has become a standard justification for protectionist measures across
multiple jurisdictions.

* Outlook and Strategic Considerations:
o The global trade landscape remains characterized by profound uncertainty during the time of a trade war atmosphere
o US-China trade relationship is unlikely to revert to the pre-trade war status quo if the trade is to be initiated by the US again
o  Despite China’'s GDP hit from tariffs, China offsets losses via exports to new markets and massive stimulus

* Final conclusion and key takeaways

o  The U.S.-China has not yet struck a final trade deal on setting tariffs at a more reasonable level. Global trade will remain fragmented if these trade wars are
introduced again.

o With this trade war scenario, all economies pay a price (lower growth, higher prices), and emerging markets face extra strain from supply chain shifts.

o China has proven to hold its ground: Trade deflection and domestic focus have helped China weather tariffs better than expected; therefore, the US may need to
think twice if it plans to initiate trade wars in the future.

o  Tariffs may ultimately lead to permanent changes in global trade, thereby dampening growth and disrupting global supply chains. Global trade stability is the
path forward for a more sustained global markets.

Source: WTO report on tariffs, Reuters report on latest US-China trade deal and KTrade Research
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Thank You
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