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In this article, Aaron Friedberg considers the ways in which the

intensifying rivalry between the United States and China may influence,

and be influenced by, the evolving structure of the international economy.

After reviewing the evolution of the international economy over the last

two centuries, he looks at five possible scenarios for the how the global

economy might continue to evolve.

ince the end of the Cold War, political,
business, and opinion leaders in the
advanced industrial democracies have
tended to accept as an article of faith
that expanding cross-border flows of goods, cap-
ital, information, ideas, and people are inevita-
ble, irreversible, and, for the most part, positive
developments. It has been widely believed that
globalization, the ever-closer integration of the
world’s economies and societies, would lead to im-
provements in efficiency, rising levels of income
and well-being in all nations, and a narrowing of
the gap in living standards between rich and poor
countries. These tendencies, in turn, would pro-
mote cross-cultural understanding, encourage the
spread of liberal democratic norms and institu-
tions, and enhance the prospects for international
cooperation and peace. Even if these broader polit-
ical benefits were not immediately forthcoming, it
has still generally been assumed that the process
of globalization would continue, driven forward by
technological progress, market forces, the pursuit
of profits, and the relentless logic of competition.'
In the last several years, a number of develop-
ments have begun to call these assumptions into
question. First, the rise in nationalist, populist, an-
ti-immigration, and protectionist sentiments in a
number of advanced industrial nations have raised
doubts about the durability of popular support for

continued economic and societal openness.? The
recent COVID-19 pandemic has also served to high-
light the risks of relying on complex, widely dis-
persed production networks that may be efficient
in normal times but could prove fragile in the face
of natural disasters or disruptive political events.®
Finally and, for our purposes, most important, the
growing friction between the United States and
China over trade, investment, and technology, and
their intensifying military, diplomatic, and ideolog-
ical rivalries have raised the prospect of “decou-
pling” between the world’s two biggest economies.*
After decades spent promoting engagement with
China, U.S. policymakers have begun to question
its net effects on the nation’s long-term welfare and
security.’ Concerns about the potentially harmful
impact of China’s economic policies, its repressive
political system, and its increasingly aggressive ex-
ternal behavior are also causing a reexamination of
existing ties in other advanced industrial democra-
cies, both in Europe and Asia.®

These developments serve as a reminder that,
while economic and technological factors are im-
portant, politics will ultimately play the decisive
role in determining the future of globalization. With
that insight in mind, the purpose of this article is to
consider the ways in which the intensifying rivalry
between the United States and China may influ-
ence, and be influenced by, the evolving structure

1 For a summary of what they term the "establishment narrative" regarding the virtues of globalization, see Anthea Roberts and Nicolas Lamp,
Six Faces of Globalization: Who Wins, Who Loses, and Why It Matters (Cambridge: Harvard University Press, 2021), 35-54.

2 For an overview, see Harold James, "Deglobalization as a Global Challenge," Centre for International Governance Innovation, CIGI Papers No.
135, June 2017, https://www.cigionline.org/static/documents/documents/Paper%20no.135WEB_1.pdf.

3 On the impact of the pandemic, see Harold James, "A Pandemic of Deglobalization?" Project Syndicate, Feb. 28, 2020, https://www.proj-
ect-syndicate.org/commentary/covid-19-deglobalization-pandemic-by-harold-james-2020-02?barrier=accesspaylog; Shawn Donnan, "Globalization
Faces a Bend-But-Won't-Break Crisis on Coronavirus," Bloomberg, March 6, 2020, https://www.bloomberg.com/news/articles/2020-03-06/global-
ization-faces-a-bend-but-won-t-break-crisis-on-coronavirus; Henry Farrell and Abraham Newman, "Will the Coronavirus End Globalization as We
Know [t? The Pandemic Is Exposing Market Vulnerabilities No One Knew Existed," Foreign Affairs, March 16, 2020, https://www.foreignaffairs.com/
articles/2020-03-16/will-coronavirus-end-globalization-we-know-it; and Richard Fontaine, "Globalization Will Look Very Different After the Corona-
virus Pandemic," Foreign Policy, April 17, 2020, https://foreignpolicy.com/2020/04/17/globalization-trade-war-after-coronavirus-pandemic/.

4 Finbarr Bermingham, "US-China Feud Is Accelerating the Biggest Shift in Trade Since the Cold War, Away from Globalization," South China Morn-
ing Post, July 6, 2019, https://www.scmp.com/economy/china-economy/article/3017358/us-china-trade-war-accelerating-biggest-shift-trade-cold-war.

5  For background, see Charles W. Boustany Jr. and Aaron L. Friedberg, Answering China's Economic Challenge: Preserving Power, Enhancing
Prosperity, National Bureau of Asian Research, NBR Special Report #76 (February 2019), https://www.nbr.org/wp-content/uploads/pdfs/publica-

tions/special_report_76_answering_chinas_economic_challenge.pdf.

6 Regarding European reactions, see Andrew Small, "The Meaning of Systemic Rivalry: Europe and China Beyond the Pandemic," European Coun-
cil on Foreign Relations, May 2020, https://www.ecfr.eu/page/-/the_meaning_of_systemic_rivalry_europe_and_china_beyond_the_pandemic.pdf.
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of the international economy. I begin with an over-
view of the academic literature on the question
of the interrelationship between the distribution
of power within an international system and the
pattern of economic relations among its members.
This is followed by a discussion of the evolution of
the international economy over the last two centu-
ries, a period that encompasses what can best be
described as two and a half eras of globalization.

In closing, I examine five alternative scenarios
for the evolution of the global economy, offering
a judgment about the probability of each occur-
ring, as well as an assessment of its implications
for American power and prosperity. In brief, I ar-
gue that, although the post-Cold War era of U.S.-
led globalization is coming to a close, and previous
trends toward increasing integration (“Reglobaliza-
tion”) are unlikely to reassert themselves, neither
the total collapse of the world economy (“Deglo-
balization”) nor the creation of a new, Chinese-led
global system (“Globalization 3.0”) is probable, at
least for the foreseeable future. What seems more
likely is the emergence of partially closed trading
blocs organized either geographically (“Regional
blocs”) or around shared strategic interests and
common political values (“Value-based blocs” or
“Globalization 2.5”). Of these two possibilities, the
last is clearly the most desirable from an American
perspective. Abandoning the dream of a fully in-
tegrated world economy, the object of U.S. policy
should therefore be to reconstruct a partial liberal
trading system, much like the one put in place dur-
ing the early years of the Cold War.

Geopolitical Hegemony
and Economic Openness

The interplay between politics and economics in
international relations is elegantly and succinctly
summarized by the late Princeton political scien-
tist Robert Gilpin in his 1975 book U.S. Power and
the Multinational Corporation:

The relationship between economics and
politics ... . is reciprocal. On the one hand,
politics largely determines the framework of
economic activity ... . On the other hand, the
economic process itself tends to redistrib-
ute power and wealth ... . This in turn leads

to a transformation of the political system,
thereby giving rise to a new structure of eco-
nomic relationships. Thus, the dynamics of
international relations in the modern world
is largely a function of the reciprocal interac-
tion of economics and politics.’

Here and in later work, Gilpin elaborated on the
idea that the structures of the international politi-
cal and economic systems were linked and, specifi-
cally, that a world in which power was heavily con-
centrated in a single state was more likely to give
rise to an open and thus highly integrated global
economy than a world in which capabilities were
more evenly distributed.

Speculation along these lines grew out of an obser-
vation by economic historian Charles Kindleberger.
In his classic 1973 study The World in Depression,
1929-1939, Kindleberger concluded that world trade
collapsed and the international economic system
unraveled in 1929 because Britain was unable to take
the steps that might have stabilized it (including
keeping its domestic market open to imports and
continuing to lend money overseas), and the United
States was unwilling to do so. “The world econo-
my was unstable,” Kindleberger concluded, “unless
some country stabilized it.”®

Gilpin and other political scientists sought to
generalize this insight, developing it into what
came to be referred to as the “theory of hegemon-
ic stability.”’ In this view, a hegemon, defined as
a state with a disproportionately large portion of
the total wealth and power in a given international
system, is necessary in order to establish an open
global economy and to manage it under normal cir-
cumstances, as well as to step in to stabilize it dur-
ing periods of unusual stress. The hegemon favors
openness in large measure because it expects to
benefit from it. The size and relative technological
sophistication of its industries makes their prod-
ucts highly competitive in both foreign and do-
mestic markets. As a result, the hegemon has little
to fear from opening its own economy to imports
and much to gain from persuading (or compelling)
other countries to open theirs. Access to compar-
atively inexpensive food, raw materials, and other
imported goods will help to raise the standard of
living of its domestic consumers while enabling
manufacturers to keep their costs down. Possessed
of a large pool of capital and a sophisticated finan-

7 Robert Gilpin, U.S. Power and the Multinational Corporation: The Political Economy of Foreign Direct Investment (New York: Basic Books, 1975), 21-22.
8  Charles P. Kindleberger, The World in Depression, 1929-1939 (Berkeley: University of California Press, 2013), 292.

9 On the origins of the term and some of the debates surrounding it, see Robert O. Keohane, "Problematic Lucidity: Stephen Krasner's 'State
Power and the Structure of International Trade," World Politics 50, no. 1 (October 1997): 150-70, https://www.jstor.org/stable/25054030.
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cial system, the hegemon will also be eager for new
opportunities for overseas investment.'

While a hegemonic power may be able, for some
time, to enjoy its dominance over the open system
it has created, it cannot expect to do so forever. In-
deed, the natural workings of an open international
economy tend to erode the political foundations on
which it was built. As Gilpin explains:

In time the diffusion of industry and tech-
nology undermines the position of the dom-
inant power ... . Through the spread of tech-
nology and know-how, the industrial leader,
over a period of time, loses more and more
of its comparative advantages relative to
its rising competitors. As a result, a gradu-
al shift takes place in the locus of industrial
and other economic activities from the core
to the periphery of the international econo-
my ... . The consequence of this tendency is
a gradual redistribution of wealth and power
within the international system."

A change in the distribution of wealth and pow-
er, in turn, will give rise eventually to shifts in the
structure and functioning of the global economy.
Unless another hegemon emerges with the power
to preserve openness, the system will tend to be-
come more closed as states pursue more narrowly
nationalistic policies, imposing tariffs, limiting for-
eign investment, and restricting the export of tech-
nology to try to gain or maintain advantage over
one another.

This basic framework has been debated and
amended in a variety of ways, several of which are
of particular relevance here. First, as some schol-
ars have pointed out, the policies that a hegemon
pursues may be a function not only of its relative
power but of the character and functioning of its
domestic political system. Over the course of the
last 200 years, the international order has been
strongly shaped by two dominant powers, both
of which happened to be committed to the princi-
ples of economic liberalism. The leaders of Britain

and then the United States favored an open glob-
al economy because they assessed that it served
their material interests, but also because they be-
lieved that private property and freely functioning
markets were the best way of organizing economic
activity and that free trade among nations would
be conducive to international peace. Not all hegem-
ons will share these liberal beliefs, however, and
while some illiberal hegemons might still prefer
openness, other outcomes are more probable.”? As
Gilpin notes, “Hegemony without a liberal commit-
ment to the market economy is more likely to lead
to imperial systems and the imposition of political
and economic restrictions on lesser powers.”

Modern nations are not unitary actors but in-
stead are made up of a variety of societal groups.
Because the particular interests of these groups
do not coincide perfectly, the international pol-
icies that states actually pursue will be shaped
by bargaining and contention among them, rath-
er than solely (or even primarily) by a common,
convergent conception of the national interest. De-
pending on their relative strength, the pulling and
hauling among these groups may produce policies
that deviate significantly from the predictions of
hegemonic stability theory. Thus, if influential eco-
nomic actors come to believe that they no longer
benefit from openness, they may be able to lobby
successfully for at least a partial shift away from it,
even if their country remains a hegemon by some
aggregate measures of national power. Converse-
ly, powerful interest groups that benefit from the
status quo may be able to preserve openness, even
after their country has lost some of its previous ad-
vantages, and even if a posture of continued open-
ness arguably no longer serves the interests of the
nation as a whole."

