
 

Executive Summary: Global Demand and Supply 
Elasticities & The Impact of Tariff Shocks 

 

In an era of increasing globalization and complex supply chain interdependencies, 

understanding how economies respond to external shocks is critical for effective 

policymaking. This research evaluates global demand and supply elasticities, providing 

insights into the strengths and susceptibilities of national economies during trade 

disruptions. By leveraging the Asian Development Bank’s Multi-Region Input-Output (MRIO) 

dataset, covering 62 countries and 35 sectors, and applying the Quadratic Almost Ideal 

Demand System (QUAIDS) model, the research captures nuanced non-linear responses to 

income and price fluctuations in both domestic and foreign markets. 

 

One of the central findings of this study is the increasing global reliance on foreign intermediate 

and final goods. Over time, economies have deepened their integration into global value chains, 

resulting in a greater dependence on imported inputs that often lack viable domestic substitutes. 

This structural change has made many countries particularly vulnerable to price shocks, such as 

those triggered by tariffs or supply chain disruptions. The analysis reveals that while demand for 

goods is generally more sensitive to changes in income, especially for domestically produced 

goods, supply tends to react more sharply to price variations. This is especially evident in key 

sectors such as Manufacturing, Construction and Agriculture, where producers adjust output 

more readily in response to market signals. On the contrary, foreign goods demonstrate weaker 

demand responsiveness, but are highly susceptible to price volatility, indicating potential risks 

for economies with a heavy import reliance. 

 

The study also simulates the economic impact of recent tariff measures, focusing on the blanket 

tariffs imposed by the United States in April 2025 and the subsequent counter-tariffs introduced 

by major trading partners. The findings show that the global economy faces an estimated welfare 

loss of approximately 1.3% due to these trade tensions.  European countries show a large 

variation in responses to tariffs. While Austria, Italy, France, and Germany are relatively better 

sheltered, other countries like Norway, Netherlands, or Denmark are much more exposed due to 

a higher trade dependence with the USA. Similarly, other countries with very high US trade 

dependence, such as Canada and Mexico, are disproportionately affected with welfare losses 

exceeding 5%. Smaller and developing nations, particularly in Asia, also experience notable 

welfare declines, mostly driven by their limited ability to pivot away from expensive imports. 



 

 

Interestingly, while sanctioning countries aimed to mitigate the impact through counter-tariffs, 

these measures can result in self-inflicted economic harm, with revenue losses that can range 

from 0.5% to 5% especially if the US is a major export destination. The United States, by contrast, 

endures minimal welfare loss based on elasticity estimates due to two reasons. First, US has a 

relatively small share of imports in total demand. Therefore, even though import prices do 

increase, the change in welfare is relatively small especially if combined with rebalancing of the 

demand portfolio towards domestic sectors. Second, countries that do impose counter tariffs on 

US are also highly dependent on exports to the US. Therefore, even though the US endures a 

welfare loss from tariffs, it is still comparatively smaller than of the countries sanctioning the US.  

 

As a caveat, while the elasticities show demand and supply response propensities to shocks, the 

negative impact of tariffs can still play out indirectly through input-output linkages and demand-

side income losses that are currently not evaluated in the study. 

 

This study has three key messages for policymakers:  

 

• Given global uncertainties, countries need to build economic resilience by diversifying 

both supply chains and export markets. Strengthening domestic production capabilities, 

especially of key intermediate goods, can reduce exposure to external shocks and help 

enhance national economic security. Additionally, trade policy should prioritize the 

development of strategic partnerships that balance openness with safeguards against 

overdependence on any single trading partner or region. 

• Countries should integrate elasticity monitoring into economic planning and risk 

assessment frameworks. Regular analysis of demand and supply elasticities can serve 

as an early warning system, allowing policymakers to anticipate how future trade shocks, 

whether driven by tariffs, geopolitical tensions, or global crises, could impact domestic 

welfare and production capacity. This forward-looking approach can inform the design of 

adaptive policies that mitigate negative outcomes before they materialize. 

• Lastly, while retaliatory tariffs may serve short-term political or strategic objectives, this 

study underscores their potential to undermine long-term economic stability. 

Policymakers should exercise caution when engaging in tariff escalations, recognizing 

that such measures often result in mutual losses rather than meaningful leverage. 

 


