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COVID-19 and the war in Ukraine have exposed the vulnerabilities

of deep economic integration. Shortening supply chains, rebuilding domestic pro-

duction capacity, and diversifying suppliers have become a priority for govern-

ments and companies around the world. As outlined by the President of the

European Central Bank, Christine Lagarde, there is a clear shift in the nature

of global trade from dependence to diversification, from efficiency to security,

from globalization to regionalization, and from the market to the state.1

Whether this global reordering will lead to safer trade and a safer world is an

open question. The greatest threat to a stable restructuring of the global

economy is represented by the growing lure of self-reliance, which has inspired

strategies of “de-risking” across the most important jurisdictions.2

In his 2022 State of the Union address, US President Joe Biden promised to

ensure that “everything from the deck of an aircraft carrier to the steel on

highway guardrails is made in America from beginning to end. All of it.”3

These ideas were crystallized in two major legislations—the CHIPS and

Science Act and the Inflation Reduction Act—which aim to boost, through a

plethora of fiscal incentives, the American semiconductor industry and the dom-

estic manufacturing of green energy, respectively.4 The European Union is also

moving toward its goal of “strategic autonomy,” particularly concerning technol-

ogy.5 Back in January 2023, President Emmanuel Macron of France proposed a

“Made in Europe” strategy whose goal is to accelerate production targets in key

sectors, loosen state aid rules, establish an emergency sovereignty fund, and

mobilize trade defense instruments.6
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The related idea of “friend-shoring,” which consists of moving production out

of hostile countries into friendly nations, and was proposed by US Secretary of

Treasury Janet Yellen, represents a form of regional self-reliance based on a com-

bination of security and normative arguments.7 It is increasingly challenging for

Western democracies to economically interact with autocracies such as Russia or

China which endanger security and grow ever more threatening. It is also extre-

mely dangerous for theWest to rely on goods provided by these countries that are,

at best, rivals, if not even foes. Chrystia Freeland, Canada’s Minister of the

Economy, has welcomed friend-shoring as a “new norm” that “may require

some new institutions, some new relationships.”8

These inward-looking shifts in production patterns are not the prerogative of

advanced economies only. India’s Prime Minister Narendra Modi has committed

to creating a “self-sufficient India” as a new national goal.9 Even before the pan-

demic broke out, China’s process of economic self-reliance was already underway.

In 2018, President Xi Jinping revived Mao’s slogan of “regeneration through one’s

own efforts.”10 This idea was conceptualized in China’s dual circulation strategy,

which was announced in 2020 and aims to insulate its domestic market from the

rest of the world.11 By 2025, for example, domestic suppliers are expected to meet

70 percent of the nation’s semiconductor needs. In March 2022, Xi, who was con-

cerned with his country’s dependence on Ukrainian agricultural commodities,

argued that China cannot count on global markets for food security. He

instructed the Communist Party to fill “the rice bowl of Chinese people

mainly with Chinese grain.”12 Chinese authorities also pledged to secure dom-

estic supplies of grains, energy, raw materials, and other critical supplies as well

as the processes involved in producing and distributing industrial parts and

commodities.13

Self-reliance is different from protectionism. Its declared goal is not to hurt a

trading partner but to build domestic resilience and capacity in the wake of a

closing and less secure world. In other words,

self-reliance is an inward-looking strategy of

preservation, not an outward-looking one of

punishment. For this reason, it is apparently

less dangerous because it aims to reduce a

country’s vulnerability to potential shocks.

Self-reliance does not coincide with pure

autarky either, as it might be restricted to a few critical industries. But if self-

reliance is a response to closing markets, a generalized process of international

economic disengagement, and growing ideological divisions, it can lead to sys-

temic instability and chaos no matter what its intention. In today’s complex

economies, self-reliance hardly equates to self-sufficiency—as no country will

have enough resources to insulate itself (or even just some strategic industries)
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from the rest of the world. For this reason, self-reliance will more likely lead to the

emergence of regional blocs with politically discriminatory economic exchange.

In turn, the fear of losing access to key goods in an increasingly fragmentary world

might lead to adventurism and expansionism which can eventually feed conflict.

It would be a mistake to think that these autarkic tendencies are just the result

of contingent factors like the war in Ukraine or the pandemic. They are more

structural in nature and can be seen as a symptom of the fading Pax Americana.14

The intensifying rivalry with China, as well as the widening divide between

democratic and authoritarian regimes, are increasingly impairing America’s

ability to keep the global market economy open. According to hegemonic stab-

ility theory, which will be discussed in more detail in the next section, a trusted

and committed hegemon that enforces global rules and provides global public

goods is a prerequisite to keeping international markets open. When the leader

no longer has the means or willingness to honor its duties, then nations will

need to reduce their dependence on the global economy by building domestic

capabilities, or in the most extreme cases by expanding their national boundaries

to secure access to resources no longer available for exchange on international

markets.

