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EM outlook: Navigating in the fog of trade war 

Trade policy uncertainty may be at its peak right now. The trade review on 2 April 
should help shine more light on the likely path going forward, but uncertainty will 
linger, clouding the outlook for emerging markets.

Key Takeaways 

• The emerging market (EM) outlook is clouded by US 

policy uncertainty, with tariffs threatening to re-wire the 

global trading system. 

• What is clear is that following the Trump 

administration’s 2 April trade review, EMs will face 

higher tariffs.  

• We expect that reciprocal and sectoral tariffs will be 

the primary levers. But there is a risk that the US 

assessment of non-tariff barriers and VAT rebates for 

exporters could be used to justify sharply higher tariffs, 

pushing up trade barriers erratically, and introducing 

significant variation in the shock faced across EMs. 

• EMs will have some scope to make trade deals, while 

lowering their own tariffs on US imports offers a route 

to limit reciprocal tariffs. Few countries will be willing to 

reduce protections on politically sensitive industries, 

such as agriculture, however.  

• Mexico and emerging Asia stand out as most 

vulnerable, relative to the commodity exporters in Latin 

America or parts of emerging Europe. But, while the 

recent volatility of trade actions against Mexico and 

Canada has been hard to look past, ultimately these 

countries are likely to be the biggest reshoring 

‘winners’ as actions against China ramp up.   

• Growth dynamics are already mixed, and near-term 

investment is likely to be constrained by trade 

uncertainty. Market pressure could add to EM central 

bank caution but slowing activity and the ongoing 

easing of underlying inflationary pressure suggest that 

EM central banks will resume their easing cycle.  

Emerging markets are in midst of a global policy 
uncertainty shock 

The emerging market (EM) outlook is shrouded by the policy 

uncertainty emanating from Washington. Since President 

Donald Trump’s inauguration in January, a flurry of 

executive orders and a continual stream of tariff threats, 

announcements, and reversals, have caused global policy 

uncertainty to spike to its highest ever level (see Figure 1). 

Figure 1: Global policy uncertainty has surpassed the 
pandemic peak 

 
Source: Aberdeen, Haver, http://www.policyuncertainty.com/, March 2025 

There are several channels through which EMs will be 

impacted by his policy agenda, but trade tensions are 

already shaping up to be the most significant in 2025.   

Tariffs are unavoidable, but deals can be struck 

Our baseline scenario, ‘Trump 2.0’ (50% probability), 

envisages the US average weighted tariff rate increasing 

from 3% at the start of Trump’s term to 9% (see Figure 2).  
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This is three percentage points higher than we expected 

before he took office, illustrating that we now think tariffs will 

be used more widely and more of them will become 

permanent.  

Since these estimates show the end point, they take 

account of substitution effects, as US consumers buy fewer 

tariffed goods, and deals are struck; hence, tariffs are likely 

to rise more sharply than shown here, before settling at 

these levels.  

Figure 2: We expect a sharp increase in US tariffs in our 

base case, with risks they go substantially higher still 

 

Source: Aberdeen, Haver, March 2025. Note: increase in effective tariff rate 

estimated post-carve outs and post-substitution effects 

Most, if not all, EMs will soon face reciprocal tariffs, likely to 

be introduced on or shortly after the US’ 2 April trade review. 

The exact format that these will take remains unclear. But, 

even if the US seeks to equalise tariffs, we still do not expect 

it to lower its tariffs in cases in which its own rates are 

higher. Sectoral or other tariffs would be stacked on top.  

Given wide-ranging differences in export composition and 

sectoral tariff rates, this threatens to introduce a wide 

variation in the reciprocal tariff-shock faced across EMs 

(see Figure 3). 

In many cases, EMs will be able to lower their tariff rates on 

imports from the US to avoid higher reciprocal tariffs. Tariffs 

are often designed to protect domestic producers from 

competition from other EMs, not US firms. Any concern that 

US-specific carve-outs violate the World Trade 

Organisation’s (WTO) most favoured nation (MFN) rules are 

likely to be brushed aside.  

That said, countries will generally not be willing to open up 

all their sectors to competition from the US, suggesting 

some proportion of reciprocal tariffs will become permanent. 

India, for example, is highly unlikely to lower tariff barriers 

for its agricultural sector, given political sensitivities.   

Figure 3: The reciprocal and VAT tariff threat varies 
significantly across markets 

 

Source: Aberdeen, WTO, US Census Bureau, PWC, March 2025. Note: 
Current and reciprocal tariff rates are based on trade-weighted MFN rates. 
VAT rates are estimated based on general domestic rates. 

