
2023 REPORT
JAN FAMFOLLET, DAVID TOMAN

SHEDDING A NEW LIGHT  
ON THE  GLOBAL TRADE  
& INVESTMENT REGIME

HOW TO ADAPT TO THE EMERGING 
CHALLENGES OF ECONOMIC WARFARE  
AND COERCION

http://www.europeanvalues.cz


EUROPEAN VALUES CENTER FOR SECURITY POLICY  

The European Values Center for Security Policy is a non-governmental, non-partisan 
institute defending freedom and sovereignty. We protect liberal democracy, the rule of law, 
and the transatlantic alliance of the Czech Republic. We help defend Europe, especially from 
the malign influences of Russia, China, and Islamic extremists. 

We envision a free, safe, and prosperous Czechia within a vibrant Central Europe that 
is an integral part of the transatlantic community and is a firm ally of the USA.

Authors:

Notice on Funding and Disclaimer:

Jan Famfollet, David Toman

This paper has been issued following a closed-door expert discussion held in December 
2022. It includes several facts stated and ideas expressed during the discussion. However, 
due to the Chatham House regime of the discussion, the particular authors’ names are 
not mentioned.

www.europeanvalues.cz

http://www.europeanvalues.cz
http://www.europeanvalues.cz/cs
http://www.europeanvalues.cz


CONTENTS  

EXECUTIVE SUMMARY   4

INTRODUCTION   5

RECENT POLICY DEVELOPMENTS  
ON THE INTERNATIONAL LEVEL   6

WORLD TRADE ORGANIZATION   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6

FRIENDSHORING  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7

CHIP 4 ALLIANCE . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8

INDO-PACIFIC ECONOMIC FRAMEWORK (IPEF)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8

THE EU-CHINA RELATIONS   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9

CASE STUDY OF A NATIONAL APPROACH – JAPAN   10

RECOMMENDATIONS   12

CONCLUSION   13

REFERENCES   14

http://www.europeanvalues.cz


4

EXECUTIVE SUMMARY  

 • Significant events in recent years have shaken the world order borne of the 20th 
Century. Supply chains were disrupted throughout the COVID pandemic. The U.S. 
and  China – the world’s two largest economies - are fighting a trade war. Russia 
launched the first land war in Europe of the 21st Century. Combined, these events point 
to the growing rupture between the free-market democracies and the authoritarian 
regimes with state-controlled economies. 

 • The World Trade Organization (WTO), provides the cornerstone for ordered 
and  accountable global trade. The WTO now faces the challenge of the People’s 
Republic of China’s (PRC) rise and its disregard for the very rules it aims to enforce. 

 • Notably, China’s accession to the WTO has not led to its transformation into a market 
economy. Its state-led, centralized approach to the economy and trade has increased 
rather than decreased. China has also a long record of violating, disregarding 
and evading WTO rules, and thwarting WTO oversight mechanisms.

 • In response to supply chain disruptions and the weaponization of trade and energy 
supplies by the authoritarian regimes, many countries have sought to strengthen 
their economic security regimes. 

 • Accordingly, a growing number of states have been strengthening their national 
economic security through enhancing export controls, foreign direct investment 
(FDI) screenings, the diversification of supply chains and/or the use of tools to deter 
against economic coercion.

 • The trend of “friendshoring”, through which the like-minded countries try to diversify 
resources within the “friend circle”, is on the rise as well, complementing the strategies 
that enhance supply chain resilience.

 • In this new geoeconomic context, unforeseen alignments in both global political 
and economic arenas are starting to emerge. For the moment, it appears that they 
will reshape the existing global political and economic order.

 • New political alignments include AUKUS (a security pact between Australia, the United 
Kingdom, and the U.S.) or QUAD (a strategic security cooperation between Australia, 
India, Japan and the U.S.). New economic alignments might include the Indo-Pacific 
Economic Framework (IPEF) or the Chip 4 Alliance (a supply-chain alliance focused on 
microchips). 

