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Decomposition of Gross Output Import Share of Intermediate Inputs,
Selected U.S. Sectors, 2019
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Change in import diversification of IPEF members, 2010- 2021

20 2010 normalized
Import
diversification
® Vietnam
Indonesla®
15 1
Thalland
® Philippines ] Korea Japan
Indla ° ® °
®
Malaysl.
e ° Brunel
Australla e
1.0
@FII
L ]
New Zealand
Singapore @
eus
Percent change
05
-100 -90 -80 -70 —-60 -50 -40 -30 -20 -10 4] 10 20 30%
|_I_!- IPEF = Indo-Pacific Economic Framework
& PIE
Notes: Concentration is measured by the Herfindahl-Hirschman Index (HHI). Increased import diversification is defined as
Design by a decrease in HHI. This analysis includes only manufactured goods, defined as goods that fall within SITC chapters
Nia Kitchin 5-8 excluding chapters 667 and 68. Values on the vertical axis have been normalized by the weighted average
2010 HHI of all IPEF countries, where weights are 2010 imports.
and Alex
Martin Source: CEPII's BACI dataset; authors’ calculations.

PR 240 IPEF BEIZCR UL, H 2010 FFLRAK, 3 CSRIEM 2R KR, RA BN
KGR, ZEMBEA, LIRS, Hk OEF AR R EEMZ ol , B 2018
TR B U St DGR LUK, R E T A A R . HARI 2 R R T R E T I A
R, AEXFPAR A PR T 57 S S AR AL R i, GRS ANEES, DR AR AN R 7 I 11 oA Hh 2R
NEFAEIXEEE P3R5 T 564 /1. P Al per B X h e 8#a i Bt i 1 pr
7N, 2010 4B )5, LRVGE. EREG. B EERED S VE I Ak AR FR O N T 50% LA |, dx ik
AL R R TR A R E R DR AR

K 2 R T IPEF IR E 2010 FELISKRH MEF AR, [FFE, 5 MET LR 5
e, #2021 4, HAER. S AESEEREME DEPAREE RE TR, 2010 F1X =4
K H B 2 AL FE R AT IPEF A 53 [E P340k F . S8 [ 48 b AL RE B A
ETE, MR AR B 1) o R R SR T RS A R RS . TR VG RS L ORISR H b
W SR T 30%E 2 ORI HAETE BT T 200%LL .



B 2 ENE-KPHEFEXNH O 2R/ AMAZHL, BT —SYIGERTERE
HIE K

Change in export diversification of IPEF members, 2010- 2021
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Change in diversification of import sources, IPEF countries, 2010-21
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Notes: “Diversification” is defined as a decrease in the Herfindahl-Hirschman Index (HHI). This analysis considers only

trade in manufactured goods, defined as goods that fall within SITC chapters 5-8 excluding chapters 667 and 8.
Degrees of Manufacturing are defined by UNCTAD and end-use classes according to BEC Rev. 5.

Source: CEPII's BACI dataset; authors” calculations
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“Diversification” is defined as a decrease in the Herfindahl-Hirschman Index (HHI). This analysis considers only
trade in manufactured goods. defined as goods that fall within SITC chapters 5-8 excluding chapters 667 and 68.
Degrees of Manufacturing are defined by UNCTAD and end-use classes according to BEC Rev. 5
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Classification Goods

Labor-intensive and resource- Manufactures of Leather, Fur, Cork, Wood, Paper, and Nonmetallic Minerals (Glass,
intensive manufactures Pottery, etc.); Textiles; Furniture; Travel Goods; Bags; Clothing; and Footwear
Low-skill and technology- Iron, Steel, Manufactures of Metal, Motorcycles, Cycles, Trailers, Railway Vehicles,
intensive manufactures Boats, Office and Stationery Supplies, and Miscellaneous Manufactured Articles

Manufactures of Rubber; Power Generating, Metal Working, Electrical, Specialized,
Medium-skill and technology- and Other Industrial Machinery and Equipment; Road Vehicles and Parts (excl.
intensive manufactures Motorcycles and Trailers); Prefabricated Buildings; Sanitary, Heating, and Lighting
Fixtures; Plastic Articles, and Toys