A related set of questions has to do with the
underlying causes and presumed inevitability of
hegemonic decline. Gilpin describes the spread of
technology and the diffusion of industrial capaci-
ty and economic power as essentially unstoppable
natural processes and, in the long sweep of history,
this does appear to be the case. Yet, here too the

10  For an elaboration of these arguments that focuses on what the author describes as "potential economic power," measured by the hege-
mon's per capital income and aggregate size, as compared to those of other economies, as well as its shares of world trade and investment, see
Stephen D. Krasner, "State Power and the Structure of International Trade," World Politics 28, no. 3 (April 1976): 317-47, https://www.jstor.org/

stable/2009974.
1 Gilpin, U.S. Power and the Multinational Corporation, 42 and 44.

12 Thus, although the Mongols were anything but liberal, they did support an open trading system of sorts. As a recent history of the global
economy points out: "periods of sustained expansion in world trade have tended to coincide with the infrastructure of law and order necessary to
keep trade routes open being provided by a dominant 'hegemon' or imperial power, as in the cases of the Pax Mongolica and Pax Britannica." Ronald
Findlay and Kevin H. O'Rourke, Power and Plenty: Trade, War, and the World Economy in the Second Millennium (Princeton, NJ: Princeton University

Press, 2007), 540.

13 Robert Gilpin, The Political Economy of International Relations (Princeton, NJ: Princeton University Press, 1987), 72.

14 The role of domestic interest groups in shaping both British and American policy during their periods of rise and relative decline features
prominently in Jeffry A. Frieden, Global Capitalism: Its Fall and Rise in the Twentieth Century (New York: WW. Norton, 2006).
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character of the hegemon’s domestic regime can
make a difference. A liberal hegemon, committed
to openness for reasons of principle, may be re-
luctant to take steps to slow the process of diffu-
sion by strictly regulating flows of goods, capital,
people, and information between its economy and
society and those of potential competitors. Ideol-
ogy aside, if restrictive policies run counter to the
interests of powerful groups, it may be difficult for
the government of a liberal democracy to imple-
ment them effectively, despite the fact that there
may be sound arguments for doing so on strategic
or national interest grounds.

Hegemons with different social and political
structures, or at different stages in their develop-
ment, may also have varying capacities for sus-
taining their own growth and prolonging their
dominance. Societies in which public and private
consumption crowds out investment will have few-
er resources with which to promote innovation,
and those in which an accretion of interest groups
locks in existing policies will become less flexible
and less capable of adaptation. Similarly, a hegem-
onic power that has taken on an array of costly
external commitments may find it difficult to re-
calibrate its strategy, redirecting scarce resources
toward domestic renewal.”®

Of the various issues surrounding hegemonic sta-
bility theory, none has received more attention than
the question of whether, in fact, a preponderant
power is essential to the maintenance, as opposed
to the creation, of an open international economy.
Although the theory’s broad outlines are still widely
accepted, since its earliest articulations this claim
in particular has been called into question. In an
influential 1982 essay, John Gerard Ruggie asserted
that continued openness was possible, even in the
absence of a hegemon, provided that there was “a
congruence of social purpose,” or a convergence on
liberal economic principles, among the leading pow-
ers.”® In a similar vein, Robert Keohane argued that,
by enabling cooperation, international institutions
could help to keep an open economic system func-
tioning even “after hegemony,” in other words, after
what was expected in the early 1980s to be a con-
tinuing relative decline in American power. At least

insofar as the institutions of international economic
coordination were concerned, Keohane, like Ruggie,
assumed that the participating states would share
a broadly similar ideology. Writing in 1984, he an-
ticipated that “the common interests of the leading
capitalist states, bolstered by the effects of existing
international regimes [i.e., institutions] ... are strong
enough to make sustained cooperation possible,
though not inevitable””

A Brief History of Globalization

Since the start of the industrial age, changes in
technology have progressively lowered the costs
of communication and transportation, easing
cross-border flows of trade and investment and
clearing the way for greater economic integration.
Growth and development have shifted the balance
of political power among different industries, in-
terest groups, and social classes within nations,
causing the formation and dissolution of coalitions
that support (and oppose) greater openness. And,
over time, differential growth rates have progres-
sively altered the distribution of wealth, and thus
of potential power, among nations. Far from being
smooth and gradual, however, the transition from
one global economic order to the next has, thus far,
always been punctuated by dramatic, discontinu-
ous geopolitical events; in particular, by the begin-
ning and end of wars, both hot and cold.

The last 200 years have seen two eras of full
globalization, periods in which virtually the entire
planet was integrated into a single economic unit.
The first, sometimes referred to as “Globalization
1.0,” began during the opening decades of the 19th
century, in the aftermath of the Napoleonic Wars,
and was brought to a sudden, catastrophic conclu-
sion by the outbreak of World War I. The second
— “Globalization 2.0” — which may now be draw-
ing to a close, dates its origin to the collapse of the
Soviet Union and the end of the Cold War.

The interval between these two eras can itself
be divided into two distinct periods. Between 1914
and 1945, the global economy fragmented and, for a
time, nearly collapsed. By contrast, from the end of

15 These issues are discussed in Robert Gilpin, War and Change in World Politics (New York: Cambridge University Press, 1981), 156-85. The
idea that "imperial overextension" is responsible for relative decline is the thesis of Paul Kennedy, The Rise and Fall of the Great Powers (New York:

Random House, 1987).

16 John Gerard Ruggie, "International Regimes, Transactions, and Change: Embedded Liberalism in the Postwar Economic Order," International
Organization 36, no. 2 (Spring 1982): 384, https://www.jstor.org/stable/2706527.

17 Robert O. Keohane, After Hegemony: Cooperation and Discord in the World Political Economy (Princeton, NJ: Princeton University Press,
1984), 43. Others argued that openness depended, not on the coercive power of the hegemon, but on bargains and compromises with other

countries which required the leading state to bear a disproportionate portion of the costs of preserving it. “[T]he hegemon's decline makes it more
difficult for it to continue paying the price of asymmetric openness. Closure comes when the hegemon, which will no longer bear the costs, defects
because others refuse to redistribute the costs." Arthur A. Stein, "The Hegemon's Dilemma: Great Britain, the United States, and the International
Economic Order," International Organization 38, no. 2 (Spring 1984): 386, https://www.jstor.org/stable/2706445.
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World War II to the close of the Cold War, the Unit-
ed States led the way in creating a highly integrated
economic system that eventually included all of the
advanced industrial nations of Western Europe,
the Western Hemisphere, and East Asia. This was
a limited or partial open system, dominated by an
American hegemon, from which the communist
powers of continental Eurasia were largely exclud-
ed and from which, for the most part, they exclud-
ed themselves. The Cold War years comprise a pe-
riod of “partial globalization” — “Globalization 1.5.”

Globalization 1.0, 1815-1914

Britain’s victory over France in 1815 destroyed its
main maritime competitor and ushered in over half
a century during which the Royal Navy enjoyed vir-
tually unchallenged command of the seas. As Paul
Kennedy writes, “If there was any period in history
when Britannia could have been said to have ruled
the waves ... it was the sixty or so years following
the final defeat of Napoleon.”"®

While the British now had the means with which
to build and defend an open international trad-
ing system, they did not move immediately to do
so. This shift was driven instead by the onset of
the Industrial Revolution and the changes that it
wrought in the nation’s political economy. The rise
of a new urban middle class engaged in manufac-
turing and finance was accompanied by the spread
of liberal ideas about the virtues of free trade and
the evils of mercantilism, the gradual democratiza-
tion of British politics, and a dilution in the author-
ity of the landed aristocracy. These trends, in turn,
combined eventually to produce major alterations
in tax and commercial policy. The abandonment of
tariffs on agricultural goods (the so-called “Corn
Laws,” repealed in 1846) and of regulations govern-
ing shipping and trade with Britain’s colonies and
other countries (the Navigation Acts, repealed in
18409) signaled the start of the nation’s enthusiastic
embrace of a policy of free trade.”

British industrialists wanted cheap imports of
raw materials and food to help to hold down wages
and production costs, and they were also increas-

ingly eager to gain access to overseas markets for
their manufactured goods. To this end, the British
government sought to persuade its foreign coun-
terparts that they, too, should lower their barriers
to trade. In response to varying combinations of
pressure, proselytizing, negotiation, and the power
of England’s successful example, many did so, at
least for a time.? Britain, a liberal hegemon, creat-
ed a liberal international economic order.

The same technological innovations that helped
to transform Britain into the “workshop of the
world” also propelled revolutionary changes in
transportation and communications. The substi-
tution of steam power for sails reduced the time
and cut the cost of moving large cargos across the
world’s oceans, while the development of the loco-
motive and the extension of rail lines across Eu-
rope and North America had a similar impact on
land.?’ The combination of railways and steamships
made possible massive shipments of grain and oth-
er bulk goods from the heartlands of the two conti-
nents to virtually any place on earth, causing prices
to converge and creating, for the first time, a single
global market for many commodities.?” The inven-
tion of the telegraph and the laying of transoceanic
cables slashed the time it took to deliver messages
from weeks or months to hours, greatly facilitating
trade and enabling the increased integration of fi-
nancial markets. Last, but not least, starting in the
1870s, most industrializing nations followed Brit-
ain’s lead in pegging the value of their currencies
to gold. As economic historian Barry Eichengreen
explains, “Industrialization rendered the one coun-
try already on gold, Great Britain, the world’s lead-
ing economic power and the main source of foreign
finance. This encouraged other countries seeking
to trade with and import capital from Britain to fol-
low its example.”” The near universal adoption of
the gold standard meant that most nations shared
what was, in effect, a single currency, further eas-
ing flows of trade and investment and knitting to-
gether the disparate parts of a global economy.

The trend toward globalization did not go un-
challenged. In the last decades of the 19th century,
some of the continental European powers raised

18 Paul M. Kennedy, The Rise and Fall of British Naval Mastery (London: Allen Lane, 1976), 149.

19 These developments are discussed in Frieden, Global Capitalism, 2-6 and Patrick K. O'Brien and Geoffrey Allen Pigman, "Free Trade, British
Hegemony and the International Economic Order in the Nineteenth Century," Review of International Studies 18, no. 2 (April 1992): 89113, https://
www.jstor.org/stable/20097288. See also J.H. Clapham, "The Last Years of the Navigation Acts," The English Historical Review 25, no. 99 (1910):

480-501, https://www.jstor.org/stable/549885.

20  Regarding the role of negotiations, and British concessions, in encouraging other nations to lower trade barriers, see Stein, "The Hegemon's

Dilemma."

21 By 1900, the cost of land transportation had fallen by more than four-fifths, while transport by sea fell by more than two-thirds. Frieden,

Global Capitalism, 5.
22 Findlay and H. O'Rourke, Power and Plenty, 402-08.

23 Barry Eichengreen, Globalizing Capital: A History of the International Monetary System (Princeton, NJ: Princeton University Press, 2019), 16.
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Figure 1. Value of Merchandise Exports as Share of Global GDP, 1827-2014°
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import barriers to protect their landed interests
against an influx of cheap grain from Russia and
the Western Hemisphere.?* As they raced to catch
up, newly industrializing nations like Japan, Ger-
many, and the United States also imposed tariffs on
manufactured imports, especially those from Brit-
ain, even as they continued to benefit from access
to its markets, capital, and technology.” In part as
a direct result of Britain’s own policy of openness,
countries that had once been her best customers
were “transformed into ... her chief competitors.
They invaded not only third markets but the Brit-
ish market as well.”*

At the turn of the century, as the foundations of
the system it helped to create began to erode, even
the British government contemplated responding
in kind, using the threat of retaliatory tariffs to force
foreign competitors to open their markets, or imi-

tating them by walling off colonial markets behind
protective barriers to ensure continuing demand
for domestic goods. In the end, however, Britain
held firm to its commitment to free trade, a tribute
to the enduring appeal of liberal ideology but also
to the growing political influence of a financial sec-
tor that had come to rely on profits earned from in-
vesting overseas rather than in domestic industry
and infrastructure.?” Britain’s continued adherence
to free trade helped to prevent a downward spiral
into protectionism. As a result, as Jeffry Frieden
concludes, “while infant industry protection was
common in the decades before World War One,
it did not fundamentally interfere with the overall
openness of the international economy.”?
Openness enabled an expansion in flows of goods
and capital and a dramatic acceleration of global
growth. Between 1855 and 1913, aggregate world

24 Findlay and H. O'Rourke, Power and Plenty, 395-402.

25  The intellectual underpinnings for various defensive responses to British economic and technological dominance are described in Eric Hellein-
er, The Neomercantilists: A Global Intellectual History (Ithaca, NY: Cornell University Press, 2021).