Rethinking the way global value chains work will not be enough to bring stab-

ility to the system. What is needed is an update and upgrade of the global govern-

ance structure to avoid a leaderless world. We are already at a dangerous turning

point. As history shows, economic orders—with their rules, norms and insti-

tutions—tend to be sticky and outlive the hegemony of the nation that

created them.15 The world is increasingly getting stuck in such an unstable equi-

librium, where an order exists, but in practice, it no longer delivers stability and

thus forces nations to build domestic capabilities. Without an appropriate rede-

sign of the global governance architecture, the current system will remain in

place until a shift toward a new order begins. But hegemonic transitions are

hardly peaceful and ordered processes. Understanding the root causes of econ-

omic self-reliance, as well as its potentially frightening economic and geopolitical

consequences, is important to adopt an effective response.

The paper is structured as follows. The first section briefly discusses hegemo-

nic stability theory, explaining why it is relevant to understand the geoeco-

nomic implications of a fading Pax Americana and the global economic

disorder that is emerging. The second will provide evidence of the decline

in Washington’s relative power as other contenders, primarily China, rise to

the world stage. The third section will discuss the geopolitical consequences

of self-reliance; while the concluding section assesses three possible scenarios

going forward and sketches out possible ways to address current flaws in

global governance.
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A Fading Hegemon

According to hegemonic stability theory, which was originally developed by MIT

economic historian Charles Kindleberger in 1973, periods of deep and broad

economic openness occur when a hegemon—a single state that is economically,

technologically and militarily more advanced than its trading partners—creates

and maintains, for its benefit, sets of international institutions and rules that

govern foreign exchange, while providing both global security and management

of the international economy.16What emerges is a trading structure characterized

by low tariffs, expanding trade, and shrinking regionalism, with a specific division

of labor and specialization of function across countries which leads to deeper

economic integration globally.17 What changes from one hegemonic era to

another is the balance between the market and the state, and so the degree of

competition and coercion that characterizes exchange within and between

economies.

The US hegemonic era followed this pattern after World War II, at first in the

West, until the great global financial crisis. The American Century started in

response to the leaderless hiatus of the 1930s and has since relied on the price

mechanism, the rule of law, and strong property rights as ordering principles.18

Thanks to its outsized economic, technological, military and political power,

Washington cemented its leadership role within the West through the creation

of the BrettonWoods system, the funding of the Marshall Plan, and the establish-

ment of NATO, GATT and the OECD, while setting up trade barriers around

the new socialist camp of the Eastern Bloc.19 With the fall of the Berlin Wall

in 1989, many of the barriers to trade that were still in place were gradually

removed, giving rise to an unprecedented era of unfettered globalization.20

Pushing the argument to its extreme, according to some scholars, after the implo-

sion of the Soviet Union the United States acted as the de facto “world’s

government.”21

The first inflection point in the American

hegemonic era was reached in the 1970s in

the wake of the Nixon shock —a series of

economic measures adopted in 1971 to fight

inflation domestically that eventually led to

the abolishment of the existing Bretton

Woods system of international financial

exchange. As Kindleberger wrote, “the point

of all this is that after about 1971, the

United States, like Britain from about 1890,

has shrunk in economic might relative to the

world as a whole, and more importantly, has lost the appetite for providing

The American
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international economic public goods.”22 But the American hegemonic age did

not collapse. It rebounded, leading to further and deeper economic integration

following the end of the Cold War and the entry of China into the World

Trade Organization (WTO) in 2001, reaching a peak in 2007 when the global

financial crisis hit the world. In this stage, Washington benefited from its lack

of a challenger thanks to the implosion of the Soviet Union and a still rising

China. It also benefited from the emergence of a hegemonic coalition made of

Western allies that contributed to managing the international system, thus

partly relieving the United States of its leadership duties.23 Western Europe,

Canada, Australia, Japan and South Korea leveraged international institutions

to split the cost of providing the global public good of economic openness.24

But hegemony does not last forever. The hegemon will defend the system as

long as it remains strong enough to do so and the benefits from openness

exceed the costs. Over time, international stability will bring prosperity to

other regions too, strengthening allies and potential challengers alike, while

making the management of the international system more costly for the

hegemon, as more resources need to be diverted from productive uses in order

to protect the system. Once the hegemon declines in relative power, compared

to challengers that are dissatisfied with the existing order, the system becomes

unstable as it is increasingly costly to guard it. For example, the Great Depression,

which paved the way for World War II, was partly caused by the absence of a

leader. Great Britain was willing but no longer able to serve as a stabilizer

because its economy had become too weak, and the United States was able but

then unwilling to take up the role because the young nation had not yet

matured politically.25

During the process of fading hegemony, the rules, norms and institutions that

were established by the hegemon remain in place, but they no longer provide

stability to the system because the leading power is unable or unwilling to

enforce them. As political scientist Stephen Krasner put it: “The structure of

the international trading system does not move in lockstep with changes in

the distribution of potential power among states.”26 As a result, international

economic integration goes into reverse. This specific phase is usually overlooked

by hegemonic stability theory literature.27 The focus is usually on the effects of

the collapse of the hegemon, and not on the series of events that lead to it.