Chemicals, Office Machines and Automatic Data Processing Machines,
Telecommunication and Sound Recording Apparatus, Cathode Valves and Tubes,
Aircraft, Professional and Scientific Instruments, Photo Apparatus, Optical Goods,
Watches and Clocks, Arms, Ammunition, Printed Matter, Art, Antiques, Jewelry,
Musical Instruments

High-skill and technology-
intensive manufactures

Source: United Nations Conference on Trade and Development (UNCTAD), @:
https://unctadstat.unctad.org/en/classifications/dimsitcrev3products_td..= .
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Medium-term gains
Market reforms tend to reduce debt and increase economic growth.

Debt-to-GDP GDP
(cumulative change, percentage points) (cumulative change, percent)
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Source: IMF Structural Reform Database 2020; IMF World Economic Outlook
database 2023; IMF Global Debt Database, 2018; and IMF Staff calculations.
Note: Empirical impulse response shows cumulative effect after a two
standard deviation shock to the aggregate indicator of reforms. Shaded area
indicates 90% confidence intervals.
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Structural policy gaps

The market orientation of emerging markets and developing
economies is substantially lower compared to advanced economies.

Regulatory stance index
(index from 0 to 1, PPP GDP-weighted average)

B Low-income developing countries B Emerging market economies M Advanced economies
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Source: IMF Structural Reform Database 2020.

Note: Latest data as of 2014. Database tracks degree of regulation for
five structural policies in 90 economies from 1973 to 2014. Higher values
represent a lower degree of market intervention.
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Maximizing gains

Market reforms work best for reducing debt when countries have

high tax efficiency, a higher initial debt level, and reforms are
implemented during economic expansions.

Debt-to-GDP
(three-year cumulative change, percentage points)
2 .
’ I
| I
-4
-6
-8
High High Expansion Recession
Tax EfFu:ler\cy Initial Debt Business Cycle

Source: IMF Structural Reform Database 2020; IMF, World Economic Outlook
database 2023; IMF Global Debt Database 2018; and IMF Staff calculations.
Note: Bars show effect of a two standard deviation shock to the aggregate
indicator of reforms.

/] e A ) DR B BUR SCH 3G I M S B, R R E SR
JH e 7 R — S B0 2ty H AR BR85S 0 B < SIAT IUIIRL UG B 451 R
PRAGE IR I B0 e . A, RS S B R AR5 55 LE R A SO A 2



AR 44 9 “ Market Reforms Can Stabilize Debt and Foster Growth in Developing
Countries”. ACA{E#, Carlo Pizzinelli. J&E PRt MES AL AL T ¥R, HIEE
W TT RN AT B EM AT g itt 5 A5 . Carlo Pizzinelli j2 [E fr
e mESHIR TN AETF R, HEERTIT NIRRT WAV FEE
e FEMN IMF 20T, e 3R RB AT A0 . AT 2023 42 9 H 12 H 1)
T IMF B/ B b b n] DA e JE SCREE



https://www.imf.org/en/Blogs/authors?author=Carlo%20Pizzinelli
https://www.imf.org/en/Blogs/authors?author=Carlo%20Pizzinelli
https://www.imf.org/en/Blogs/Articles/2023/09/12/market-reforms-can-stabilize-debt-and-foster-growth-in-developing-countries

kN B i 5 1 22 F R A

Maria-Grazia Attinasi, Lukas Boeckelmann, Baptiste Meunier/3 % &AL / %%

FiE s ASARIT T & st 5 a8 5 325 BUS B A 8 K30 TR A 9 L2 55 i A o HEH AT,
FAIRN S B SRR BT sa A K NS A 0 H e, P ORI TR ek 5
FERANZBZ SRR A, B, KT 585 BN AR £ GRARE, HRE
BRH R H AL 2 HE MYk, AR 2RT A RRARE RT3 ) EHREREQ .
Gy %4 T :

HE

5 BRI [ 2 [ 1) FK RS @, Rl 2 B A E RSk E A Dok,
[E % W2 4 Je AidkH5 (Antony Blinken) #EHGHE TiFRIE AR 2 Adbmz 47,
EEITHRIEN, FEHHBHIKAM 2022 FFLF] T “BILFHKTE” , XEHH:
LR KA TR B 5 “ B IARE %A 2k .