Additional tariffs, which could be imposed due to US 

judgements on non-tariff barriers, such as subsidies, and 

the treatment of VAT rebates for exporters are an additional 

wild card for EMs. These countries, particularly China, could 

be judged to be unfairly supporting domestic firms, while 

limiting access by the US. 

US complaints about VAT rebates have traditionally been 

aimed at the EU, but we cannot rule out this being used to 

justify sharply higher tariffs across EMs. For most countries, 

this would push tariffs up by more than reciprocal tariffs, 

while offering little scope for an easy rollback.   

Meanwhile, we continue to expect a variety of product-

specific tariffs. In addition to the announced 25% tariff on all 

US imports of steel and aluminium from 12 March, we think 

US tariffs of up to 25% on autos, pharmaceuticals, and 

semiconductors are likely, even if carve-outs and trade 

deals should allow tariffs to settle at a lower level, 

particularly between the US and its allies. 

Finally, we continue to think US-China tariffs will move at 

least 10% higher. The 20% tariff already applied is likely to 

be permanent, partly because China may struggle to deliver 

initiatives to assuage the administration’s fentanyl concerns. 

Moreover, it is almost certain that the 2 April review 

concludes China’s trade surplus is the result of unfair 

competition across several dimensions (subsidies, currency 

manipulation, non-tariff barriers).    

A trade deal is not impossible – and Trump recently implied 

a visit by President Xi is likely – but the credibility of any 

purchase agreement or a ‘grand bargain’ is likely to be 

coloured by the failure of the ‘Phase 1’ deal.  
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Vulnerabilities and opportunities often go hand-in-hand 

The good news is that EM growth appears decent heading 

into the 2 April tariff shock, after moderating through much 

of 2024. PMIs suggest activity picked up in the last two 

months of 2024, with services remaining at a high level in 

January and February this year, while manufacturing has 

continued its steady gains (see Figure 4).  

Figure 4: PMIs signal that EM growth is robust 

 

Source: Aberdeen, Haver, March 2025 

However, the protectionist shift by the US and disruptions to 

the global trade system will undoubtedly impact growth 

across EMs. In the immediate future, investment plans will 

be delayed until the trade landscape becomes clearer and 

this uncertainty could spill over into hiring and saving 

decisions. There is also some risk that the recent 

improvement in manufacturing is due to attempts to front-

run tariffs.   

The trade shock will not fall evenly across EMs.  

Mexico has borne the brunt of Trump’s trade-related ire 

among EMs (outside of China) so far in 2025. This was 

widely anticipated, with Mexico placing near the top of our 

Trade Vulnerability Index (see Figure 5) in part due to its 

large trade surplus with the US, a point of contention for 

Trump alongside issues tied to border security. However, 

the magnitude of tariffs and the scale of uncertainty 

generated by on-again, off-again actions so early in 2025 

has exceeded prior expectations.  

A blanket 25% tariff on all Mexican and Canadian goods 

from 4 February announced by the Trump administration 

was delayed for a month. Tariffs applied on 4 March were 

then moderated three days later, to include only goods 

deemed ‘non-compliant’ with the USMCA (potentially 

impacting around half of Mexican exports to the US) until 2 

April, so as to let US firms better prepare according to 

Washington.   

Mexican authorities have claimed that they can make most 

goods (perhaps 90%) compliant with the USMCA. However, 

the timeframe for this action is unclear, while the efficacy of 

broader concessions in reducing trade tensions also 

remains in question.   

Meanwhile, many countries in Asia are also highly 

vulnerable due to their large trade surpluses, strong links to 

Chinese supply chains, and high reliance on US import 

demand.  

Figure 5: Mexico and EM Asia stand out as most 

vulnerable to a trade war 

 

Source: Aberdeen, Haver, March 2025 

On the other hand, LatAm commodity exporters and Türkiye 

rank low in our Vulnerability Index. Indeed, Brazil has 

already been a ‘winner’ of China’s soy demand as the latter 

diverts its imports away from the US. These markets’ low 

vulnerability is also supported by our analysis of exposure 

to potential sectoral tariffs (see Figure 6). 

As noted, Mexico’s strong integration into the US autos 

supply-chain resulted in the sector receiving carve-outs 

from tariffs to reduce the impact on US consumers. 

However, markets such as Malaysia, Vietnam, Thailand and 

Taiwan are vulnerable unless exceptions are made for 

semiconductors. 

Figure 6: Sectoral tariffs suggest a similar pattern of 

vulnerability, but carve-outs will matter 

 

Source: Aberdeen, Haver, March 2025 
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More broadly, judging potential vulnerabilities continues to 

be challenging given the potential for sudden flare-ups over 

non-trade issues such as migration or military dependency. 

Colombia has already faced the threat of tariffs due to a 

dispute over US deportations. The US also expelled the 

South African ambassador and froze aid to the country over 

a dispute about the Expropriation Act. 