However, as will be discussed below, one can speculate that over time, the

absence of stabilizing mechanisms due to a fading hegemony exacerbates the

hegemonic crisis and intensifies the closing of the system, leading to the dissol-

ution of the old economic order.

Markets suddenly become inaccessible as the hegemon uses protectionism to

suppress the rise of the challenger, protect its power status, and reduce its inter-

national commitments. In response, the challenger undermines the international
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system by questioning its legitimacy. Then nations turn inward to safeguard their

economies through self-reliance strategies, and regional economic blocs

emerge.28 Eventually, unless a modified governance architecture is agreed upon

in the meantime, competing powers clash to reopen vital markets until a new

order emerges. For example, a key factor underlying Anglo-German rivalry at

the beginning of the 20th century was the fact that both Germany and Britain

were heavily dependent on imports of different commodities. This was a source

of reciprocal insecurity that was fueled by fears of naval blockades. As Germany’s

Admiral Alfred von Tirpitz put it: “We had global commerce, which compelled

us to world power.”29

The world is now moving at an increasingly

fast pace toward such an unstable equilibrium,

where an economic order, with its rules and

institutions, exists only in appearance, while

in practice the hegemon (the United States)

struggles to keep the system open and is

unable to further deepen the degree of inter-

national integration as a competitor emerges

(China). In this phase, when distortions due

to intensifying economic closure have not

yet degenerated into a great power clash,

there is still the illusion that the international order can remain in place even

if the hegemon has passed the zenith of its power. As the political scientist

John Ikenberry put it in 2011: “America’s position in the global system may

decline but the international order it leads can remain the dominating logic of

the twenty-first century.”30 In reality, the declining influence of the leading

power sets in motion a process of economic closure that eventually impairs

both the legitimacy and the viability of the economic order itself.

Closing Markets

A variety of metrics testify to the decline in the degree of global economic open-

ness since 2010, which imply a gradual drop in Washington’s hegemonic influ-

ence. Globalization—as measured in terms of the sum of overall exports and

imports relative to global GDP—has given way to a period of what a recent

IMF paper has called “slowbalization.”31 The slowdown in trade has been

partly cyclical, reflecting lower demand, and partly structural, owing to the matu-

ration of global value chains.32 In addition, since 2010 the free-trade paradigm of

the post-Cold War era has been challenged by rising protectionism, particularly

in the form of behind-the-border trade measures such as product regulations or

Economic order
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imports licensing. Data from the Global Trade Alert database shows that trade

restrictions globally are increasing, notably in high-tech sectors likely linked to

national security or strategic competition.33 Moreover, a stalled WTO, marked

by the failed Doha round of trade negotiations in 2011, has coincided with a

drop in the degree of global economic openness as captured by the rise in the

number of regional trade agreements which increase the degree of integration

only within some regions but not globally.34 Finally, popular support for globali-

zation among ordinary citizens has also declined in recent years due to the

explosion in income inequality that is often perceived as a side effect of the

process of economic integration, contributing to the rise of populist leaders in

several Western countries who have pushed anti-trade agendas.35

The United States turned its back on its own international system in 2016

with the presidential election of Donald Trump, who openly opposed liberal

internationalism, while Brexit inflicted another serious blow to the global

liberal order. During the Trump administration, the United States seemed to

have lost interest and faith in the ideas and purpose which had animated its inter-

national presence for the preceding seven decades. His “America First” strategy

embodied a Jacksonian approach to global affairs motivated by the idea that

both allies and rivals were free-riding the international system run by Washing-

ton—a claim consistent, rightly or wrongly, with the idea that the economic

return from the American hegemonic era was highly diminishing.36 Focusing

on the economic sphere, Trump’s lack of commitment toward the global

liberal order was epitomized by his withdrawal from the Trans-Pacific Partnership