A [ R A bk SR bR AR K L e G A S S PR K1 e ARSI T
2 BRALREE HH T H S B0A DL SBUA GBS T AR IR A BREZ 5 A « BATAURS T
KHAFZA, BRI 1 W 58 R0 AR 77 B2 5 45 N it 2 [B) I ] AR B = A= 1
HIRA . TATTRIN, FOAEAF R S, R A4 I A R 202 K I T, T
FNERBRRAFIN . AERAE N EE I B S TR 2 B E K B TR KF,
HAEm TS, TR TR G B AR A ) A PR A o AR S I A A 2
SEE N IEAFEF G LR ERAEL. &5, BTN Gk f =
SR ARG P 2R, AER SR S K e b

RS

i 25 JUAE A BRE PR32 Bk (A0 COVID-19 KiitATim P WifE S w4 1)
GG B R T AV SR EE A BTN, FE4kmi iR T Hh & BUA IR 5K
JR# o XU IR SN A5 — AL T AR AR DT 06 32 R EUA M B RRL . Alyar 55
W IEFR ISR 22 0% o AR, X — BEFE AT e =2 (1) 2 2 TH S 3 245

AR B AERIT T HH B B0E PR 2R DK 50 (0 A1 B = A PR 4 BR UL 0 R« AT
M2 OB TG, EIX AN b, B SNELE o (5 4915 1 25 07 56 [
ST B VG T R B TR A8 o AEIX AR T, PR EE B [R1 ) v 8] 7 it B3 S EE T A
ZETEER T VAR A2 B PHAS o X FIE DL G Bl 50 T iZ 32 R 2 AR STk, T 4% [ AR 4 3L
FEIE G B R 2 3 52 AR ALY B WLk b 23 B B AN SR . FE28 20, FRATRE
TEAEE, WEISLK R, TS, BATERGSAR TG B IR T B g 2 i)
] X2 HH AT B R B BUR S HEBN 1Y), X oS 15 (AL SR 1] R ) 5
ENTFRRA S . B, PO RN E BT, R o RfthiEH TRk H
K7 (i, EE GERBKEGE) SHTENMER) o B o M&EERsE T
X33 H 5 5 X IR AR o X R TR &R T, RIS AN T A — B 3 5 X



[ SR X 3k [0y ) 7= 5 5 7 = 52 B FEAS o 26 =, IXFhIE O 0 — Rl ge k&, B
T 5y [X 2 [6) 1 it £ 2= 52 e 2] BT A3 &2 5538811

A8 I Bagaee Al Farhi (2023) oGt (12 [ 2 &1 TR ok AL e 1 5
(IG5 RAS o AR Z0) 1 1350 T 1) AR A3 N 72 HE G 2R (R I 5 A ) o b B & R
Gr» Ut T AR AR A O RON AN E B 5 2 1 B AR RN . 25 RE B B A
A GIRR, 2R SRV ERER P ) TV s A A N AR R . 5 AR
A D MBhASBENL— RS B A B, Bagaee-Farhi B89 =N B A (—)
EHE VAL R R; () BERVER K LB Rt B 21T s m,
FERENS X o [a] 7= i A e 24 P2 B By s (=) "B RS S TR NI IA/E R UL
FENFIAE P2 B R R A PR A

ZAB R RRAR PN R ERAT 1) 2 XS N 77 3R 2017 4F f 8 it AT e v
Wi 73 NMEK . MERFTED CEFEFMEARR AR TN BN &S
T FEE ST I S 2R P O T AR A () — A S AR