26 Gilpin, U.S. Power and the Multinational Corporation, 88.

27  Between 1870 and 1913, Britain's foreign direct investment grew by 250 percent and absorbed over half of its total savings and somewhere
between 4 and 9 percent of net national income. On the economic impact of these developments, see Gilpin, U.S. Power and the Multinational Cor-
poration, 85-98. Regarding the turn of the century debate over protectionism, see Aaron L. Friedberg, The Weary Titan: Britain and the Experience
of Relative Decline, 1895-1905 (Princeton, NJ: Princeton University Press, 1988), 21-88.

28 Frieden, Global Capitalism, 67.

29  "Value of exported goods as share of GDP, 1827 to 2014," Our World in Data, accessed Dec. 30, 2021, https://ourworldindata.org/grapher/

merchandise-exports-gdp-cepii.
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trade grew at 3.8 percent a year,*® and the value of
exports as a share of total global GDP rose from
under 5 percent in the 1840s to close to 15 percent
on the eve of World War 1.' Whereas per capita
incomes had grown by only 0.5 percent per year
during the half century from 1820 to 1870, between
1870 and 1914 they increased nearly three times as
fast, at an annual rate of 1.3 percent.*

While both Britain and its rapidly industrializing
competitors grew, they did not do so at an equal
pace. The result, as the 20th century began, was a
major shift in the global distribution of wealth and
potential power, with first the United States and
then Germany overtaking Britain in terms of to-
tal economic output and industrial capacity.®* The
second of these developments, the rise of Germa-
ny, helped to destabilize the international system,
polarizing Europe into opposing camps and lead-
ing eventually to the start of World War I. But the
first trend, the growth of American wealth and po-
tential power, ultimately enabled Britain and its
European allies to tip the balance and win the war
against Germany.*

Despite optimistic predictions by liberal evan-
gelists like Norman Angell, economic growth and
increasing integration not only failed to make war
impossible, but in certain respects they also con-
tributed to its outbreak. Rapid shifts in power were
a source of uncertainty and insecurity in all of the
major players in the European state system. De-
spite their close ties, friction over economic issues
was a factor in the growing estrangement between
Britain and Germany.*® Perhaps most important,
the expansion of trade and the increasing interna-
tional division of labor meant that many of the Eu-
ropean powers had grown heavily reliant on over-
seas sources of food and raw materials as well as

export markets for their goods. As war approached,
anxiety over possible disruptions in international
trade fueled naval buildups and a scramble for col-
onies, and these, in turn, led to further friction and
yet more tension. There was a growing recognition,
in the words of James Macdonald, that “industriali-
zation makes countries vulnerable even as it makes
them wealthy.” Although it did not reverse the larg-
er trend toward global integration, in the late 19th
and early 2oth centuries, “the common response to
dependence on trade was an attempt to reestablish
self-sufficiency by creating colonial empires that
would provide the materials and markets that were
lacking at home.”3

Globalization 1.5, 1945-1991

Trade collapsed during World War I and, despite
a partial recovery, it disintegrated again in 1929 with
the onset of the Great Depression. Ironically, ef-
forts to restore the gold standard, a cornerstone of
the prewar system, served to make matters worse,
inhibiting governments from expanding the mon-
ey supply or using deficit spending to revive eco-
nomic growth.” With London unable to lead and
Washington unwilling to do so, the global economy
crumbled as countries retreated either into autarky
or tightly closed blocs, the largest of which were
centered on Britain and Germany.*® By the late
1930s, trade’s share of global GDP had fallen back
to where it had been a century before, standing at
around 5 percent of total world output.*’

Where the first era of globalization emerged or-
ganically, the second period of partial globalization
was a product of deliberate design. Convinced that
trade was essential to restoring growth, and that
growth was the key to rebuilding stable demo-

30 Findlay and H. O'Rourke, Power and Plenty, 458.
31 See Figure 1.

32 Paul Collier and David Dollar, “The New Wave of Globalization and Its Economic Effects," in Globalization, Growth, and Poverty: Building an

Inclusive World Economy (Washington: World Bank, 2002), 25.

33 For various measures, see Kennedy, The Rise and Fall of the Great Powers, 300-02.
34 See Adam Tooze, The Deluge: The Great War, America and the Remaking of the Global Order, 1916-1931 (New York: Penguin, 2014), 3-30.
35  Paul M. Kennedy, The Rise of the Anglo-German Antagonism, 1860-1914 (London: George Allen and Unwin, 1982), 291-320.

36  James Macdonald, When Globalization Fails: The Rise and Fall of Pax Americana (New York: Farrar, Straus and Giroux, 2015), 4. These
concerns, and the tension between international economic integration and national security, persisted into the interwar period. Writing in the late
1930s, E.H. Carr observed that, thanks to falling transportation costs and mass production methods, "we live in a world where, for the first time

in history, it might from the standpoint of cost, be possible — and perhaps even desirable — to grow all the wheat consumed by the human race in
Canada, and all the wool in Australia, to manufacture all the motors cars in Detroit and all the cotton clothing in England or Japan." Whatever their
economic appeal, however, such arrangements would be "fantastic and ... unacceptable" from a political standpoint. Rather than accept the conse-
quences of an "absolute laissez-faire" policy, Carr concluded that states would naturally seek to enhance their security by engaging in the "artificial
promotion of some degree of autarky [or self-reliance]." E.H. Carr, The Twenty Years' Crisis, 1919-1939 (New York: Harper and Row, 1964), 121.

37  See Frieden, Global Capitalism, 173-94; and Karl Polanyi, The Great Transformation: The Political and Economic Origins of Our Time (Boston:

Beacon Press, 1944), 20-30.

38 See David S. Jacks and Dennis Novy, "Trade Blocs and Trade Wars During the Interwar Period," National Bureau of Economic Research, Work-

ing Paper 25830, May 2019, https://www.nber.org/papers/w25830.
39  See Figure 1.
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cratic societies, at the end of World War II British
and American policymakers (with the latter group
increasingly in the lead) set about to create new
mechanisms that could sustain an open interna-
tional economy. The simultaneous collapse of the
wartime alliance with the Soviet Union and the on-
set of the Cold War lent added urgency to these
efforts but also served to constrain their scope. In-
stead of trying to construct a fully integrated global
system, the architects of the postwar order focused
on a group of countries that initially included the
United States, its wartime allies, and its erstwhile
enemies in Western Europe and East Asia.

The “Western” or liberal democratic economic
order that began to be put into place at the end of
World War II evolved through two distinct phas-
es. At the start of the first phase, which ultimately
extended from 1945 to the early 1970s, the United
States enjoyed a margin of material advantage over
its allies and major trading partners that exceeded
even Britain’s at the peak of its supremacy during
the 19th century. With its homeland untouched and
most of the other industrial economies bankrupt
or in ruins, the United States accounted for rough-
ly half of total global output in the early postwar
years.*® In terms of raw economic capacity and mil-
itary capabilities, the Soviet Union may have been
the world’s other “superpower,” but within its own
sphere American hegemony was unchallenged.

The U.S. position of overwhelming preponder-
ance gave it leverage, but also enabled Washing-
ton to bear the costs and shoulder the burdens
of rebuilding a partial (as opposed to global) and
partially open trading system. American taxpayers
provided much of the capital needed to reconstruct
the devastated societies of Western Europe and
Northeast Asia. Putting aside early plans to have
the newly created International Monetary Fund
regulate exchange rates and maintain reserves,
Washington took on responsibility for managing a
new semi-flexible system in which the dollar was
tied firmly to gold, while other governments linked
their currencies to the dollar. These arrangements

gave others the option of making occasional ex-
change rate adjustments in order to manage their
national economies while restricting the ability of
the United States to do the same. As regards trade,
American policymakers had begun to take steps to
remove trade barriers during the 1930s and they
emerged from the war committed to shedding their
country’s history of protectionism, adopting poli-
cies more in keeping with its liberal ideology and
persuading others to follow suit. At least for a time,
however, Washington was willing to tolerate the
use of tariffs by its allies to enable them to rebuild
their domestic industries and repair their war-rav-
aged economies.”’

Undergirding all of the arrangements that made
up the so-called Bretton Woods system was the
perceived necessity of building a strong united
front to contain communist expansionism. Pros-
perous societies would be less susceptible to sub-
version and better able to expend the resources
needed to modernize their militaries and contrib-
ute to the common defense. Both in Europe and in
Asia, trade would also have the desirable effect of
easing tensions between former enemies, enhanc-
ing their willingness to cooperate with one another
and with the United States.

As during the first era of globalization, techno-
logical innovations, including satellites, jet aircraft,
and the humble but ingenious shipping container,
helped to further cut the costs and increase the
speed of transport and communication.*? Com-
pared to the 19th and early 2oth centuries, during
the first decades after the war these changes were
not as dramatic. The postwar push toward greater
economic integration, at least among the advanced
industrial nations, was thus “much more political
in origin,” driven less by new technology than by
the gradual but deliberate dismantlement of many
trade barriers.”® Successive rounds of negotiations
during the 1950s and 1960s under the auspices of
the General Agreement on Tariffs and Trade re-
sulted in a marked reduction in tariffs and an in-
crease in the ratio of trade to GDP in most rich

40 Kennedy, Rise and Fall of the Great Powers, 368-69.

41 On the scaling back of initial U.S. plans for an integrated global economy, see Stewart Patrick, The Best Laid Plans: The Origins of American
Multilateralism and the Dawn of the Cold War (Lanham, MD: Rowman and Littlefield, 2009), 231-66.

42 While the changes were not as dramatic as during the second half of the 19th century, between 1950 and the late 1970s, sea freight charges
did fall by one-third. Collier and Dollar, "The New Wave of Globalization and Its Economic Effects," 28. Air freight "did not really get going until the
mid-1980s." See Richard Baldwin, The Great Convergence: Information Technology and the New Globalization (Cambridge, MA: Harvard University
Press, 2016), 85. However, the cost of shipping a kilogram of cargo by air did drop by an order of magnitude between 1995 and 2005. David L.
Hummels and Georg Schaur, "Time as a Trade Barrier," American Economic Review 103, no. 7 (December 2013): 2935-59, https://www.jstor.org/
stable/42920676. Regarding containerization see Marc Levinson, The Box: How the Shipping Container Made the World Smaller and the World

Economy Bigger (Princeton, NJ: Princeton University Press, 2016).

43 Findlay and O'Rourke, Power and Plenty, 502. By one set of measures, by the late 1950s or early 1960s, most Western nations had reduced
tariff and non-tariff barriers sufficiently to be characterized as having an open economy. See the table in Jeffrey D. Sachs and Andrew Warner, Eco-
nomic Reform and the Process of Global Integration, Brookings Papers on Economic Activity (1995), 25, https://www.brookings.edu/wp-content/

uploads/1995/01/1995a_bpea_sachs_warner_aslund_fischer.pdf.
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Figure 2. Shares of global GDP, 1960-2020 (in US$)*
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countries.** Merchandise trade among the indus-
trial nations grew at an average of 8 percent per
year between 1950 and 1975, double the rate of GDP
growth during the same period.*® By the late 1970s,
global export-to-GDP ratios were finally back up to
15 percent, roughly where they had been in 1914.4

The Bretton Woods system was, by any stand-
ard, a remarkable success, fueling growth and
helping to unleash what has been described as a
“wave of ‘economic miracles’ across both Europe
and Asia.”’ During the 1950s and 1960s, Japan and
the nations of Western Europe were able to recov-
er, outstripping U.S. growth rates and narrowing
the gap between its GDP per capita and their own.
While the United States was still wealthier and had
a far larger economy than any of its allies, thanks
in large measure to the success of its polices, it was
no longer as dominant as it once had been. In 1960,
America still accounted for around 40 percent of
total world output. By 1975, its share had dropped
to 29 percent.*®

The relative decline of American hegemony set
the stage for the second phase of the Cold War era
of partial globalization. Unlike Britain, the Unit-
ed States did not actually lose its standing as the

world’s largest national economy during this period.
In contrast to the British case, however, pressure for
significant adjustments in the rules of the system
over which it presided came primarily not from oth-
er rising powers, but from the hegemon itself.