 • As new geoeconmic alignments emerge globally, free-market democracies should 
strive to adapt to the new realities while preserving an open economic order akin to 
that of the latter 20th Century. Long-term interest in democratic values, collective 
resilience and rules-based international order should prevail over the short-term 
economic interests. 
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 • The WTO needs to be reformed and its dispute settlement mechanism restored so 
that the Organization’s rules can address new problems and be effectively enforced. 
To unlock the benefits of the functional WTO, key actors, including the U.S. and India, 
should act constructively and enable the necessary reforms.  

INTRODUCTION  

The global trade regime has found itself in a new situation after decades of confidence 
in open and liberalized markets. Supply chain disruptions resulting from the COVID-19 
pandemic, the trade war between the United States (U.S.) and the People’s Republic of China 
(PRC), the Russian invasion of Ukraine and the relating economic sanctions, weaponization 
of trade and energy supplies, or tensions in the Taiwan Strait, together indicate that 
the golden era of globalization and free flow of goods and capital is under strain. At the same 
time, the importance of protecting domestic markets, implementing industrial policies, 
and restricting foreign investments steadily grows as countries seek to implement various 
economic security policies and enhance their resilience.

Concerns are that these shifting dynamics in the global economic order will further undermine 
the existing global political order and global economic institutions, including the  World 
Trade Organization (WTO). Solutions to international trade and investment affairs are 
increasingly sought outside the existing multilateral institutions. They incorporate elements 
beyond purely economic considerations, mainly to bolster security and  technological 
self-sufficiency. Accordingly, the new supply chains will tend to be structured around national 
security concerns rather than efficiency and comparative advantages (The Economist, 
2023). New alignments in both global political and economic arenas are beginning to 
emerge. For the moment, it appears that they will reshape the existing global political order 
as well as economic institutions in a significant way. The new political alignments include 
AUKUS1 and  the  Quadrilateral Security Dialogue (QUAD)2. Other developing economic 
initiatives might include the Indo-Pacific Economic Framework (IPEF) or the Chip 4 Alliance 
(a supply-chain alliance focused on microchips). 

The aim of this report is to describe some of the issues related to the changes in the global 
trade regime and the ways free-trade democracies adapt to such changes. The first section 
of this paper briefly describes some of the recent developments impacting world trade; 
the dynamics of EU-China relations are addressed. The second section uses the example 
of Japan to show how a country can react to the recent challenges at the national level. 
The final section of this report recommends how the democratic part of the world should 
respond to the changing dynamics of the global economic power structure.

1 A security pact between Australia, the United Kingdom, and the United States.
2 A strategic cooperation between Australia, India, Japan and the United States in security and technology areas.
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RECENT POLICY DEVELOPMENTS  
ON THE INTERNATIONAL LEVEL  

WORLD TRADE ORGANIZATION 

The WTO was established in 1995, replacing the General Agreement on Tariffs and Trade 
(GATT). It is the world’s largest international economic organization. It endeavors to 
regulate and facilitate the international trade, comprising 164  members representing 98 
per cent of world trade (WTO, 2023).The WTO enhances world trade with tariff reduction,  
the  most-favored nation principle (MFN)3, and trade dispute settlement. Trade between 
nations increased 300-fold since the foundation of the multilateral trading system through 
the GATT, the predecessor of the WTO (European Commission, 2021a). 

The WTO is currently in crisis. In December 2001, the PRC was admitted to the WTO. This 
was a pivotal event for China and the global economy. China largely ignored well-established 
WTO rules, instead surreptitiously working to pursue its  national interests without regard to 
them or standards of fairness (Jain, 2016). Indeed, China’s state-led, non-market approach 
to the economy and trade has increased rather than decreased since its accession. China 
has a long record of violating, disregarding and evading WTO rules to achieve its domestic 
industrial policy objectives. The PRC has further sought to frustrate WTO oversight 
mechanisms (USTR, 2022).4 Disconcertingly, China is trending towards even greater state 
control in 2023 under the rule of PRC President Xi Jniping (Kefferpütz, 2023). 