AT i A bR sz BRI 5 5 2 A SRR I DT RRAE T, A SCEEST. T 4 B I
FRASAE Y o 38 I AR R AT e IR Ak U ) RS AR R U CRP LR IR AR = Y 5
) o Bk, WK 2 HIA TR, R ooy K A 2 Al AL S 1 44 7 R
Ao FRADR 2 78 e A g A g e AP % 15t e o DA o8 15 B 1 | B N B AR
BB ANEND , FFEZE T AT AR R B B NI CREME T3 AR
NG AR B 2 (AP A] B A R Fnadd G T8 A4 N5 AR P2 B3R 2 TRl 1)
ATEARERD 5 e AR T IR 1) A A AR

AT AR EE AR 2 A AE T, B 1A R 22 B AR s AR 52 i Al
AR Z A, BRATTEHEFT T A O A 7K P F BE 5 ) 5 el o ot 2 o 5 50 2%
FAVE =35 A K T, vl REF= AN A R AR, S BEAR . H . e
TANTE AR o B & R BRI R Z 40, el 2 v 1] T 55 o

1R

AR, MW BUR TR R T AR 15 B iE A BR 51 ) 5% R 7 1 R $5 TR R 1A
(i, PSR R 2 A i @ = AR Bk R R) o BN BRI HEVE R T
COVID-19 KififT, 1HEH 2020 4 LA H I e ohe (i o 4% [ el e ok 22 b - SRyl /b
X IS NN = i ) 47350 A S R PR A0 o 32X T DA AT S0 SR BT R B 22 11 57 &
BB 1) i Tt 0 S5 Jl i o 27 P B AR S A () VR R . SR B AR OB RN
AR LSS R T R BEE, Bl B B E/ B RTE A E XK. XRBURME A
Hh ] RSB A S« 52 [ 1005 v SN IRK B I AR s ) = A . B AR IX e84 1Y
oM AR TERE R S AR R B, H—TUREACN 3000 KA E AR, 1E
2022 4F, SRR 2 1) 2wl N A R AR S A R R AR Dy H T I B ) TV
FEAE, BARHE R FE A 22 R ATI IR A A0 b o 5o £ S5 B e 2 1 = S R (2021 4



N 4T%, 2022 3 48%) , {HTE 2022 4, %) 20%1)4ill s R X 34k (2021
R 12%) A 1%k E R B (2021 AE{CH 5%) R I 3 B

TR SR, AR SCHHE A — R 5 B EUE TR R 51 R BN 5 5 411 =0 4
BREGFH A TR, AR “BENEEN " o FRATIRZ O SR st 7t
2T WA o DA N I 2R T SR TR DL SE B R e B 78 7 SR 1, AN SR T TR
677 5 52 Gy (E AT U3 T 1R 2 B FEAS . ARYE % EE RS E KRS (UNGA) LAH
Xof 5 [ A ] 5 S AR U AR AR, 2% A AT 2 P 31 % AN B A . X — 1
E 5 RAZ AR B EOHT BU SCERAE — 30, IR 0 R TE R IR B B AR A RIS
BY M S 1/ 5 [ T 5 1 1 R I A 7= ) P TR N

BEAh, AR T = Fpag i iE 5, Bl —Fiib 52 - v I B A PR T B A s
KOS s — M s e 2% Rt SR 0 I A 2R R B B 52 5 P — 3840 1 X8,
B PN B BR D AN A AR B 1) 52 B FHAG s 55— Pl st X980 E 57 2 [X 2 TR it
A S IES e s SR

A i B S HE () Bagaee A1 Farhi (2023) 2 [ %2 35 [ T#E 7 ( L R R FK BF),
T2 R SRR T AR P2 B 3R DL S H ) = it A e 247 it R L B 52 5, AT e T
A BRAE PR EE IR TBOR R8N AN [ B 51 2 () B AR . 2 RE B BN B 42 A A Bk &R, 1%
BT RT U i 1) "R B AT B AR A% 4 o 5 Fo At = BB G BT DL K
AN — I AAALL, BF B A WERS: (D EFE 7TIRLEHE, m
AR 3 AR TR AR P R, 1D B SRS ST RS AT R
B, VX a2 I oAb, 5 HAN )58 G AN
g, BF BALE ARV SHIME. EHFICHEE, ROV R e, K
WO I i AT B 2 1A 5 A LB B B4 AH S R AR