With the recovery of their European allies and
the remarkable rebirth of Japan as a major industri-
al and technological power, American policymakers
became less willing to bear what many had come
to regard as a disproportionate share of the costs
of maintaining an open Western trading system. In
the late 1960s and early 1970s, increasing inflation
due to the combined costs of the Vietnam War and
the Great Society social welfare programs caused
U.S. prices to rise even as the value of the dollar
against foreign currencies was held constant. This
had the effect of artificially strengthening the dol-
lar, making imports relatively inexpensive while
U.S. exports became less competitive. After years
of surpluses, the U.S. trade balance slipped into
deficit. American labor unions, and the makers of
some products faced with rising competition from
imports, began to clamor for protection.*®

Realizing that the real value of the U.S. currency
was eroding, and anticipating that it would even-

44 Sachs and Warner, Economic Reform and the Process of Global Integration, 506-07.

45 Gilpin, The Political Economy of International Relations, 192.
46  See Figure 1.

47  Findlay and O'Rourke, Power and Plenty, 516-18.

48  See Figure 2.

49 Source for Figure 2 is Mikkel Barslund and Daniel Grow, "Europe's Place in the Global Economy — What Does the Last Half Century Suggest
for the Future?" Intereconomics, no. 1(2016), Figure 5, https://www.intereconomics.eu/contents/year/2016/number/1/article/europes-place-in-
the-global-economy-what-does-the-last-half-century-suggest-for-the-future.html.

50 The collapse of the Bretton Woods system is described in Frieden, Global Capitalism, 339-60.
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tually have to be formally devalued, foreign inves-
tors began to exchange their dollar holdings for
gold. This left the U.S. government with a choice: It
could raise interest rates and cut spending in order
to slow the economy and bring prices down, there-
by restoring the purchasing power of the dollar and
preserving the gold standard, or it could abandon
gold. With a reelection campaign looming, in 1971
the Nixon administration unsurprisingly chose
autonomy over austerity, in the process moving
the world closer to a system of floating exchange
rates.”" The specifics of timing aside, the pressure
on the dollar that forced this move was, as Frieden
explains, “a measure of systemic success ... . [I]t
was largely due to the growing importance of West-
ern Europe and Japan. When the United States
dominated the world economy, nobody questioned
the reliability of the U.S. dollar. But as the Ameri-
can share of the world economy shrank, the diver-
gence of American monetary conditions from those
of its partners became untenable.”?

Faced with mounting import competition from
its friends and allies in Europe and Asia, the Unit-
ed States did not abandon the pursuit of multilat-
eral trade liberalization. During the latter stages
of the Cold War, however, Washington resorted
to a variety of coercive, unilateral tactics in an at-
tempt to counteract what it regarded as the unfair
trading practices of some of its partners. These
efforts were focused primarily on Japan, which
some had come to regard as the leading challeng-
er to America’s continued dominance within the
Western economic bloc.

At the start of the 1980s, President Ronald Rea-
gan’s decision to cut taxes while launching an un-
precedented peacetime defense buildup resulted
in large budget deficits and higher interest rates.
These, in turn, encouraged an influx of foreign cap-
ital, an appreciation in the value of the dollar, and
a renewed widening of the trade deficit. Increasing
imports of Japanese-made cars, electronics, and
other goods led to more appeals from American
industry. The struggles of a widening array of do-
mestic manufacturers also fueled growing concern
over a possible long-term trend toward the “de-in-
dustrialization” of the U.S. economy.>

Hoping to blunt demands for protectionism, and
notwithstanding the fact that its own fiscal poli-
cies were at least partly responsible for the grow-
ing trade imbalances, the Reagan administration
responded by pressuring the Japanese government
into engineering a sharp increase in the value of
the yen. In addition, instead of imposing tariffs,
Washington demanded that Tokyo accept “volun-
tary” restraints on certain exports while commit-
ting to improve access to its own domestic market
by removing so-called “structural impediments”
to trade, eliminating non-tariff barriers, and alter-
ing business practices that allegedly discriminated
against American companies.>

Friction over trade issues between the United
States and Japan continued throughout the 1980s
and into the early 1990s. In a foreshadowing of sub-
sequent debates over how to deal with China, some
analysts argued that the slow resolution of trade dis-
putes through existing mechanisms was leaving U.S.
firms fatally exposed to Japan’s predatory practices.
Using their protected home market to achieve large
profits and economies of scale, Japanese companies
were allegedly in the process of “capturing one high-
tech industry after another.”®® Seeking to strengthen
the hand of American negotiators in the face of such
tactics and impatient with multilateral mechanisms
for resolving trade disputes, Congress gave the Of-
fice of the U.S. Trade Representative the power to
impose retaliatory measures on foreign firms found
by the office’s investigators to have engaged in un-
fair trading practices.®

The relative decline in America’s economic pre-
ponderance within the Western bloc was thus ac-
companied by an increase in tensions between the
United States and some of its key trading partners.
Yet, despite the concerns expressed by some ob-
servers in the 1970s and early 1980s, the partial lib-
eral system that the United States had built and
sustained since the end of World War II did not fall
apart. The reasons for this are threefold: First, as
Ruggie, Keohane, and other political scientists had
anticipated, there was sufficient commonality of
“social purpose” among the industrial democracies
to hold the system together even after the United
States had lost some of its earlier margin of ad-

51 The suspension of convertibility was supposed to be temporary but by 1973 the dollar and all other major currencies were free to float
against one another. "The End of Bretton Woods (1972-1981)," International Monetary Fund, accessed Dec. 30, 2021, https://www.imf.org/external/

about/histend.htm.
52 Frieden, Global Capitalism, 343.

53 See, for example, Barry Bluestone and Bennett Harrison, The Deindustrialization of America (New York: Basic Books, 1984).

54  The shifts in U.S. economic strategy during the 1980s and early 1990s are described in Robert Gilpin, The Challenge of Global Capitalism:
The World Economy in the 21st Century (Princeton, NJ: Princeton University Press, 2000), 227-64.

55  Gilpin, The Challenge of Global Capitalism, 254.

56  These powers were first included in Section 301 of the 1974 Trade Act and subsequently strengthened in 1988. The Trump administration would
later use the so-called "Super 301" provisions to justify the imposition of tariffs on Chinese goods. Gilpin, The Challenge of Global Capitalism, 236.
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vantage. Second, in addition to shared values and
broadly convergent economic interests, the mem-
bers of the Western system also shared a common
enemy. The continued presence and threatening
capabilities of the Soviet Union meant that Ameri-
ca’s allies were still dependent on it for their secu-
rity, thereby putting limits on how far they could
go in opposing Washington’s wishes on economic
issues. Finally, despite its relative decline, the Unit-
ed States remained by far the most powerful mem-
ber of the Western bloc. Although it was no longer
as dominant as it had been at the end of the war,
within the partial liberal system that it had created
the United States was still a hegemon.

The Cold War “free world” system proved to be
cohesive, productive, powerful, and, in the end,
strategically successful. Over a period of four dec-
ades, the integration and dynamism of the Western
market-oriented democracies enabled them to far
outstrip the East in total economic output, quality
of life, and, increasingly, technological capabilities.
These factors contributed to the demoralization of
the people and the elites of the Eastern bloc coun-
tries, leading in rapid succession to the fall of the
Berlin Wall, the collapse of the Soviet Union, and
the end of the Cold War.

Globalization 2.0, 1991-2018 (?)

By the early 1990s, commentators had gone from
fretting over the consequences of relative Ameri-
can decline to speculating about the likely duration
of the new age of unipolarity. The final demise of
the Soviet Union at the end of 1991 left the Unit-
ed States unrivaled as the world’s sole military
and technological superpower. At almost the same
moment, the sudden end of a five-year run up in
asset prices brought Japan’s growth to a grinding
halt, marking the start of what would come to be
referred to as a “lost decade” of stagnation.”” This
development allowed a relaxation of trade tensions
and eased fears that Japan might someday be able
to displace the United States as the world’s larg-
est economy. Although the early 1990s also saw
the creation of a new and potentially powerful eco-
nomic actor in the European Union, it appeared at
the outset to lack the institutional capacity or the
sense of common political purpose required to ag-

gregate the resources of its disparate members and
challenge American preponderance.>®

Having fallen from a peak of around one-third
of global GDP during the Reagan years to a low of
roughly one-quarter at the start of the 1990s, the
United States entered a period of healthy growth
relative to many of its advanced trading partners
and began to regain some of its share of total world
output. By the end of the century, this figure had
climbed back to over 30 percent, roughly where it
had been 15 years earlier.>’

With its hegemonic position seemingly secure, the
United States began a deliberate campaign to expand
the perimeters of the largely open, highly integrated,
but still partial Cold War economic system until it
encompassed the entire planet. This effort was an
integral part of what President Bill Clinton’s nation-
al security adviser, Anthony Lake, described in 1993
as a new national strategy of “enlargement.” Con-
tainment had fulfilled its purpose. The Iron Curtain
had crumbled and now, according to Lake, “billions
of people on every continent are simply concluding
that democracy and markets are the most produc-
tive and liberating ways to organize their lives.” The
primary purpose of American policy should now be
to assist in this process, promoting the spread of
“democracy and market economics.” Doing so re-
quired incorporating formerly illiberal states into an
open global economy organized around the World
Trade Organization, a new institution established
in 1995 to help to negotiate lower trade barriers,
resolve disputes, and promote the further expan-
sion of international commerce. Former communist
states willing to undertake the necessary reforms
could also seek membership in multilateral political
organizations (like NATO and the European Union)
based on democratic principles.®

The push for globalization was propelled by a
mix of ideas, interests, and rapid technological
progress. As good liberals, American policymak-
ers were confident that economic and political de-
velopment went hand in hand. Markets and trade
would generate growth and growth would help to
expand and strengthen the middle-class constit-
uency that had historically provided the impetus
for liberalizing political reforms. Globalization was
thus a means by which to achieve “enlargement”
and build a truly global liberal system, the ultimate

57  These events were linked to the revaluation of the yen, under U.S. pressure, in 1985. In order to counteract the contractionary effect of in-
creased interest rates, Japan's Ministry of Finance increased the money supply, leading to inflation and eventual bursting of an asset bubble. Gilpin,

The Challenge of Global Capitalism, 230-31.

58  On European integration see Gilpin, The Challenge of Global Capitalism, 193-226.

59  See Figure 2.

60 Anthony Lake, "From Containment to Enlargement," Remarks at Johns Hopkins University, School of Advanced International Studies, Sept. 21,

1993, https://www.mtholyoke.edu/acad/intrel/lakedoc.html.
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aim of America’s post-Cold War grand strategy.®’

At a somewhat less lofty level of abstraction, the
apparent demise of socialism reinforced the con-
fidence of Western analysts that liberal, free-mar-
ket principles were the only reliable way of gener-
ating sustained economic growth. This belief was
evident in the so-called “Washington Consensus”
regarding the policies recommended for develop-
ing countries and in the advice given by Western
experts to leaders in the former Soviet republics,
Eastern Europe, and China.*?

Dramatic shifts in the structure of world power
were accompanied and, in part, caused by rapid
changes in technology. During the Cold War, the
U.S. government had invested heavily in the de-
velopment of ever-smaller semiconductors and
increasingly capable computers and communi-
cations systems. By the 1970s and 1980s, these
were starting to be incorporated into new weap-
ons and concepts of operation that the Soviet
Union was ultimately unable to match,® but they
had also begun to spin off into the civilian econ-
omy, forming the basis for a widening array of
commercial products.