Reshoring is still more likely than onshoring 

Despite these vulnerabilities, the likelihood that tariff 

increases on China are more extreme and the potential for 

deals to be struck to roll back tariffs on EMs, point to some 

continuation of the reshoring trend. 

The most vulnerable countries are also likely to be reshoring 

beneficiaries in the long run, given their already strong trade 

ties with the US, favourable business environments and the 

depth of their existing manufacturing supply chains (see 

Figure 7).  

Figure 7: The most vulnerable EMs also tend to be the 
most likely ‘winners’ 

 

Source: Aberdeen, Haver, March 2025 

The large and erratic tariff increases on Mexico and Canada 

do suggest a risk that the Trump administration is willing to 

endure economic pain to promote the onshoring of 

manufacturing back into the US. If this is a true ideological 

commitment, this would imply that reshoring may not be as 

much of the long-run tailwind for EMs as we expect.  

EM easing cycle to cautiously continue 

Amid the uncertainty around trade policy, we expect the Fed 

to remain on hold in the near-term, waiting for more clarity 

on inflation and growth. We forecast the Fed to cut once in 

September, which could mean extended pauses for some 

FX-sensitive central banks, such as Bank Indonesia, while 

more limited policy rate differentials may also factor into 

continued caution across many other EMs (see Figure 8). 

Figure 8: The Fed remains in no hurry to cut rates, 
adding to EM caution 

 

Source: Aberdeen, Haver, March 2025 

The persistence of core inflationary pressures alone will 

hold back some EMs with ample rate differentials vis-à-vis 

the US. Underlying inflationary pressures appear acute in 

Brazil, Colombia, Hungary, Poland and Mexico.  

That said, in the cases of Colombia and Mexico, still 

elevated ex-post real policy rates suggest the central banks 

will continue to cut, albeit gradually. And outside these 

highlighted countries, inflation has generally returned to 

target, allowing central banks to increasingly turn their focus 

to the growth outlook. 

As such, with growth risks skewed to the downside due to 

global trade uncertainty and the upcoming 2 April tariff 

shock, we see the potential for EMs to deliver more cuts in 

the medium- to long-term than markets are anticipating.  

Authors 

Micheal Langham, Tettey Addy & Bob Gilhooly 

 

  

0

20

40

60

80

100

M
e

x
ic

o

T
h

a
ila

n
d

M
a

la
y
s
ia

T
a

iw
a
n

V
ie

tn
a
m

In
d
ia

K
o

re
a

In
d
o
n
e
s
ia

T
u

rk
iy

e

C
z
e

c
h
ia

P
o

la
n

d

R
o
m

a
n
ia

P
h

ili
p
p
in

e
s

H
u
n
g
a
ry

C
o
lo

m
b
ia

C
h
ile

S
o

u
th

 A
fr

ic
a

B
ra

z
il

Integration With US Value Chain

GDP per Worker Relative to China (inverted)

Manufacturing Value Added % of GDP

Ease of Doing Business

Reshoring Score

Reshoring Potential Index (0-100)

-4 -2 0 2 4 6 8 10 12

Kazakhstan

Brazil

Colombia

Mexico

South Africa

Hungary

Romania

India

Indonesia

Philippines

Poland

Chile

Peru

Israel

Czechia

China

Malaysia

South Korea

Taiwan

Thailand

Dec-19 Current

Nominal policy rate differential, percentage points



 

 

 

  

Important Information  

For professional and Institutional Investors only – not to be further circulated. In Switzerland for qualified investors 
only.  

Any data contained herein which is attributed to a third party ("Third Party Data") is the property of (a) third party supplier(s) 

(the “Owner”) and is licensed for use by Aberdeen*. Third Party Data may not be copied or distributed. Third Party Data is 

provided “as is” and is not warranted to be accurate, complete or timely. To the extent permitted by applicable law, none of 

the Owner, Aberdeen* or any other third party (including any third party involved in providing and/or compiling Third Party 

Data) shall have any liability for Third Party Data or for any use made of Third Party Data. Neither the Owner nor any other 

third party sponsors, endorses or promotes the fund or product to which Third Party Data relates.  

*Aberdeen means the relevant member of the Aberdeen Group, being Aberdeen Group plc together with its subsidiaries, 

subsidiary undertakings and associated companies (whether direct or indirect) from time to time.  

The information contained herein is intended to be of general interest only and does not constitute legal or tax advice. 

Aberdeen does not warrant the accuracy, adequacy or completeness of the information and materials contained in this 

document and expressly disclaims liability for errors or omissions in such information and materials. Aberdeen reserves the 

right to make changes and corrections to its opinions expressed in this document at any time, without notice. 