TAMEH 2017 BRI R ARAT (LU fEFE ADB MRIO) |2 [X 35
PN MR BB ALHEAT T RHE BRI RS 73 ME K, 5R U EIE LML,
X 2R B AN T SIS B M b X 78 55 90 A i e o 2R KR [T 1 R R v 7
HRONIX L [ S B e 2 5 A S i T B IS AR

N T TR R RSA, FRATTEAL 1 WA e fh g B A A 2R 6 B T 1) — PR T
EPMIME CRREME T 88, DA S A= 3 1A R A A I PRI At (R g
PETH, DARBASAERZ AR AR o ST WL AT RE£E R 1 A 58 A
LI T, FRATMBBE NI 15 B e A8 1) A B SRAE, T R 3 18 L S e K A
PRI M Bt A 48 5 1 4 2T AR IR, W Bl AE I TR) FRHER T k. T8, kT
52 5y i st SCHR - Ce.g. Eppinger et al., 2021; Felbermayr et al., 2023; Goes and Bekkers,
2022; Javorcik et al., 2023) LyET RIGWE, WIRANITED, XS 700 R HE i 7
RS M ) R Sz —



NER L BGE TASCOM TR A S S EE R . WAERI S CRUE BUE S H AR
i) JHG, RO e 2 EED fpoE g, A1 K IAEF]
Tk CREXTEUDN, Bigadets 50 249709 2%, S SCik (among others, Eppinger
et al., 2021; Felbermayr et al., 2023; Goes and Bekkers, 2022; Javorcik et al., 2023)
— 3. SR, EEAHARTI T, AR RA) S 5t 2 it AR AR X A
H 5 5 X Z (A1, 255 g 2 5 m B ED , 48R4 2R A T-3.1%F1-15.2%.
ST B R AR R S (RISE 5 RUAE B g i ORI AR T 2 2IBRAS ), FEZR TG
i EIE LR <ETI> , AERAE R R AE-0.7%%-2.9% 2 [8], T {EX 3k H H
Ao X Z R E T CHNED , AR A THE-1.1% % -4.6% 2 [1]

WA FRAFE R, JATEEA 1 B kg K-F AT 5 8 e, X
FEFR 1 EAT 7l o Bl B A AR R AN A SRR B AN RO, s K
A S BT, DR By . AR 0 R e BED o, 4
BRI OB A K AE R B R K T 1.8%, FENIMERE P IGK T 8.4%. A4~
BB AT TR, Rl e A A BR U A B SR AL A E T o A N Pt 2 3 A

=R W, KRN HEFE RIS XSO, #E0 T 19% (RiGE
B N 30% (WITEBCED o AR T RIS ET] CETED , 515 Bty 52 6%
£ 9% H B/ MEATT NG ) Gk . A2 XIS S BN SLIE LT, H Gk
R, JEHILE 35% % 44% 2 [f] A NED o ESME R, Ao TREEEZH
()7 i 57 5 T P B, ZEFRATTHIAZ O 16 e EPI‘EU#%B’\’EJTB%T 29%% 38%.

AR AL 56 2 5 [nli 15T 5 5 AR R STk, 5 3 /4
1 Bagaee 1 Farhi (2023) fz i & WIRFIER Y J ARG HE . 26 4 VRN 41 1 IBUK
TER, 5 Wl T ETHEARM . 55 6 TNA4,



£ 1 FABs T RO ERAER] L KRR S R e 4 SRR R

Table 1: Result matrix of the effects of alternative decoupling scenarios on

global welfare, the price level and trade

Axis 1: Country blocs

Geopolitical (East-West) Regional (based on free trade areas)
Flexible Range mRigid Flexible Range mRigid
15 15
—
5 5
e
e s
© 15 15 —
g
3} 25 25
Q | ]
35 35
" 4 —
GNE cPl Trade GNE cPl Trade
Axis 2:
Sectors Flexible Range ®Rigid Flexible Range M Rigid
15 15
5 5 —
(5] 5 5 —
B0
L 15 15
151
B
& 25 25 —
35 -35
-45 -45
GNE cPl Trade GNE cPl Trade