The information communication technology
revolution played an important role in ending the
Cold War, but it was also an essential enabler of
the new era of globalization that came in its wake.
Among its other effects, the explosive growth in
the volume and speed of telecommunication and
the accompanying collapse in the costs of data
transmission that began in the late 1980s and
accelerated in the 1990s permitted the near-in-
stantaneous movement of vast quantities of cap-
ital and a deeper integration of financial markets
than had previously been possible. Cheap, relia-
ble communication also made possible what the
economist Richard Baldwin has described as the
“internationalization of production.”®* Complex
manufacturing processes that had previously been
concentrated in a handful of advanced nations

could now be coordinated, even after having been
broken into pieces and spread around the globe
to places where they could be done most cheaply.
The integration of widely dispersed “global value
chains” created unprecedented opportunities for
developing countries with adequate infrastruc-
ture and large pools of reasonably well-educated,
low-cost labor.

In the United States, as in other advanced in-
dustrial nations, the impetus to exploit these
new possibilities came primarily from interna-
tional banks in search of fresh investments and
large multinational companies seeking new mar-
kets, low-cost intermediate goods, and low-wage
workers to assemble their finished products.®®
The proponents of globalization were met by ai.
opposing coalition of labor unions and older in-
dustries fearful of being displaced or undercut
by foreign competitors and thus skeptical of the
benefits of bringing new members fully into an ex-
panded global economy.*

At least as regards China, the struggle between
these two sets of divergent interests was quick-
ly resolved in favor of the globalizers. In 1994,
the Clinton administration dropped its previous
requirement that the annual renewal of Chi-
na’s most favored nation status be predicated
on improvements in its performance on human
rights.*” At the end of his second term, Clinton
took the additional step of establishing perma-
nent normal trading relations with Beijing, there-
by clearing the way for its entry into the World
Trade Organization. The elimination of annual
most favored nation reviews, and with them the
risk of much higher tariffs, encouraged more
American companies to invest in manufacturing
facilities in China.®®

By the turn of the century, with the inclusion of
many parts of the former Soviet empire and the
full incorporation of China into the international
trading system, the process of “reglobalization”

61 The assumptions underpinning the U.S. and Western policy of engagement are discussed in Aaron L. Friedberg, Getting China Wrong (Lon-

don: Polity Press, forthcoming spring 2022).

62 The phrase was first introduced in 1989. See John Williamson, "The Washington Consensus as Policy Prescription for Development," Lecture
Delivered at the World Bank, Jan. 13, 2004, https://www.piie.com/publications/papers/williamson0204.pdf.

63 This is the so-called "second offset strategy." See Robert Martinage, Toward a New Offset Strategy: Exploiting U.S. Long-Term Advantages
to Restore U.S. Global Power Projection Capability, Center for Strategic and Budgetary Assessments, 2014, https://csbaonline.org/uploads/docu-

ments/Offset-Strategy-Web.pdf.
64 Baldwin, The Great Convergence, 79-110.

65  The role of the U.S. financial services industry in pressing other countries to relax controls on capital flows is discussed in Jonathan Kirshner,
American Power After the Financial Crisis (Ithaca, NY: Cornell University Press, 2014), 59-81.

66 Frieden, Global Capitalism, 400-05.

67  See James Mann, About Face: A History of America's Curious Relationship with China, from Nixon to Clinton (New York: Alfred Knopf, 1999),

292-314.

68  See Justin R. Pierce and Peter K. Schott, "The Surprisingly Swift Decline of US Manufacturing Employment," American Economic Review 106,

no. 7 (July 2016): 1632-62, https://www.jstor.org/stable/43861108.
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was effectively complete. For the first time since
before World War I it could truly be said that “the
globe was once again capitalist, and capitalism was
once again global.”®?

China’s Challenge to U.S. Hegemony

There was one important caveat. Capitalism
might now be “alone,” as economist Branko Milan-
ovic puts it. But, as he also points out, there were
now two distinctly different forms of capitalism.
The older and still dominant “liberal meritocratic”
variant had “developed incrementally in the West
over ... two hundred years” and combined mar-
ket-centered economics with democratic politics.
The second, newer form of “state-led political, or
authoritarian, capitalism,” exemplified by China,
began to come fully into its own only after the end
of the Cold War.”

Contrary to what the American

architects of the new era of

globalization expected, and what
the proponents of engagement
assumed, China’s integration into
the international trading system
did not lead to the liberalization of
its economic and political systems.

Contrary to what the American architects of the
new era of globalization expected, and what the
proponents of engagement assumed, China’s inte-
gration into the international trading system did
not lead to the liberalization of its economic and
political systems. At Deng Xiaoping’s direction,
China began, in the 1980s, to move away from au-
tarky, rigid central planning, and state ownership
of the means of production and toward greater reli-
ance on trade, markets, and a form of private enter-
prise. But, instead of succumbing gradually to the
irresistible charms of liberal democratic capitalism,
the Chinese Communist Party held fast to its de-
termination to maintain a monopoly on domestic

political power and, toward this end, to retain ulti-
mate control over the nation’s economy.

Having for all practical purposes abandoned
Marxism, the communist party elite became ad-
herents of what might be called “mercantilist-Len-
inism.” In this conception, in sharp contrast to the
precepts of liberalism, economics must always be
subordinated to politics. While markets and the
private sector are useful tools, their role can be ex-
panded or circumscribed as needed to serve the
ends of policy. Those ends, in turn, are defined
in terms of relative gains in power, as opposed
to absolute gains in welfare. The party’s econom-
ic policies are thus intended to secure its control
at home while enhancing China’s “comprehensive
national power” relative to all countries, especial-
ly the American global hegemon.”" It would take
the better part of two decades following China’s
entry into the World Trade Organization for U.S.
policymakers to fully acknowledge the
existence of Beijing’s alternative form of
capitalism and to begin to wrestle with
its implications.

The information communication
technology revolution and the interna-
tionalization of production that it made
possible benefited many developing
nations in the global South, especially
in Asia, but the greatest portion of the
gains went to China. Baldwin estimates
that between 1990 and 2010, the world
began to experience what he describes
as a “shocking share shift.” During this
period, the share of global GDP gener-
ated by the G7 group of advanced in-
dustrial nations declined by 17 percentage points
from 66 percent to under 50 percent, while that
produced by what he refers to as the “Rising Elev-
en” grew by 14 percentage points from just around
11 percent to roughly 25 percent. Fully half of these
gains went to China, with the other 10 fast-growing
countries combined taking the rest.”2

While China’s share of global GDP grew from 2
percent to 9 percent during this period, the U.S.
portion dropped sharply from over 30 percent
in 2000 to 23 percent in 2010.”% The U.S. share of
manufacturing output followed a similar trajecto-
ry, rising from 20 percent in 1990 to 23 percent in
2000 before falling back to 20 percent. Meanwhile,

69 Frieden, Global Capitalism, 412.

70 Branko Milanovic, Capitalism, Alone: The Future of the System that Rules the World (Cambridge, MA: Harvard University Press, 2019), 5.

71 This description is drawn from Boustany and Friedberg, Answering China's Economic Challenge, 7.

72 Baldwin, The Great Convergence, 89-96. The "Rising Eleven," China plus India, Indonesia, Korea, Brazil, Nigeria, Australia, Mexico, Venezuela,
Poland, and Turkey, are all the countries whose global output shares gained at least .3 percent during the period 1990-2010.

73 See Figure 2.
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China’s manufacturing output skyrocketed from 3
percent of the world’s total in 1990 to over 18 per-
cent in 2010. In Baldwin’s words, “China’s fantastic,
epoch-defining industrialization took off around
1990, fueled by foreign firms bringing factories and
jobs to China ... . In just two decades, a sixth of
the world manufacturing ‘pie’ moved from outside
China to inside China, even as total world manufac-
turing was growing steadily.””*

The magnitude of the changes underway was
also manifest in the rapidly evolving bilateral trade
relationship between the United States and China.
In 1990, the United States was importing $10 bil-
lion more in goods from China than it exported.
By 2010, the deficit had grown to over $273 billion,
and it would continue to climb, reaching a peak
of nearly $419 billion in 2018.”° Most U.S. imports
from China were manufactured goods and, with
the passage of time, the mix of these goods evolved
from a heavy concentration of simpler items, like
shoes, clothing, and furniture, to a growing volume
of increasingly sophisticated products, including
electrical machinery, computers, and communica-
tions equipment. By 2010, U.S. imports from Chi-
na had grown to $364 billion, of which 40 percent
were semiconductors, computers, communications
equipment, and other manufactured commodities,
with apparel accounting for only 7 percent. Mean-
while, U.S. exports to China in that year amounted
to only $o2 billion, of which 21 percent was made
up of oilseeds, grains, waste, and scrap and 9 per-
cent consisted of motor vehicles, planes and air-
craft parts, and electronic measurement and con-
trol instruments.”

By the end of the first decade of the 21st century,
China was thus poised to replace the United States
as the world’s leading manufacturing nation and
appeared on track to displace it as the world’s big-
gest economy. And yet, far from liberalizing, even
before the rise to power of Xi Jinping at the end
of 2012 there were already clear signs that China’s
economic and political policies were moving in the
opposite direction. This was a threat to America’s
hegemonic position unlike any it had faced in the
postwar period.

The U.S. Response

A comparison of the challenges that China and
Japan posed to American hegemony reveals a mix
of similarities and differences. As was true of Ja-
pan, U.S. policymakers see China as engaging in
unfair trading practices that benefit its firms and
national economy at America’s expense. While
its use of subsidies, non-tariff barriers, and other
instruments of industrial policy appear familiar
in certain respects, China’s behavior has aroused
additional resentment because it involves direct
violations of Beijing’s World Trade Organization
commitments. To a far greater degree than was
true of Japan, China’s strategy for promoting in-
novation also depends on a massive, systemat-
ic, state-supported effort to steal technology and
other intellectual property from the United States
and other Western countries.”” And where Japan’s
“techno-nationalism” was focused primarily on de-
veloping new commercial products, China is intent
on becoming a high-tech superpower, at or near
the frontier in virtually every area of science and
technology, including (or especially) those with po-
tential military utility.

Compared to Japan, the size of China’s popula-
tion also makes it a more plausible contender for
the position of the world’s largest economy and
potentially the next global hegemon. In 1980, as it
approached its demographic peak, Japan had only
around half as many people as the still-growing
United States. To overtake America in total output
Japan’s productivity would have had to outstrip its
competitor’s by a factor of two, a feat that, at least
in retrospect, appears to have been highly implau-
sible. With a population four times as large, China
only needs to increase its productivity to one-quar-
ter of that of the United States in order to match its
GDP. If China succeeds eventually in approaching
the output per capita of the advanced industrial
nations, its economy could grow to be as much as
four times bigger than America’s.”®

Finally, and most important in the long run,
whereas Japan was a treaty ally of the United
States, China has emerged with increasing clari-
ty as a geopolitical and ideological rival and po-
tential military opponent, as well as a commer-
cial competitor. The increase in trade tensions

74 Baldwin, The Great Convergence, 91.

75 "Trade in Goods with China," United States Census Bureau, May 2020, https://www.census.gov/foreign-trade/balance/c5700.html.

76 2014 Annual Report to Congress, U.S.-China Economic and Security Review Commission, 2014, 89, https://www.uscc.gov/annual-re-

port/2014-annual-report-congress.

77 See The IP Commission Report: The Report of the Commission on the Theft of American Intellectual Property, National Bureau of Asian
Research, 2013, https://www.nbr.org/wp-content/uploads/pdfs/publications/IP_Commission_Report.pdf.

78 See Robert Fogel, "$123,000,000,000,000*," Foreign Policy, Jan. 4, 2010, https://foreignpolicy.com/2010/01/04/123000000000000/.
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between Washington and Tokyo during the first
half of the 1980s coincided with the intensifica-
tion of the Cold War, a development that served
to highlight America’s continuing role as the ul-
timate guarantor of Japanese security. This fact
enhanced Washington’s negotiating leverage and
put limits on how far the Japanese government
was willing to go in resisting its demands.