(TPP) and the Paris climate agreement, his tough anti-immigration policies

against both Mexico and some Muslim countries, and his trade war against

China and Europe through the adoption of old-style tariffs.37

Although China’s authoritarian and statist economic approach has proven to

be incompatible with the rules-based trading system, Washington itself has con-

tributed to undermining its own economic order. In two separate 2022 decisions,

for example, WTO panels ruled that the Trump administration had violated its

WTO obligations by imposing tariffs on imported steel and aluminum and by

requiring that products made in Hong Kong be labeled as “Made in China.”38

The commercial clash with Beijing was certainly motivated by China’s actions

—unfair and illegal trade practices, devious terms of market access, currency

manipulations, intellectual property thefts, and generous subsidies for its own

enterprises—but also by a pervasive sense of decline well captured by Trump’s

slogan “Make America Great Again,” and previously by Barack Obama’s

attempt to energize his nation with the idea of a new Sputnik moment to out-

innovate the rest of the world.39

While the Biden administration has tried to repair the damages made to the

global liberal order by the Trump presidency, for example by rejoining the
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Paris climate agreement, its commitment to a deeply integrated global economy is

more formal than real.40 The resurrection of industrial policies aimed at reshoring

production to revitalize depressed economic regions in the United States implies

a partial disengagement from the global economy, with substantial efficiency

losses. The CHIPS and Science Act and the Inflation Reduction Act exemplify

this approach, as they try to rebuild domestic capabilities, particularly in high-

tech and the green sector, to the detriment of trading partners through discrimi-

natory subsidies and tax credits.41

Moreover, Trump’s tariffs are still largely in place, particularly on Chinese

goods.42 The United States is also leveraging its leading role in the inter-

national system to weaponize trade in its competition with China. The

decision by the Biden administration to ban the exports of high-performance

chips to China can be seen as a strategy of economic suppression aimed at

establishing a stranglehold on advanced computing and semiconductor tech-

nologies that, given their dual-use nature, are the basic building blocks of

both a modern military and a modern economy.43 And the Biden adminis-

tration doubled down in August 2023 with an executive order whose goal is

to limit outbound investments by American private equity and venture

capital firms into Chinese companies that are active in semiconductors and

micro-electronics, quantum information technologies, and certain artificial

intelligence systems.44 In response, Beijing announced export restrictions on

gallium and germanium that are key inputs for the semiconductor industry.45

More retaliatory measures of this kind are possible in the future given

China’s global centrality in mining and, even more, in refining rare earths

that are of vital importance both for the green and digital transition.46

Discriminatory trading measures risk spurring Beijing to bolster its own tech

prowess, thus further reducing the degree of economic integration. The

message that emerged from the 20th Congress

of the Chinese Communist Party (CCP) in

October 2022, which granted a historic third

term to Xi Jinping, was clear to the world:

national security comes first for China,

before economic growth. From now on, the

CCP seems bent on building a fortress

economy.47 As part of its self-reliance strategy,

China is trying to build its own technological

capabilities through investments in physical

and financial capital, as well as the construction of an innovation ecosystem

that links national labs, universities, and high-tech science parks.48 “Made in

China 2025” is a state-driven strategy to achieve tech parity with the United

States by 2035 and global leadership by 2049.49

From now on, the
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At the same time, the war in Ukraine has highlighted the inability of the

United States to guarantee the smooth international flow of key goods such

as agricultural and energy commodities. Both the war and related sanctions

imposed by Western countries on Russia and Belarus led to major dislocations

in energy and agricultural commodity markets, as many countries (more than

30 in 2022 alone) also imposed export bans on agricultural goods and fertili-

zers. In addition, many emerging economies, including China and India,

have openly challenged US leadership by refusing to join Western efforts in

condemning the Russian invasion of Ukraine or imposing trade and financial

sanctions on Moscow.50 Similarly, Washington’s inability to coordinate a

global, collective move toward net zero is giving rise to a new form of green

protectionism. The Carbon Border Adjustment Mechanism proposed by the

European Union, for example, is a tariff aimed at preventing the risk of

carbon leakages outside the old continent that would frustrate Brussels’

above average efforts to curb emissions. It is a source of tensions not just

with Beijing but also with Washington.51

Economic fragmentation is coupled with institutional

fragmentation. Although the liberal, rules-based global order built by the

United States remains largely in place, Beijing has started to openly challenge

it.52 China has reemerged as a global power within the US-led international

system, following the script outlined by Deng Xiaoping: “Lie low. Hide your capa-

bilities. Bide your time.” But it has also shown its dissatisfaction with an inter-

national system that does not pay enough tribute to its history, its power

status, and national interests. While China has gained voting quotas in the Inter-

national Monetary Fund, for example, its share still lags far behind its weight in

the world economy.53 The aggregate voting share of Austria, Belgium, Ireland

and the Netherlands in the IMF, for example, is almost 5 percent, compared to

a little more than 6 percent for China. However, these four countries have a

total population of around 43 million and a world GDP share of only 2.5

percent, whereas China has a population 34 times greater and accounts for

about 18 percent of world GDP at market prices.54

This frustration has induced China, along with other emerging economies,

to challenge Washington by building a sort of shadow, parallel international

system with its own institutions or partnerships: the Asian Infrastructure

Investment Bank (AIIB), the Shanghai Cooperation Organization (SCO),

and BRICS (Brazil, Russia, India, China, South Africa). In addition, China’s

Belt and Road Initiative (BRI), which seeks to connect Asia with Africa

and Europe via land and maritime networks, aims to create a Sino-centric

sphere of influence.55 China recently announced three further initiatives—

the Global Development Initiative, the Global Security Initiative, and the

Global Civilization Initiative—whose goal is to enlist the support of the
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“Global South” and amplify Beijing’s voice on the world stage (including in

