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The global trading network




The global financial network
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Network centrality is power

* To interrupt or tax trade

* To monitor/influence financial
flows

* To freeze assets
* Economic power can be used
* What could go wrong?



Geoeconomics

* The use of economic tools for geopolitical
purposes

 Governments at the center of trade/finance
can use power to extract concessions.

* Concessions may be economic, or non-
economic (geopolitical)



Geoeconomic history

Mercantilism (16th—19th centuries): Colonial
monopolies enforced by military force

Free trade advocates (Smith, Ricardo) reject;
1850-1914 first era of globalization

Interwar conflict brings geoeconomics backs;
Cold War reinforces it

Interlude for the second era of globalization

The return of economic coercion (U.S., China,
Russia)
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Preliminary observations

* Two kinds of sanctioners
— Normal countries

— Major power = systemic effects
* Two kinds of sanctions

— To bargain

— To punish =2 permanent

— Perhaps not so different....



Preliminary observations

* Success is hard to assess
— Most effective sanctions are never observed
— Observed sanctions have already failed
— But there is evidence of mild success

e Benefits are hard to assess

— Often non-monetary: national security, alliance
behavior, deterrence

— Even so, worth determining the costs



What could go wrong?

* Opportunity cost = opportunities lost

* Opportunities for cooperation lost
— Cooperation requires compromise of sovereignty

— Coercion is the use of sovereignty for non-
cooperative purposes

— Coercion changes expectations of behavior
— Once expectations change, difficult to change back

— A reputation for credibility and reliability is
valuable



Opportunities lost for...

* Aggregate economic efficiency

— Restricting economic exchange pulls economies
away from comparative advantage

e Specialization
— Crucial to productivity growth
— Economic benefits increase in specialization
— Vulnerability also increases in specialization

— Tradeoff between gains from specialization and
costs of vulnerability
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Opportunities lost for...

* Innovation

—Sanctions reduce incentives for R&D and
market expansion.

— Targets may increase innovative activity to
replace denied technologies.

—Example: U.S. export controls reduce R&D
investment at home, increased abroad



Opportunities lost for...

* A country’s reputation for
reliability
— Can raise borrowing costs and discourage long-term
partnerships
— Short-term coercion can trigger long-term decoupling
— Partners seek financial and technological autonomy

— Example: U.S. sanctions reduced dollar reserve use;
coercive trade policies lead Brazil, India to reorient
trade to China (cf. TPP - PCTPP)

— Trading off long-term economic goals for short-term
geopolitical goals?



Opportunities lost for...

* Firms, industries, groups within countries

* Distributional conflicts emerge:

— Domestic political influence affects nature of
feasible geoeconomic measures

— Concentrated benefits vs. public costs
— Public benefits vs. concentrated costs

— Politically connected groups may gain
disproportionately.



Geoeconomics for Major Powers

* Great powers shape global order — coercive or
cooperative.

* Examples: UK/US hegemony — Pax Britannica
and Pax Americana.



(a) Global exports as % of global GDP (b) Global capital mobility index
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Geoeconomics for Major Powers

* Great powers shape global order — coercive or
cooperative (externalities)

* Examples: UK/US hegemony — Pax Britannica
and Pax Americana
— Global public goods and their provision

— Current U.S. policies change expectations about
cooperative behavior

e Systemic impact: potential fragmentation and
regional blocs



Opportunities lost for world order

Geoeconomic coercion weakens
multilateralism

Less trust = less trade and cooperation

Example: 1930s isolationism deepened the
Great Depression.

Post-war economic order based on
— American leadership

— Multilateralism
— Both now in question



Policy Implications

Not arguing that net costs are always negative

— Rational govts would ensure they are positive

Probably consensus on many
— Blockade Nazi Germany, CoCoM during Cold War

But need to weigh gains vs. costs

— Especially ST gains vs. LT costs, advantage vs. reputation
Align coercive tools with geopolitical goals

For great powers: Consider systemic impact of
coercion on economic openness, global and
w/partners



Conclusion

Economic coercion has real and measurable
costs.

Benefits may justify use, but require
transparent evaluation.

Wise use of geoeconomics balances power
and prosperity
At global level, geoeconomics can reinforce

cooperation for global stability — or
undermine it



The costs of coercion
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