Sources: Baqaee and Farhi (2023), Foreign Policy Similarity database, authors” calculations
Notes: Non-linear impact simulated through 25 iterations of the log-linearized model. GNE = Gross National Expenditures. Trade effects are measured by
real imports. Results are reported in percentage deviation from steady state.
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Table 2: Estimates for the impact of trade decoupling

Geographies Scenario Impact
Rise in tariffs (25%), increased
OFCD (2020) ReliD subsidies (1% GDP), and halved trade Glﬂba;::ﬁ‘;g losses
o

elasticities

Real income losses from
2.5% (US) to 38%
(Luxembourg)

Eppinger et al. Global Closing of trade in intermediates
(2021) (barriers raised to infinity)

Real income losses of
1.5% in EU and of 4% in
BRIC

Felbermayr et al. . Doubling of non-tariff barriers to trade
021;2023) [ between blocs

China vs. groups of Rise in tariffs by 5% to 30%
Bhie el PR countries (US, AE, (depending on group) and 10%
ASEAN, RoW) increase in transportation costs

GDP losses around 2% in
US and 6% in ASEAN

Suppression of US-China bilateral

{0l e | USA s, China trade - substituted by domestic or Real GDP losses around

. . 2.5% in US and China
foreign suppliers)
Campos et al. g::}zﬁs: S\Faj;t s Rise of aggregate trade costs back to Global income losses
(2023) -led), " historical highs (since 1945) around 1.5%

led) and neutral

- . oy -
Rise in tariffs (25%), increased Global income losses

Chepeliev et al.

o o
(2022) Global substd'u?s (1% GDP), and halved trade around 2%
____________________________ lastictties
Two geopolitical blocs: . . .
Goes and East (China-led) and Increase of 150% in non-tariff trade Global income losses
Bekkers (2022) -led) costs around 5%

West (US-led)
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Table 3: Scenario matrix

Axis 1: Country blocs
Geopolitical (East-West) Regional (By regional FTA)

Generalised
Axis 2:

Sectors

Strategic

AR TT B H I £ 1 5 ) R B G 5 AT PR N, RE AR AR S SR A
B — AN EZGRER Y — 5010 2 R R L DL B R E (RIS KA 77 i
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ERAEMNTHAAR: () 5EANRARKZERER, UL G 255
I (R 3D o WEBE—AYERE, FRAHE 1 AR S A 1) Hh & G
JBLEE DA @ T AN ) X 455 1 EH 57 5 X1 6 5K 2 T () DX 3 i ) o 17 S PR 1 9
S B AR RFRSCRE” % (Yellen, 2022) o AR 14 7 I A2 B AT T
W E BRI OB AR (Nye, 2020) , FF B T RZHOCER (Tt 7t s =, 4
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HLP 57 PR 1) 435 e D S5 A AR B 7 SR ART R B PR DX A0 i it 281 g U 0o 52 AR I H 57
Gy (40 2022 4 8 Hiasid 3k E (CHIPS FIERM#EESR) D .
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Vi R MRS E L N KRR PR . FRATIET JEOCEIEE L2 (UKL B R
A WA S BRI R 5y A ity , XA T i i i e F5 e 1 75 =% (an
ERL B ORI o HbAh, FEIXPR S AE G PR A 2 18] R 43 Hh ) 72 i TR
R B, VKSR 5 AR B3 IR 150%, 5 STk A 2R AL #E (Goes and
Bekkers, 2022; Bachmann et al., 2022) .
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Figure 1. Country blocs

(Mechanical allocation to blocs based on UN voting similarity or on regional FTAs)
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Source: Foreign Policy Similarity database of Hage (2017)

Notes: Countries are allocated mechanically to a geopolitical bloc based on the similarity of their voting at the UN General Assembly with China and
the US. Africa, Middle East, Ukraine, New Zealand, Israel, and Moldova belong to the "Rest of the World" aggregate in the ADB MRIO tables and
are therefore allocated collectively.
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XA B 1 ] T SCHR r Rl S0 AR 1) v B AN E 1k