existing multilateral organizations) through the institutionalization of its lea-

dership over the developing world.56

Consequences of Self-Reliance

The architecture of the global liberal order is still in place, but both its leader

and its challenger are openly undermining it. As a result, nations are becoming

increasingly distrustful of their trading partners and have started to build their

own domestic capabilities through strategies of self-reliance in the most sensi-

tive sectors, further accelerating economic closure.57 National security con-

cerns are inducing governments to intervene in value chains which are

relevant for the industrial base (e.g., semiconductors and communication

equipment); national competitiveness concerns are inducing them to

implement industrial policies aimed at capturing market shares in emerging

technologies (e.g., quantum computing, artificial intelligence, renewable

energy, and electric vehicles); and self-reliance concerns fuel the need for

security of supply in various areas (e.g. food, pharmaceuticals, medical equip-

ment, and energy sources).

However, no region today is close to being self-reliant in any strategic

sector. According to a recent study by the McKinsey Global Institute, every

major world region imports more than 25 percent of at least one important

resource or manufactured good.58 Latin America, Sub-Saharan Africa,

Eastern Europe, and Central Asia import more than half of their electronics.

European countries import more than 50 percent of the energy resources

they need. The Asia-Pacific region imports more than one-fourth of its

energy commodities. Even North America, whose economy is sufficiently

diversified and less dependent on the rest of the world, relies on imports of

resources and manufactured goods. For example, it imports about 10 percent

of its mineral consumption, with Asia–Pacific as its largest partner. Moreover,

resources like lithium, graphite, and other rare-earth metals—which are essen-

tial to produce electric vehicle batteries—are each extracted largely from three

or fewer countries. More than 80 percent of natural graphite is refined in

China. Likewise, the Democratic Republic of the Congo produces around 70

percent of the world’s cobalt, Indonesia around 30 percent of the world’s

nickel, and Chile accounts for almost 30 percent of the world’s copper.59 Dis-

ruption of supplies from any of these places would have sweeping

consequences.
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As will be discussed below, self-reliance policies will likely accelerate the

process of regionalization that is already underway, while creating a dangerous

geopolitical environment.

Geoeconomic Blocs
Self-reliance goes hand in hand with regionalization. The adoption of self-

reliance policies by one major country induces others to act accordingly, thus

quickly accelerating market closings. And the more the world goes down this

path, the more difficult it will be to reverse the

process. When the global order starts to fracture,

economic poles emerge because national resources

are hardly enough to meet domestic needs. Even in

the past, no project of autarky ever implied full disen-

gagement with regional and global markets, but

rather the reorientation from one set of trade and

investment relations to another through a process

of regionalization. When Japan disengaged from the

West in the 17th century, starting a long period of isolation, it ended up strength-

ening its trading relations with the Korean peninsula and China. Equally in 1940,

there was a belief among military planners that the emerging landscape of six

regional economic blocs might endure: Japan’s “Greater East Asian Co-Prosperity

Sphere;” the Soviet Union; Italy’s “Impero” in Africa; a German-dominated

Europe; the British Empire; and a US-dominated Western hemisphere.60

What is now emerging, however, is a division of the world along democratic

and authoritarian lines. The emphasis on the divide between democratic and

authoritarian regimes was epitomized by the December 2021 Summit for Democ-

racy, convened by the United States, which formally drew a line between good

and bad governance. Especially in the aftermath of the Russia-Ukraine conflict,

it will be increasingly tempting for Western leaders to divide the world into

opposing factions, with democracies on one side and authoritarian regimes on

the other. However, all this will do is mix up economic and governance argu-

ments in counterproductive ways.61 The Indo-Pacific Economic Framework

(IPEF), for example, which was announced in 2022 by President Biden during

a trip to Asia, brings together a dozen countries in the region to counter

China’s growing influence. In response, China’s then (and current at the time

of writing) foreign minister Wang Yi opined that “trying to use a framework to

isolate China will ultimately isolate themselves.”62

Self-reliant blocs that are also deeply ideological in nature will generate inter-

national economic frictions of a different kind. Exchange will be based on dis-

crimination, diverting trade from one country to another through a variety of

Self-reliance goes
hand in hand with
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policy measures such as export controls, administrative regulations, or tariffs.63