Some of the information in this document may contain projections or other forward-looking statements regarding future 

events or future financial performance of countries, markets or companies. These statements are only predictions and actual 

events or results may differ materially. The reader must make his/her own assessment of the relevance, accuracy and 

adequacy of the information contained in this document, and make such independent investigations as he/she may consider 

necessary or appropriate for the purpose of such assessment. 

Any opinion or estimate contained in this document is made on a general basis and is not to be relied on by the reader as 

advice. Neither Aberdeen nor any of its agents have given any consideration to nor have they made any investigation of the 

investment objectives, financial situation or particular need of the reader, any specific person or group of persons. 

Accordingly, no warranty whatsoever is given and no liability whatsoever is accepted for any loss arising whether directly or 

indirectly as a result of the reader, any person or group of persons acting on any information, opinion or estimate contained in 

this document. 

This communication constitutes marketing, and is available in the following countries/regions and issued by the 

respective Aberdeen Group members detailed below. The Aberdeen Group comprises abrdn plc and its 

subsidiaries: (entities as at 12 March 2025) 

United Kingdom (UK) 

abrdn Investment Management Limited registered in Scotland (SC123321) at 1 George Street, Edinburgh EH2 2LL. 

Authorised and regulated in the UK by the Financial Conduct Authority. 

Europe1, Middle East and Africa  
1In EU/EEA for Professional Investors, in Switzerland for Qualified Investors - not authorised for distribution to retail 

investors in these regions 

Belgium, Cyprus, Denmark, Finland, France, Greece, Iceland, Ireland, Italy, Luxembourg, Netherlands, Norway, 

Portugal, Spain, and Sweden: Produced by abrdn Investment Management Limited which is registered in Scotland 

(SC123321) at 1 George Street, Edinburgh EH2 2LL and authorised and regulated by the Financial Conduct Authority in 

the UK. Unless otherwise indicated, this content refers only to the market views, analysis and investment capabilities of 

the foregoing entity as at the date of publication. Issued by abrdn Investments Ireland Limited. Registered in Republic of 

Ireland (Company No.621721) at 2-4 Merrion Row, Dublin D02 WP23. Regulated by the Central Bank of Ireland. Austria, 

Germany: abrdn Investment Management Limited registered in Scotland (SC123321) at 1 George Street, Edinburgh EH2 

2LL. Authorised and regulated by the Financial Conduct Authority in the UK. Switzerland: abrdn Investments Switzerland 

AG. Registered in Switzerland (CHE-114.943.983) at Schweizergasse 14, 8001 Zürich. Abu Dhabi Global Market 

(“ADGM”): abrdn Investments Middle East Limited, Cloud Suite 205, 15th floor, Al Sarab Tower, Abu Dhabi Global 

Market Square, Al Maryah Island, P.O. Box 5327224, Abu Dhabi, United Arab Emirates. Regulated by the ADGM 

Financial Services Regulatory Authority. For Professional Clients and Market Counterparties only. South Africa: abrdn 

Investments Limited (“abrdnIL”). Registered in Scotland (SC108419) at 1 George Street, Edinburgh EH2 2LL. abrdnIL is 

not a registered Financial Service Provider and is exempt from the Financial Advisory And Intermediary Services Act, 

2002. abrdnIL operates in South Africa under an exemption granted by the Financial Sector Conduct Authority (FSCA 

FAIS Notice 3 of 202 2) and can render financial services to the classes of clients specified therein. 

 



 

 

 

 

 

 

 

 

 

Asia-Pacific  

Australia and New Zealand: abrdn Oceania Pty Ltd (ABN 35 666 571 268) is a Corporate Authorised Representative 

(CAR No. 001304153) of AFSL Holders MSC Advisory Pty Ltd, ACN 607 459 441, AFSL No. 480649 and Melbourne 

Securities Corporation Limited, ACN 160 326 545, AFSL No. 428289. In New Zealand, this material is provided for 

information purposes only. It is intended only for wholesale investors as defined in the Financial Markets Conduct Act (New 

Zealand). Hong Kong: abrdn Hong Kong Limited. This material has not been reviewed by the Securities and Futures 

Commission. Japan: abrdn Japan Limited Financial Instruments Firm: Kanto Local Finance Bureau (Kinsho) No.320 

Membership: Japan Investment Advisers Association, The Investment Trusts Association, Type II Financial Instruments 

Firms Association. Malaysia: abrdn Malaysia Sdn Bhd, Company Number: 200501013266 (690313-D). This material has 

not been reviewed by the Securities Commission of Malaysia. Thailand: Aberdeen Asset Management (Thailand) Limited. 

Singapore: abrdn Asia Limited, Registration Number 199105448E. 

 

AA-010425-191470-33 