IR R 2 BOCIRER Oy 7 2 il I 2 ), (R NI i B I Sh L2 2 B B R
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Atalay (2017) " 10% BARMIfETIER . ENIPEREF, SBERZE SR
VR4S Bachmann 28 A (2022 4E) H ™M1 SR vEE .
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Table 4: Elasticities of substitution

Flexible Rigid
0.2 0.1
0.9 0.9
0.5 0.2
1.0 0.5

See Baqaee and Farhi (2023)
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Figure 2. Welfare (GNE) effects from decoupling

(% deviation from steady state)

a) Global losses — alternative scenarios b) Losses by country — central scenario
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Sources: Bagaee and Farhi (2023), Foreign Policy Similarity database, authors’ calculations
Notes: Non-linear impact sinmulated through 25 tterations of the log-linearized model. Panel b) refers to the cemtral scenario of an East-West geopolitical
divide across all 30 sectors.
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Figure 3. Decomposition of welfare (GNE) effects in the central scenario

(p-p-, contributions to deviation from steady state)

a) West b) East
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Sources: Baqaee and Farhi (2023), Foreign Policy Similarity database, authors’ calculations
Notes: Non-linear impact simulated through 25 iterations of the log-linearized model. Results refer to the central scenario of an East-West geopolitical
divide across all 30 sectors, simulated with the flexible setup.
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Figure 4. Consumer prices effects from decoupling

(% deviation from steady state)

a) Global - alternative scenarios b) By country — central scenario
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Sources: Baqaee and Farhi (2023), Foreign Policy Similarity database, authors’ calculations
Notes: Non-linear impact simulated through 25 iterations of the log-linearized model. Panel b) refers to the central scenario of an East-West geopolitical
divide across all 30 sectors.
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Figure 5. Decomposition of consumer prices effects in the central scenario

(p-p-, contributions to deviation from steady state)

a) West b) East
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Sources: Bagace and Farhi (2023), Foreign Policy Similarity database, authors’ calculations
Notes: Non-linear impact simulated through 25 iterations of the log-linearized model. Results refer to the central scenario of an East-West geopolitical
divide across all 30 sectors, simulated with the flexible setup.
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Figure 6. Wage differentials in the central scenario

(p-p- deviation from steady state, relative to medium-skilled labour)
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Sources: Bagaece and Farhi (2023), Foreign Policy Similarity database, authors’
calculations

Notes: Non-linear impact simulated through 25 iterations of the log-linearized model.
Results refer to the central scenario of an East-West geopolitical divide across all 30
sectors, simulated with the flexible setup.
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Figure 7. Sectoral producer prices effects in the
central scenario

(x-axis: % deviation from steady state; y-axis: share of imports in

total inputs)
+ Manufacturing + Services + Other
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Sources: Baqaee and Farhi (2023), Foreign Policy Similarity database, authors’
calculations

Notes: Non-linear impact simulated through 25 iterations of the log-linearized model.
Results refer to the central scenario of an East-West geopolitical divide across all 30
sectors, simulated with the flexible setup.
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Figure 8. Real import losses from decoupling

(% deviation from steady state)

a) Global — alternative scenario b) By type of products — central scenario
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Sources: Bagaee and Farhi (2023), Foreign Policy Similarity database, authors’ calculations
Notes: Non-linear impact simulated through 25 iterations of the log-linearized model. Panel b) refers to the central scenario of an East-West geopolitical
divide across all 30 sectors.
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Figure 9. Sourcing of intermediate inputs
(world) in the central scenario

(p-p., market share)
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Sources: Baqaee and Farhi (2023), Foreign Policy Similarity database, authors’
calculations

Notes: Non-linear impact simulated through 25 iterations of the log-linearized
model. Results refer to the central scenario of an East-West geopolitical divide across
all 30 sectors, simulated with the flexible setup.
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Figure 10. Welfare losses in alternative scenario designs

(% deviation from steady state)

a) Country allocation for key countries b) Magnitude of iceberg trade cost shock
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Sources: Bagaee and Farhi (2023), Foreign Policy Similarity database, authors’ calculations
Notes: Non-linear impact simulated through 25 iterations of the log-linearized model. Results refer to the central scenario of an East-West geopolitical

divide across all 30 sectors.
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