This is something that has already happened with the exports of high-end semi-

conductors to China. Similarly, unlike past attempts to circumvent stalled multi-

lateral trading systems through regional trade agreements—such as the

negotiation of the Comprehensive and Progressive Agreement for Trans-

Pacific Partnership (CPTPP) that left the door open to future signatories

without any formal preconception, including for China which applied in 2021

—friendshoring is exclusionary by its very nature.64 The goal is to build economic

resilience through supply-chain diversification which favors reliable and like-

minded trading partners, allowing national security considerations to shape econ-

omic policy. However, this is a rather costly form of disengagement considering

that a third of democracies’ goods imports come from authoritarian regimes, and a

third of multinational investment in autocracies is from democracies.65

Similarly, but with less focus on the governance structures of its partners,

China is actively building its own economic sphere through BRI or through a

planned expansion of the BRICS bloc of emerging economies to help countries

that are not perfectly aligned with the West—like Argentina, Egypt, Saudi

Arabia and Thailand—find new economic partners.66 Europe’s response to BRI

is the Global Gateway Strategy, which is meant to connect the old continent

with the rest of the world through infrastructural investments inspired by good

governance and democratic principles.67

The International Monetary Fund estimates that extreme trade fragmentation

may cost global output roughly 7 percent in the long term—an amount similar to

the annual GDP of Japan and Germany together.68 Greater reliance on a more

limited geographical area may increase the vulnerability to country-specific

shocks.69 And diversification will take time, requiring significant upfront invest-

ment. Minerals—among the most geographically concentrated products in the

world—are a case in point. As the International Energy Agency has pointed

out, developing new deposits of critical minerals has historically taken over

sixteen years on average.70 Moreover, strongly regionalized value chains may

prevent firms and economies from efficiently allocating their scarce resources,

harming their productivity and losing efficiency gains that derive from specializ-

ation—even if redundancy might lead to more resilience. In a highly compart-

mentalized global economy, capital and labor will be less mobile and might not

be available where they are needed. Eventually, economic fragmentation will

disrupt supply chains, exacerbate production delays, and boost prices for consu-

mers. The Boston Consulting Group estimates, for example, that insulating the

American semiconductor industry from China would result in a 35 to 65

percent overall increase in chip prices.71

Agreements among nations with shared strategic and security concerns,

however, might not be enough to build economically viable supply chains if
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there is a fear that in the future there will not be enough goods to assuage the

needs of each member of the coalition. For example, solidarity between states

is a key pillar of the European Union’s strategy to deal with the energy crisis

caused by the shortage of Russian natural gas. However, if a colder 2022-23

winter in Europe had led to natural gas shortages, European countries with

surplus energy stockpiles might have been reluctant to share them with their con-

tinental peers for fear that they might need these resources in the future. Simi-

larly, the Inflation Reduction Act infuriated European partners because tax

breaks for components used in renewable energy technologies like electric cars

are granted on condition that they are made in North America.72 This is why

the European Union is working on introducing its own industrial policy in stra-

tegic sectors. Finally, friends can quickly turn into rivals, and in some cases even

foes. Up until the war in Ukraine, for example, and despite wide political and dip-

lomatic divergences, Russia was considered a reliable energy supplier across

Europe. Suddenly, a trading relationship built over the course of several

decades fell apart completely.

Political Disturbances
Once it gets ingrained, self-reliance becomes a highly

destabilizing geopolitical factor, even more than pro-

tectionism itself. Self-reliance starts by looking

inward, but it ends up cascading outward, disrupting

instead of stabilizing the world. To maintain or

improve the living standards of their citizens,

countries may find it necessary to exercise political

sovereignty over resources they need but do not

possess and can no longer access on international

markets. The desire for larger economic areas or una-

vailable goods leads to the formation of groups and alliances which make for

international insecurity, leading in the most extreme cases to territorial expan-

sion as well.73 Tensions over Taiwan, for example, are not only related to its pol-

itical status but also to the centrality of the island in production of the most

advanced semiconductors.74

There are plenty of historical examples of economic closure causing conflict.75

In the 19th century, German philosopher Johann Fichte argued that, in the tran-

sition period to autarky, a country such as Prussia needed to annex nearby terri-

tories to create “natural frontiers” more compatible with economic self-

sufficiency.76 In the decades before the outbreak of World War I, European

empires tried to achieve exclusive control over economically attractive regions.