The situation that now prevails between the
United States and China is obviously very differ-
ent. Instead of providing guardrails that help to
prevent a downward spiral in flows of trade and
investment and a major change in the structure of
the global economy, as they did during the 1980s,
geopolitical factors appear to be making such an
outcome more likely. As was true for Germany
and Britain before World War I, instead of pro-
moting harmony and stability, the high degree of
interdependence between the United States and
China and the potential strategic vulnerabilities
that may result have become a source of growing
anxiety and mistrust. Tensions over trade, invest-
ment, and technology are thus both a contributing
cause of the general deterioration in relations be-
tween the two Pacific powers and one of its more
significant effects.

Regarding the U.S. response to the challenges
from China and Japan, here, too, there are a num-

ber of similarities as well as some notable differ-
ences. As was true during the 1980s, the United
States, which is still the richest and most powerful
state in the system, is the disgruntled party. Amer-
ican policymakers are once again concerned about
an erosion of their country’s position but, as be-
fore, they have tended to focus initially on what
they see as the external sources of this trend rath-
er than the domestic factors that may be contribut-
ing to it. Washington sees Beijing, like Tokyo before
it, as engaging in unfair, predatory trading practic-
es. China is believed to be gaming the international
trading system, bending or breaking the rules to its
benefit, and failing to live up to the commitments
it made upon entering the World Trade Organiza-
tion. Since the turn of the century, the primary aim
of American policy has therefore been to induce
China to change its trade and industrial policies
in ways that would create what is sometimes de-
scribed as a more level playing field.

The domestic forces impelling this effort to apply
pressure to Beijing were initially rather weak. After
all, the decision to incorporate China into the glob-
al trading system rested, from the start, on an ex-
pectation of gradual, evolutionary change. It would
take time for the Chinese Communist Party regime
to shed its reliance on currency manipulation,
state-owned enterprises, subsidies, and import
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barriers. Faced with mounting evidence that this
was not happening, the advocates of engagement
could always claim reassuringly that the pursuit of
efficiency and the pressure of international compe-
tition would eventually push China down the road
toward full liberalization.

A coalition of interest groups seeking to challenge
these assumptions and the policies that flowed
from them was slow to take shape. The older man-
ufacturing industries and labor unions in the Unit-
ed States that had provided the impetus for pres-
suring Japan in the 1970s and 1980s were, by the
turn of the century, either greatly weakened or, for
all practical purposes, defunct. Workers displaced
in part by inexpensive imports made up a larger
and more hard-hit group than many economists
had predicted, but with both major political parties
still committed, in principle, to free trade, there
was at first no effort to forge them into a cohesive
national voting bloc. The financial services indus-
try, meanwhile, continued to benefit from closer
integration with China and thus generally support-
ed a policy of gradualism and opposed measures
that might upset a highly profitable status quo. For
their part, firms in the newer high-tech industries
tended to have mixed and conflicting interests. On
the one hand, most had suffered from the theft of
their intellectual property and faced increasingly
capable Chinese competitors in the U.S. market
and around the world. On the other, many of those
same companies relied on Chinese counterparts to
supply components and do the work of final as-
sembly. Many also hoped to profit by tapping Chi-
na’s own large and fast-growing domestic market.
Despite these constraints, concern over the effects
of Beijing’s trade and industrial policies grew deep-
er and increasingly widespread in the years follow-
ing its entry into the World Trade Organization.

The Bush and Obama administrations responded
with a series of efforts to bring moderate diplomat-
ic pressure to bear in bilateral and multilateral set-
tings — including high-level dialogues and negotia-
tions over specific issues and cases brought before
the World Trade Organization for adjudication —
coupled on occasion with the application of tem-
porary unilateral measures, such as anti-dumping
duties. By the close of President Barack Obama’s
second term, mounting frustration over the inade-

quacy of these tactics led to proposals for the cre-
ation of a new trading bloc, the Trans-Pacific Part-
nership, the purpose of which was, in part, to bring
additional pressure on Beijing to change its ways.

Donald Trump’s election marked the beginning of
a shift, as yet incomplete, in the American response
to China’s challenge. Displaying his contempt for
both the negotiating skills of his predecessors and
the conventional wisdom regarding the virtues
of free trade and free trade agreements, one of
Trump’s first actions as president was to pull the
United States out of the Trans-Pacific Partnership.
From there, albeit in fits and starts, his adminis-
tration ultimately wound up pursuing two sets of
policies, one focused on achieving adjustments in
the overall pattern of bilateral trade and the oth-
er, more narrowly, on regulating China’s access to
American technology.

Each of these initiatives could be seen as having
two distinct rationales. In their public statements,
U.S. officials generally emphasized the familiar
goals of getting Beijing to “play fair,” by abandoning
its mercantilist practices and creating a “level play-
ing field.””? This would presumably allow markets
to function freely, enabling both the United States
and China to grow and Chinese and American cit-
izens to enjoy improvements in their welfare, re-
gardless of which side gained more. At the same
time, at least some of Trump’s advisers appear to
have been thinking in terms of relative as opposed
merely to absolute gains. While they generally did
not say so openly, some evidently hoped that even
if U.S. initiatives did not achieve their stated objec-
tives, they might succeed in slowing China’s pace
of technological advancement and overall GDP
growth rate, thereby reducing the speed at which
it could narrow the gap in potential power between
itself and the United States.?°

In the 1980s, as we have seen, Reagan had some
success in extracting concessions from Japan,
thereby helping to fend off domestic pressure for
more overtly protectionist measures. Trump’s ne-
gotiators (led by U.S. Trade Representative Rob-
ert Lighthizer, a veteran of the Reagan years),
followed the reverse course: using dramatic,
across-the-board increases in tariffs to try to force
structural reforms on Beijing.?! This strategy was
a manifestation of the unconventional attitudes of

79 See, for example, "President Donald J. Trump Is Confronting China's Unfair Trade Policies," White House, May 29, 2018, https://trump-
whitehouse.archives.gov/briefings-statements/president-donald-j-trump-confronting-chinas-unfair-trade-policies/; and Patti Domm, "Trump
Says the US Needs a 'Fair Playing Field' Against China's Weak Currency as Yuan Hits Lows of the Year," CNBC, June 10, 2019, https://www.cnbc.
com/2019/06/10/trump-says-china-devalues-its-currency-and-us-needs-fair-playing-field-as-yuan-hits-lows-of-year.html.

80  Regarding the private skepticism of administration "hardliners" about the stated goals of U.S. policy, see Josh Rogin, Chaos Under Heaven:
Trump, Xi, and the Battle for the 21st Century (New York: Houghton Mifflin Harcourt, 2021), 76-77.

81  Quinn Slobodian, "You Live in Robert Lighthizer's World Now," Foreign Policy, Aug. 6, 2018, https://foreignpolicy.com/2018/08/06/you-live-

in-robert-lighthizers-world-now-trump-trade/.
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the president and some of his advisers regarding
the virtues of tariffs, as well as their preference
for tough, unilateral measures over resorting to
World Trade Organization procedures that they
saw as slow and biased against U.S. interests. Al-
though the president himself remained fixated on
the idea of reducing the size of the bilateral trade
deficit, for the most part his administration’s “tar-
iff war” involved the pursuit of familiar aims (i.e,,
getting Beijing to drop subsidies, cease intellectu-
al property theft, lift non-tariff barriers, etc.) by
more forceful, coercive means.

Judged against its stated objectives, this aspect of
Trump’s trade strategy yielded little. Despite a lack
of progress in forcing reform or narrowing the trade
deficit, however, the tariffs put into place in 2018
and 2019 may end up having other enduring effects.
If all or some of these tariffs become permanent,
they will likely constrict the future growth of China’s
exports to the country that is still the single largest
market for its goods.®? Permanent import barriers,
or even increased uncertainty about their possible
future imposition, may also strengthen incentives
for U.S. and foreign companies to relocate a portion
of their supply chains to other countries.®® Separate-
ly and together, these effects could contribute to a
slowdown in China’s overall growth.?

Efforts to constrict China’s access to U.S. tech-
nology, the other element of the Trump administra-
tion’s policy, can also be viewed from two different
angles. In addition to tariffs imposed for the alleged
theft or forced extraction of U.S. intellectual prop-
erty, controls on exports of critical technologies to
Huawei and other Chinese companies, regulations
banning the use of Chinese-made equipment in
U.S. telecommunications networks, closer scrutiny
of proposed direct investment by Chinese firms in
American tech companies, and restrictions on vi-
sas for some Chinese researchers were all public-
ly justified as responses to Beijing’s bad behavior.
The implication of framing the problem in this way
was that, if only Chinese economic actors would

stop breaking the rules the U.S. government would
have no objection to treating them like any other
foreign entities.

In fact, of course, many Trump administration
officials seem to have realized from the start that
such an outcome was not only unlikely but, for
strategic reasons, undesirable. As the U.S. trade
representative’s detailed 2018 indictment of Bei-
jing’s objectionable technology acquisition and
promotion policies made clear, these practices are
a deeply embedded manifestation of the structure,
character, and goals of the Chinese Communist
Party regime.?® Even nominally private actors are
ultimately subject to control by the party-state.
With its doctrine of military-civil fusion, the regime
has deliberately erased the distinction between
what might once have been regarded as separate
spheres. Beijing sees gaining an advantage in crit-
ical technologies, by whatever means necessary,
as an essential part of its strategy for eventually
attaining both commercial and military superiority
over the United States.

China, as presently constituted, is thus incapable
of playing by the rules of the global trading sys-
tem, at least as these are understood by the United
States and other advanced democracies. Moreover,
even if Beijing were to improve its behavior at the
margins, given the nature of the regime’s broader
objectives the United States would still have sound
strategic reasons for wanting to slow China’s pro-
gress and maintain its own advantages. Although
the Trump administration did not fully and openly
embrace it, this is a deeper rationale for constrict-
ing China’s access to technology.

As of this writing (winter 2021/22), the Biden ad-
ministration has left in place almost all of the tariffs,
export controls, and other measures that it inher-
ited from its predecessor. Officials have expressed
a desire “not to inflame trade tensions,” but they
have also acknowledged that China’s “plans do
not include meaningful reforms” of the sort that
would be needed to address U.S. concerns.® The

82  In 2019, the United States absorbed close to 17 percent of China's exports. "China Trade Balance, Exports and Imports by Country and Region
2019," World Integrated Trade Solution, https://wits.worldbank.org/CountryProfile/en/Country/CHN/Year/2019/TradeFlow/EXPIMP.

83  The impact to date of U.S. tariffs on supply chains, and the question of how best to separate these effects from those of the COVID-19 pan-
demic, are topics of debate among economists. For a skeptical assessment, see Jack Zhang and Samantha Vortherms, "Unstoppable Force Meets an
Immovable Object: U.S.-China Supply Chains in the Age of Decoupling," Asia Dispatches, Wilson Center, Aug. 10, 2021, https://www.wilsoncenter.
org/blog-post/unstoppable-force-meets-immovable-object-us-china-supply-chains-age-decoupling.

84  While Trump administration officials did speak openly of their desire to shift some supply chains out of China, they generally framed this as
part of an effort to reduce vulnerability to supply disruptions and to encourage the "reshoring" of manufacturing capacity back to the United States,
rather than an attempt to slow China's long-term growth. See Humeyra Pamuk and Andrea Shalal, "Trump Administration Pushing to Rip Global
Supply Chains from China: Officials," Reuters, May 4, 2020, https://www.reuters.com/article/us-health-coronavirus-usa-china-idUSKBN22GOBZ.

85  "Findings of the Investigation into China's Acts, Policies, and Practices Related to Technology Transfer, Intellectual Property, and Innovation
Under Section 301 of the Trade Act of 1974," Office of the United States Trade Representative, Executive Office of the President, 2018, https://ustr.

gov/sites/default/files/Section%20301%20FINAL.PDF.

86  "Remarks as Prepared for Delivery of Ambassador Katherine Tai Outlining the Biden-Harris Administration's 'New Approach to the U.S.-China

Trade Relationship,

Office of the United States Trade Representative, Oct. 4, 2021, https://ustr.gov/about-us/policy-offices/press-office/speec-

es-and-remarks/2021/october/remarks-prepared-delivery-ambassador-katherine-tai-outlining-biden-harris-administrations-new.
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administration evidently hopes that, by working
more closely with friends and allies, it can even-
tually mobilize sufficient multilateral pressure to
succeed where Trump’s unilateral tactics failed. In
the meantime, stronger defensive measures and a
greater degree of separation between the U.S. and
Chinese economies are likely to be the order of
the day. Regarding technology, Commerce Secre-
tary Gina Raimondo has already said quite bluntly
that the United States should work with Europe to
“slow down China’s rate of innovation.”®

tolerable when the potential challengers were oth-
er democracies dependent on the United States for
their security (and thus susceptible to pressure for
adjustments that helped it to shore up its position)
and when it became clear that none of them posed
a real danger to its primacy.