As a result, and as aforementioned, preemptive imperialism turned out to be a
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source of fear that contributed to the great power tensions that erupted in Sara-

jevo in 1914.77

Equally in the 1930s, autarkic aspirations soon became a prerequisite for pre-

paredness for war. A world divided into air-tight compartments created an irre-

sistible temptation to expand territorially and overcome trade barriers

preventing access to key resources which were not available domestically.78

According to political scientist Dale Copeland, without access to British and

French markets, Hitler’s goal was “100 percent self-sufficiency… in every

sphere where it is feasible” that could only be achieved through the establishment

of privileged economic zones, thus generating expansionist fears in other

countries.79 Shortly before World War II began, he told a Swiss diplomat: “I

need Ukraine, so that no one will starve us out as they did in the last war.”80

The most compelling historical example is Japan during the interwar years. It

tried to reduce its dependence on the United States for key raw materials, particu-

larly oil, expanding in Asia and making a confrontation with Western powers

inevitable.81

Crucially, if one looks back at the intellectual history of self-sufficiency, its

ideologues always mistakenly view this economic strategy as a force for inter-

national peace. In a recent overview of the topic, scholar Eric Helleiner points

out that over the last four centuries, at different moments in time and across

the most disparate countries, self-sufficiency has always been associated with

the quest for international peace. Countries’ autarkic policies were designed to

insulate countries from foreign influences which encouraged war.82 Similar argu-

ments have been made by the most disparate thinkers, from Englebert Kaempfer

and Jean-Jacques Rousseau to Fichte, Mohandas Gandhi, and John Maynard

Keynes. Surprisingly, in 1933, Keynes, who later contributed to building a

highly integrated international economic system in the aftermath of World

War II, praised self-sufficiency as a remedy against imperialism and international

conflict: “A greater measure of self-sufficiency and economic isolation among

countries than existed in 1914 may tend to serve the cause of peace, rather

than otherwise.”83 Historical events, however, have tended to disprove these

theories.

Shared Leadership

Global pushes toward economic self-reliance are highly concerning because they

imply not just a reversal in the globalization process but a failure of the current

economic order that might fuel tensions among great powers going forward. A

global governance architecture exists but it struggles to guarantee market open-

ness and stability to the system, forcing nations to rely more on their own
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capabilities and less on those of their trading part-

ners. Three scenarios are likely going forward.84

The first is the definitive collapse of the current

global economic order; the second considers the

current crisis of the global liberal order as just a tem-

porary setback for American leadership, similar to

what was experienced in the 1970s; and the third

envisages co-leadership among the main powers,

including China, which would rebuild collective

trust and induce nations to increase their dependence on one another, without

any ideological distinction deriving from their domestic political systems. In

what follows, we will consider each scenario one by one, while making a concrete

proposal to address the current global governance crisis.

First, if the closing of the international economic system continues, leading to

the full fragmentation of the global economy and dysfunctional global govern-

ance, great power tensions will intensify, making a clash inevitable.85 In this

scenario, the American hegemonic era would end drastically, as the British hege-

monic age did in the early 20th century.86 If Beijing has the upper hand, it is unli-

kely that the global liberal order will survive the American hegemonic era.87 As

discussed above, China does not seem willing to passively accept the current gov-

ernance structure, and it is already working on a parallel, shadow international

system that puts China center stage.88 Going forward, especially if it consolidates

its power and influence, Beijing will likely push for institutional reforms more in

sync with its national interest, generating enormous transition costs. Xi Jinping’s

vision of the world is rooted in concepts such as “the great rejuvenation of the

Chinese nation.” In practice, this and similar catchphrases imply a radically

transformed international system, with an internally united China at its center.

Second, in a more benign scenario for the West, the current weakening in

American power might just be an inflection point like the one experienced in

the 1970s. As was then the case, the US hegemonic era might regain momentum,

likely with some governance tweaks which give a stronger role to some of

Washington’s closest allies. However, considering America’s rapid disengage-

ment from its economic order, it seems difficult to imagine how the current

system can survive if its main promoter no longer supports it consistently. More-

over, this scenario rests on the non-trivial assumption that China will fail to

remain a serious challenger to the United States. Back in the 1970s, the

rebound in American leadership was due more to the collapse of the Soviet

Union than to the strengthening of the US economy.

Certainly, Beijing is faced with a plethora of structural challenges, ranging

from misallocation of capital, a declining labor force, stalled productivity

growth, corporate debt levels that are unusually high for an emerging

Self-reliance might
fuel tensions among
great powers going
forward

Economic Self-Reliance in a Leaderless World

THE WASHINGTON QUARTERLY ▪ FALL 2023 117



economy, and a bloated property market.89 If any one of these problems spirals

out of control, it will likely slow down China’s ascendancy, but it will hardly

obstruct it entirely. And if the Chinese economy collapsed for real, it would

not be good news for international stability. Unlike the Soviet Union, China

is deeply integrated into the global economy and still represents a key engine

of global growth. A marked slowdown of the Chinese economy would be costly

for the world. Moreover, history tells us that revisionist powers are more danger-

ous when they are declining and not when they are ascending. To cite an extreme

instance, according to political scientists Michael Beckley and Hal Brands,

Germany launched both World War I and World War II in a mood of profound

pessimism caused by the fear of imminent decline.90

Third, instead of stubbornly defending the status quo or letting it collapse

through policy inertia, the United States—and the West more broadly—could

come to terms with the reality of its decline and the end of its hegemonic pos-

ition, restructuring the global governance architecture in a more inclusive and

consensual way.91 Most emerging powers, including China, do not share

Western values and will not become more responsible stakeholders if they are

given more responsibility and voice in current global decision-making struc-

tures—the so-called “socialization hypothesis.”92 What China wants is “true mul-

tilateralism,” which implies equal status for all countries and would require a

radical change of approach on Washington’s side. Currently, the United States

engages rising powers as equals in informal forums like the G-20, but it is unwill-

ing to reform formal international institutions like the IMF. Such a system is

proving ineffective because informal institutions are unable to move beyond pol-

itical declarations that must be followed up on voluntarily.93 Moreover, it might

induce dissatisfied rising powers to establish spheres of influence in their region

and to continue building anti-West groupings of heterogenous countries like

the BRICS, whose membership is likely to expand dramatically after its August

2023 meeting in South Africa, when more than 40 countries showed interest

in joining the group.94

If one assumes that China’s rise is something inevitable that has to be accom-

modated in order to avoid a great power clash, the third scenario of global restruc-

turing represents the best way forward. What’s needed is a new governance

architecture that reestablishes trust among countries and deepens openness

again, reflecting the shifting economic weights and capabilities of nations.95

The goal should be to make nations reliant on one another again through a

shared governance architecture, preserving or increasing interdependence to

keep the international economy open, maximize efficiency gains, and reduce

the probability of war associated with inward-looking policies. Diversifying sup-

pliers, rebuilding domestic capacity, and shortening global value chains are
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legitimate choices as long as they are motivated by wise risk-management con-

cerns and not by delusional aspirations of self-reliance.

Moving beyond authoritarian-democratic rhetoric and separating economic

issues from value concerns is the first step to avoiding a division of the world

into economic and geopolitical blocs. The West in general, and Washington

in particular, cannot reestablish a unipolar world order or turn China into a

Western-style democracy. A new governance architecture should promote com-

monly accepted rules which enable democratic and authoritarian political

systems to remain highly integrated economically without coming into conflict,

preserving international trade as a key mechanism of exchange with appropriate

trading rules, and preventing the emergence of exclusionary regional trading

blocs. In addition, each country should be allowed enough breathing space to

achieve domestic goals in ways that are consistent with its policy preferences

and not with rigid global paradigms.96 All this should be accomplished while

avoiding a return to the pre-pandemic norm of prioritizing efficiency over resili-

ence, especially in the most sensitive sectors for national security. Eventually, this

would require upgrading and updating rules as well as institutions to make them

more consistent with today’s power realities.

Moreover, theWest and the ideological camp represented by China should see

themselves not just as rivals but as partners in dealing with cross-border threats

that require common efforts and could give rise to a different kind of great

power politics compared to the past, when competition and the balance of

power were the default options. Emerging economies and Western powers

should invest political and diplomatic capital in cooperating, along with other

major international players, on issues of common interest such as combatting

climate change, maintaining open maritime commons, designing norms for

outer and cyberspace, preparing for the next pandemic, and preserving inter-

national financial stability.97 In contrast, thorny issues such as the trade distor-

tions created by China’s malpractices should be addressed in appropriate fora.

Instead of reacting unilaterally, the United States should work with its allies to

strengthen multilateral bodies like the WTO Appellate Body to voice its dis-

agreement over unfair Chinese practices, while being ready to retaliate when

there is no alternative.

Ultimately, any change in the global governance architecture requires a

change of mindset. For Washington, it will be difficult to accept the idea of

ceding power. Since it took over the hegemonic baton from the British

Empire, the United States has seen its place in the world from the perspective

of exceptionalism, meaning that it considers itself a role model whose mission

is to make the world in its own image. Exceptionalism has been reinforced by

exemptionalism—meaning that Washington does not accept any external con-

straint that limits its policy actions.98 But the American policy and political

Economic Self-Reliance in a Leaderless World

THE WASHINGTON QUARTERLY ▪ FALL 2023 119



elite should recognize where their nation currently stands in its hegemonic trajec-

tory. Relinquishing some power when you are in a position of relative strength

gives leverage to set the frame within which future rules and institutions are

designed. Otherwise, by continuing on the current course, self-reliance strategies

will increasingly reduce the degree of econ-

omic interdependence among nations,

leading to systemic chaos as vital markets

close down and key goods become inaccessible.

This is, after all, what we can learn from

history. All attempts to build domestic capa-

bilities in exclusionary ways never brought

the national resilience and international

peace that their advocates hoped for. They

were always, and relentlessly, harbingers of

fear, tension and conflict.
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