China is different both because of the absolute
size of its economy and, even more important, be-
cause of the character of its regime and the nature
of its objectives. As the shift in attitudes and poli-
cies that has become evident over the last several

years suggests, the United States is now mov-

Friction over economic issues and

rising geopolitical tensions have
constricted flows of trade and
investment between the United
States and China but they have
not brought them to a halt.

_‘ ing toward a more vigorous defense of its rel-
| ative position in the global economy against
| the challenge posed by a rising China. How is

the contest between these two powers likely

to affect the structure and functioning of the
global economy?

1. Deglobalization

Hegemonic stability theory assumes that a
single preponderant power is needed to build
| an open international trading system and pre-

dicts that, while not inevitable, the hegemon’s

Belatedly and reluctantly, American policymak-
ers are thus starting to think about economic re-
lations with China much as their counterparts in
Beijing have always done: as one more arena in an
all-encompassing struggle for power, and therefore
as an area in which the goal should be to generate
relative, as opposed to simply absolute, gains.

Alternative Futures

In most important respects, the evolution of the
global economy since the end of World War II has
followed the trajectory that Gilpin sketched out
nearly half a century ago. When it had the oppor-
tunity to do so, the United States sought to build
an open international economy, first among the ad-
vanced industrial democracies and then on a global
scale. In doing so, the liberal American hegemon
enabled and encouraged the rapid growth of other
nations, even though this resulted in a relative de-
cline in its economic dominance. That erosion was

relative decline is likely to lead to systemic
breakdown and closure. At the extreme, an open
world economy could collapse completely, frag-
menting into a collection of states, each pursuing
autarky or narrow national self-reliance. While there
have been fluctuations in the degree of openness
over the last 200 years, only the period from 1929
to 1945 comes close to approximating full fragmen-
tation and, even then, there was significant trade
among members of several blocs and, during the
war, within the opposing alliances.

Despite some rather loose uses of the term, there
is, at present, no reason to expect a downward spi-
ral toward anything that could accurately be labe-
led “deglobalization.” Since the financial crisis of
2008-09, there has been a slowdown in the rate
of growth of international trade and a leveling off
in the ratio of trade to total world output. Howev-
er, the volume and value of trade remain vast and
trade’s share of global GDP is down only slightly
from its historic peak of around 60 percent.®

Although the COVID-19 pandemic caused a sharp
initial contraction in global commerce, its full ef-

87  Amanda Macias and Kayla Tausche, "U.S. Needs to Work with Europe to Slow China's Innovation Rate, Raimondo Says," CNBC, Sept. 28, 2021,
https://www.cnbc.com/2021/09/28/us-needs-to-work-with-europe-to-slow-chinas-innovation-rate-raimondo-says.html.

88  See Peter A.G. van Bergeijk, "On the Brink of Deglobalisation . .. Again," Cambridge Journal of Regions, Economy and Society 11, no. 1
(March 2018), 5972, https://academic.oup.com/cjres/article-abstract/11/1/59/4821285?redirectedFrom=fulltext; and Alicia Garcia Herrero, "From
Globalization to Deglobalization: Zooming Into Trade," Las Clavs de la Globalizacién 4.0, Feb. 3, 2020, https://www.bruegel.org/wp-content/up-

loads/2020/02/Globalization-desglobalization.pdf.
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fects are unlikely to be permanent.® As health
conditions improve, factories and transportation
networks will begin to function more normally and
trade will continue to grow. As for the lingering po-
litical aftereffects of the pandemic: The discovery
that they are heavily dependent on imports of per-
sonal protective equipment and pharmaceuticals,
especially from China, has caused many democrat-
ic countries to begin to explore the possibility of
increasing domestic production capacity for these
essential items, or at least seeking to diversify sup-
pliers.”® But this is a far cry from the pursuit of
anything remotely resembling total autarky.

Friction over economic issues and rising geo-
political tensions have constricted flows of trade
and investment between the United States and
China but they have not brought them to a halt.”
Even if this were to happen, some portion of pre-
vious U.S.-Chinese trade would be diverted to
other countries, rather than simply evaporating.
While the reversion to tariffs and the turn away
from multilateral treaties and institutions during
the Trump years represents a marked departure
from post-World War II trends, the United States
has not embraced protectionism in the way that it
did during the inter-war period. Support for trade
remains high among the public and, even more,
among the many U.S. industries that continue to
benefit from it.”? For its part, Beijing is eager to pre-
serve access to the markets, technology, and cap-
ital of the advanced democracies for as long as it
possibly can. For these reasons, a total breakdown
in U.S.-Chinese trade, or of global trade more gen-
erally, appears unlikely.

Unlikely, but not impossible. An actual shooting
war between the two powers — a clash over Taiwan,
for example — would probably be accompanied by
trade embargoes, financial sanctions, and serious
disruptions in maritime commerce. As happened in
1914, great-power war could bring the second era of
globalization to a sudden and bloody conclusion.

2. Reglobalization

Theory suggests that it may be possible to pre-
serve an open global economic order, even in the
event of a hegemon’s relative decline, provided that
the major members of the system work together
and, in particular, if they are able to use multilater-
al institutions to enhance communication and lock
in cooperation. Perhaps the current World Trade
Organization-centered system could be saved if the
United States renounces unilateralism, China com-
mits to follow the path of liberalization, and all par-
ties agree to strengthen existing dispute-resolution
mechanisms and abide by their rulings.

This would undoubtedly be the preferred out-
come of most mainstream economists and trade
experts but, at this point, it appears highly unlikely.
Beijing’s trade, industrial, and technology promo-
tion policies are not the products of mistakes or
misunderstandings. They are deliberately designed
to strengthen the communist party’s hold at home
and to enhance its power on the world stage. Chi-
na’s leaders may be willing to make superficial con-
cessions in hopes of lulling the American side back
into complacency but, as U.S. Trade Representa-
tive Katherine Tai pointed out in a recent speech,
“their plans do not include meaningful reforms” to
their “state-centered economic system.””® Growing
awareness of this fact makes it less likely that the
United States will abandon its protective measures
and revert to business as usual.

The partial open order of the Cold War period
did not break down in the 1970s and 1980s, even
when American hegemony seemed to be eroding.
However, as we have seen, this had more to do
with the persistence of U.S. dominance within
the Western system, the commonality of ideolo-
gy or “social purpose” among its members, and
the continued presence of a common enemy than
with the independent coordinating function of
strong multilateral institutions.

89  Zachary Karabell, "Will the Coronavirus Bring the End of Globalization? Don't Count on It," Wall Street Journal, March 20, 2020, https://www.
wsj.com/articles/will-the-coronavirus-bring-the-end-of-globalization-dont-count-on-it-11584716305. After shrinking sharply during the first months
of the pandemic, the volume of merchandise trade bounced back quickly during the second half of 2020 before starting to slow again toward the
end of 2021 due to supply chain issues and the arrival of the Omicron variant. "Merchandise Trade Volume Declined in Q3 While Trade Values Con-
tinued to Rise," World Trade Organization, Dec. 20, 2021, https://www.wto.org/english/news_e/news21_e/stat_20dec21_e.htm.

90 See, for example, Keith Bradsher, "China Dominates Medical Supplies, in this Outbreak and the Next,” New York Times, July 5, 2020, https://
www.nytimes.com/2020/07/05/business/china-medical-supplies.html; and Oliver Wright and Lucy Fisher, " Boris Johnson Wants Self-Sufficiency to
End Reliance on Chinese Imports," The Times, May 22, 2020, https://www.thetimes.co.uk/article/boris-johnson-wants-self-sufficiency-to-end-reli-
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91  Following the onset of the tariff war in 2018, U.S. exports to China declined from $120 billion to $106 billion in 2019 before rebounding to
$124 billion in 2020, while imports shrank from $539 billion to $451 billion to $431 billion. "Trade in Goods with China," U.S. Census Bureau, https://
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92  Although support has declined over the course of the trade war and the pandemic, recent polls show that nearly two-thirds of those ques-
tioned still see trade as "an opportunity for economic growth." Mohamed Younis, "Sharply Fewer in U.S. View Foreign Trade as Opportunity," Gallup,
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The situation is obviously very different today.
China continues to benefit from its exploitation
of current rules and procedures and the United
States, acting alone, lacks the leverage to make it
change its ways. Existing institutions are too weak
to compel continued openness, but the diffusion
of power within the current system, and the di-
vergence between the communist party regime’s
values and those of the system’s other leading
members, will make it very difficult to create new
ones. Suggestions that China and the advanced
industrial democracies might somehow be able
to put aside their differences and join together to
build a new global order based on a shared “rec-
ognition of a principle of sustainability” appear
fanciful, at best.”

While a complete breakdown of the existing in-
ternational economic system is unlikely, at least
in the near term, so too is a return to the pre-
Trump status quo. Instead of being rejuvenat-
ed, what seems more probable is that the World
Trade Organization and other multilateral insti-
tutions will live on for some time, despite their
diminished utility and notwithstanding occasion-
al efforts at reform. These vestiges of the fading
second era of globalization will be supplemented
and perhaps eventually displaced by new, small-
er groupings organized around the major actors
in a less fully integrated, more segmented world
economy. The possible shape and composition of
these groupings will be discussed in scenarios 4
and 5, below.

3. Hegemony with Chinese Characteristics
(Globalization 3.0)

Throughout history, the decline of one hegemon
has been followed eventually by the rise of a new
one, most often in the aftermath of a system-shat-
tering war.”® The transition from British to Amer-
ican hegemony, the only such shift to have oc-
curred in the last two centuries, is a rare peaceful
exception to this rule. That feat was made possi-
ble in large measure by a growing sense of cultur-
al and ideological convergence between the two

powers, the opposite of what is happening now
between the United States and China.?

Even if both countries return to their pre-pan-
demic growth trajectories, and assuming that
both a major war and a willing, harmonious hand-
off between them are unlikely, a new era of clear-
cut Chinese hegemony could take years or even
decades to emerge. If, on the other hand, the Unit-
ed States bounces back smartly from the current
crisis while China’s growth continues to slow, the
crossover point between the two economies may
be pushed off indefinitely into the future.” The
fact that, in addition to its raw economic capabil-
ities, the United States will continue to wield oth-
er forms of what political scientist Susan Strange
referred to as “structural power” (including its
dominant role in international finance and in the
production of knowledge) could further extend
its run as global hegemon.”® China’s inability to
advance “a compelling vision or ideology in sup-
port of an alternative international order” will
also make it difficult for Beijing to rally a “coun-
terhegemonic” coalition with which to hasten the
demise of American preponderance.’”

With these caveats in mind, it is still useful to
speculate about the possible characteristics of a
future Chinese-led international economic order.
The first thing to recall is that hegemony and
openness need not necessarily go hand in hand.
Britain and the United States built open systems
based on liberal principles because they were
themselves liberal powers. The international or-
ders that they sought to create were essentially
outward projections of the principles on which
their domestic systems were built. If liberal he-
gemons build liberal orders, then it stands to
reason that an illiberal hegemon will want to con-
struct an illiberal order, one that, as Gilpin sug-
gests, more closely resembles a frankly hierarchi-
cal, imperial system.

The policies that Xi Jinping has been pursuing
provide some clues to what a future Sino-centric
global economic order might look like. Despite its
self-proclaimed role as the defender of globaliza-
tion and a high-minded proponent of mutually
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org/stable/2706758.

99  Bentley B. Allan, Srdjan Vucetic, and Ted Hopf, "The Distribution of Identity and the Future of International Order: China's Hegemonic
Prospects," International Organization 72, no. 4 (Fall 2018): 863, https://doi.org/10.1017/50020818318000267. For a discussion of how China might
seek gradually to erode the American-led order, see Daniel W. Drezner, "Counter-Hegemonic Strategies in the Global Economy," Security Studies 28,
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beneficial, “win-win” economic cooperation, the
Chinese Communist Party regime actually favors
more lopsided arrangements. In fact, in keeping
with Beijing’s zero-sum approach to economics,
the animating spirit of its policies can more accu-
rately be summed up with the slogan, “openness
for thee but not for me.” The party aims to pre-
serve the maximum possible access to the mar-
kets, goods, capital, technology, data, and resourc-
es of other countries while reserving for itself the
right to modulate their access to its own economy.
Rather than letting the free play of market forces
and the principle of comparative advantage deter-
mine the international distribution of industrial
capacity, it seeks deliberately to build “national
champions,” helping them to acquire and “indig-
enize” critical technologies and supporting their
efforts to dominate domestic and global markets
for cutting-edge products.

Xi’s recently announced “dual circulation”
strategy signals his intention to push China fur-
ther down the path upon which it has already
embarked, increasing reliance on domestic de-
mand and emerging economies to fuel future
growth, while reducing dependence on the U.S.
and other Western markets (and hence vulner-
ability to future tariffs or sanctions).'” At the
same time, Xi has assigned top priority to achiev-
ing the long-sought goal of greater technological
self-reliance, thereby reducing China’s suscep-
tibility to future technology “blockades.”’®' As
always, the regime’s economic policies will be
shaped by considerations of power rather than
welfare alone. They will be designed to increase
Beijing’s leverage over others while reducing the
ability of others to exert countervailing leverage
over China in return.'?

Ultimately, China hopes to sit at the center of the
global economy and the top of the technological lad-
der. As for the United States, in the words of Premier

Li Keqiang (as reported by former National Security
Adviser Gen. H.R. McMaster), its role in the future
global economy will “merely be to provide China
with raw materials, agricultural products, and ener-
gy to fuel its production of the world’s cutting-edge
industrial and consumer products.”'®®

4. Regional Blocs

Instead of fragmenting entirely into a collec-
tion of autarkic states, or being knit back togeth-
er into an integrated whole, the global economy
could become divided into increasingly separate
and distinct blocs. This was the scenario that Gil-
pin considered most likely when he first began
to contemplate the possible consequences of the
passing of American hegemony in the mid-1970s.
He anticipated that “with the decline of the domi-
nant economic power, the world economy may be
... fragmenting into regional trading blocs,” each
seeking “through the exercise of economic power
... to increase the benefits of interdependence and
decrease the costs.”"*

Gilpin’s prediction was premature, but some
tendencies in this direction have been evident,
especially since the end of the Cold War."®® Euro-
pean policymakers sought to bolster their ability
to compete in a globalizing world by creating a
unified market and moving toward the adoption
of a common currency in 1992. The United States
responded in 1994 with the North American Free
Trade Agreement, which further lowered remain-
ing barriers to trade and investment with Mexico
and Canada. Although the Japan-centered eco-
nomic bloc that some had anticipated in the early
1990s never took shape, over the past 20 years
a number of overlapping agreements have been
signed that promote trade among various group-
ings of Asian countries.' Despite Washington’s
withdrawal from the Trans-Pacific Partnership,
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the other members have forged ahead with a free
trade area that incorporates countries on both
sides of the Pacific rim (the Comprehensive and
Progressive Agreement for Trans-Pacific Partner-
ship).'” Another free trade agreement that is set
to go forward without American participation will
draw together China, Japan, South Korea, Austral-
ia, and New Zealand, as well as the 10 members
of the Association of South East Asian Nations.
The Regional Comprehensive Economic Partner-
ship is supposed to create an Asian economic
unit, centered on China and comparable in size
to the European Union or the United States-Mexi-
co-Canada Agreement (the successor to the North
America Free Trade Agreement).'
Regionalization could be further encouraged by
ongoing economic and technological trends, as well
as by the aftershocks of the COVID-19 pandemic.
Even before the current crisis, companies in a va-
riety of industries, including automobiles, com-
puters, and electronics, were beginning to build
shorter and more regionally focused supply chains
in order “to make their products close to market
to be better able to cater for changing patterns in
consumer demand.”'%’ Increased reliance on auto-
mation will reduce the significance of disparities
in labor costs and the incentives for moving some
production facilities to low-wage countries. Addi-
tive manufacturing (also known as 3-D printing)
techniques will make it economical to build some
products at or near the point of consumption while
simplifying some production processes. It may be
possible, for example, to substitute a single mold-
ed component for a collection of separate parts
that might previously have been manufactured and
then assembled in widely separated locations.™
Recent events have highlighted the fragility of
global supply chains in the face of disruptions
caused by communicable disease. The pandemic
has also made clear the particular risks associated
with excessive reliance on China. Climate change
could also increase the frequency of other kinds of
natural disasters, including severe weather events,
which could have more localized effects. Such con-
siderations are causing many companies to reex-

amine their strategies, diversifying within Asia,
in some cases, and contemplating “reshoring” or
“near-shoring” to Europe and North America, in
others.™ A further deterioration in U.S.-Chinese
relations, perhaps accompanied by increasing
tensions over trade and other issues between the
United States and Europe, could further reinforce
trends toward regionalization, with each bloc try-
ing to protect its own industries, promote its pre-
ferred standards, and secure its market.

The construction of more sharply defined eco-
nomic blocs would not only require that the mem-
bers lower remaining barriers to trade among them-
selves, but that they raise barriers to non-members.
This would involve a departure from the multilat-
eral principle of reciprocity and an end to any pre-
tense of trying to promote a fully open and all-en-
compassing global trading system. Because China’s
putative bloc would contain countries that are now
U.S. allies (like Japan, South Korea, and Australia),
as well as others wary of being drawn too far into
the Chinese embrace (like India, Singapore, and
Vietnam), Beijing could face special challenges in
getting others to agree to take this large additional
step. If it succeeds, however, it will have created a
vast aggregation of economic capacity in which it
is the dominant player, and from which the United
States could find itself largely excluded.

5. Value-Based Blocs (Globalization 2.5)

A final alternative future would be a world in
which the advanced industrial democracies of Eu-
rope, Asia, and the Western Hemisphere band to-
gether to form a free trade area and perhaps a full
economic bloc. They might be joined in all or part
of this endeavor by a few countries that are demo-
cratic but less developed (like India), and possibly
by a handful of others that are neither democratic
nor highly developed (like Vietnam) or highly de-
veloped but not democratic (like Singapore). As
the label suggests, such a grouping would resem-
ble the partial, “Western” system that the United
States helped to build during the Cold War. Like
its predecessor, this bloc would be made up pri-
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marily, though not exclusively, of democracies and
it would command a considerable fraction of the
world’s wealth and technological capacity. Taken
together, the countries of the European Union, the
United States-Mexico-Canada Agreement, and the
Comprehensive and Progressive Agreement for
Trans-Pacific Partnership, plus India and South
Korea, today account for over 6o percent of global
GDP, as compared to around 17 percent for China.™

A new trading bloc organized along these lines
would have a number of economic and strategic
benefits for the United States and its partners. Al-
though estimates vary, creating a “mega free trade
agreement” made up primarily of advanced indus-
trial democracies would likely increase the growth
rates of all of its members while diverting some
trade that might otherwise have gone to China.
Such an arrangement would thus promote both ab-
solute and relative gains, improving the welfare of
the citizens of member states while boosting their
rates of growth relative to China’s. This would have
strategic significance: Even if China continues to
grow faster than the advanced democracies, nar-
rowing the gap in growth rates will help them to
prolong the period in which they enjoy an advan-
tage in total output (share of global GDP) and thus
of potential power over it."

Assuming that they can synchronize their ne-
gotiating positions, the members of a democratic
trading bloc could work together to exert leverage
over Beijing, threatening to deny or restrict its ac-
cess to their common market if it refuses to mod-
ify its mercantilist trade and industrial policies.
In time, sustained collective pressure could even-
tually succeed in forcing the changes that patient
negotiation and unilateral American action have
thus far failed to produce. Although a merging of
markets would not be necessary to achieve this
end, closer integration would also make it easi-
er for the democracies to coordinate their poli-
cies on technology transfer, export controls, and
the screening of proposed Chinese investments.
Agreed standards regarding freedom of expres-
sion, data privacy, cyber espionage, and other ma-
licious activity could also result in the formation

of a “digital version of the Schengen Agreement,”
a democratic “digital bloc within which data, ser-
vices, and products can flow freely.”™

Having tried to incorporate China into an open
global order in the hope that doing so would cause
its behavior to conform more closely to liberal prin-
ciples, the democracies would, in effect, be falling
back to a partial system within the boundaries of
which those principles would be adhered to and
defended. Economic historian Benn Steil has com-
pared this move, from what he describes as a “One
World” to a “Two Worlds” model, to the one that
the United States and its allies made in the late
1940s once it became clear that the Soviet Union
had rejected “the basic American vision of a liberal
order”™ Much like its Cold War predecessor, the
resulting system would be nested within a larger
global economy. In contrast to the Cold War, trade
and investment flows between China and the dem-
ocratic bloc would continue, but they would be con-
stricted and more closely monitored and regulated.

Conclusion

Deglobalization and Chinese hegemony would
have unfavorable economic and strategic con-
sequences for the United States but, at least for
the moment, neither outcome appears very likely.
Reglobalization might be desirable, but only if it
were accompanied by far-reaching changes in Chi-
na’s domestic system that are presently beyond
the realm of possibility. Stronger, more exclusive
regional blocs are easier to imagine, including a
Sino-centric Asian system that marginalized the
United States and did serious damage to its future
prosperity and security.

Of the various alternatives considered here,
a new, partial liberal system would best serve
American interests. Whether, and if so how, such
a system can be built are questions that fall out-
side the scope of this essay, but some movement
in this direction is already visible. Reports of “de-
coupling” may be exaggerated, but flows of goods,
capital, and technology between the United States

12 Figures derived from the World Bank's DataBank website: https://databank.worldbank.org/home.aspx.
113 See the discussion in Ashley J. Tellis, "The Geopolitics of the TTIP and the TPP," in Power Shifts and New Blocs, ed. Baru and Dogra, 93-120.
14 Richard A. Clarke and Rob Knake, "The Internet Freedom League," Foreign Affairs 98, no. 5 (September/October 2019): 185, https://www.

foreignaffairs.com/articles/2019-08-12/internet-freedom-league.

115 Benn Steil, "Models for a Post-COVID US Foreign Economic Policy," in COVID-19 and World Order: The Future of Conflict, Competition, and
Cooperation, ed. Hal Brands and Francis J. Gavin (Baltimore, MD: Johns Hopkins University Press, 2020), 200.
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and China have nevertheless been significantly dis-
rupted in the last few years," and the trend toward
greater, strategically motivated separation between
the two countries will likely intensify as geopolit-
ical tensions between them grow. While they are
as yet less intense, trade frictions between China
and some of its other advanced industrial partners
have also become more evident."” Meanwhile U.S.
and European officials have begun to cooperate
more closely with one another and to make com-
mon cause with Japan in defending themselves
against Beijing’s mercantilism.™®

Further efforts to better integrate the econo-
mies of the advanced industrial democracies and
to insulate them to some degree from China will
no doubt face serious resistance: within the Unit-
ed States and, to varying degrees, from its allies
and partners, to say nothing of opposition from
Beijing itself. The higher the barriers that sepa-
rate a new bloc, the greater the disruption to ex-
isting patterns of trade and investment, the high-
er the costs of adjustment, and the stronger the
objections from firms and sectors that continue
to benefit from the status quo.

Those who advocate change will have to mobi-
lize a countervailing coalition, making the case not
only that a new system is essential for reasons of
national security, but also that the costs of transi-
tion will be temporary and manageable, and that
they will be offset in the long run by the welfare
gains arising from closer integration among the
democracies and better defenses against China’s
predatory practices. As has been true in the past
so also in the future: The shape of the global econ-
omy will be determined by political struggle and
by the shifting balance of political power, both
within nations and between them. £

Aaron L. Friedberg is professor of politics and
international affairs at Princeton University. His
latest book, Getting China Wrong, will be published
in Spring 2022 by Polity Press.
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