The competitive distortions resulting from China’s insufficiently open markets and heavy 
influence of the government on the economy cannot be effectively addressed by 
the  Organization’s current rules. New rules are needed to tackle the specific problems 
this Chinese approach is posing. However, the diverse membership of 164 countries has 
not been able to negotiate new rules to remedy this problem. The negotiations are held 
back by the newly emboldened developing countries, including the world’s most significant 
economies, which represent two thirds of the membership and still claim special treatment. 
Another pressing issue is the WTO’s monitoring and deliberative function, which is hindered 
by the opacity of many members’ trade legislation and practices, as well as by their 
unwillingness to take on board sustainability and climate agendas (European Commission, 
2021a). 

Finally, the WTO faces  the paralysis of the trade dispute settlement system, which has 
been the result of the blockage of appointments of Appellate Body members by the  U.S. 

3 To ensure non-discriminatory trade policy, MFN treatment requires that normally governments not discriminate 
between importing countries by treating their products better or worse, i.e., a trade concession to one trading partner 
needs to be extended to all. There are exceptions to the MFN, such as granting preference to developing countries, 
concluding free trade agreements or erecting trade barriers in response to unfair competition.

4 China also uses various, often illicit, means to secure foreign intellectual property and technology to further its 
industrial policy objectives (USTR, 2022). The industrial policies that flow from China’s nonmarket economic system 
have systematically distorted critical sectors of the global economy (USTR, 2022). 
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Washington has had long-standing concerns about the Appellate Body, pointing to 
issues such as “judicial overreach”, and stressing the need for a broader WTO and dispute 
settlement reform (Lester, 2022). The U.S. has been particularly concerned about the fact 
that the WTO panel considered reviewable the cases where national security exception to 
the WTO obligations had been invoked. In the relevant ruling, the WTO panel also determined 
the definition of the context where measures contrary to the WTO rules are permissible, 
i.e., have plausible connection the national security. This definition, however, goes against 
the  US argument that its tariffs on steel and aluminum are necessary to rebuild those 
domestic industries, both of which are necessary to maintain its industrial defense capacity 
(Reinsch & Caporal, 2019).

The lack of sufficient political will from leading Member States to pursue these reforms is 
of grave consequence, especially for the countries committed to free trade and rules-based 
international cooperation like the EU or Japan. The WTO’s current paralysis is among 
the reasons why many countries increasingly look for alternatives to the multilateral trade 
mechanism and seek bilateral arrangements. For now the trade relationship between 
the  U.S. and China is beyond WTO capacity (European Commission, 2021a). Meanwhile, 
the EU has intensified the negotiation of as many free trade agreements (FTAs) as possible 
and is developing new concepts to deal with the recent developments in and challenges to 
global trade.  And other strategies relating to economic security contribute to redirecting 
the international trade flows and restructuring the supply chains with due consideration to 
broader geopolitical risks. 

FRIENDSHORING

One of the dominant themes in the area of global trade and investments is the divide 
between the free-market democracies and the authoritarian regimes (e.g., PRC and Russia) 
with more-or-less state-controlled, crony capitalist economies.5 In this context, one 
approach gaining steam is known as “friendshoring” as a defense against Chinese coercion 
and protection of supply chains.  When friendshoring, free-market democracies are 
diversifying resources within an allied ‘circle of friends’, thereby reducing their dependence 
on authoritarian regimes. The U.S. and a number of its allies employ friendshoring to prevent 
authoritarians from misusing market positions in areas such as raw materials, energy,  
and/or strategic technologies. 

Friendshoring can increase a business’ resilience to external shocks like wars or pandemics. 
It also strengthens national economies against economic and political extortion. It further 
serves as a response to those countries unfairly supporting their domestic industries or 
violating international norms. Moreover, this retraction from the previous international trade 

5 The Chinese economic model can be characterized as (party-)state capitalism or “command-and-control economy”. 
Russia has been charting a course towards state(-controlled) capitalism too with the trend of significantly expanding 
its control in certain strategic sectors through “strategic nationalizations” (Arshakuni & Yefimova-Trilling, 2019). 
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order would likely result in short-term supply shocks, higher prices, and slower economic 
growth (Baschuk, 2022).

CHIP 4 ALLIANCE

One of the examples of the abovementioned friendshoring is the Chip 4 Alliance. This 
supply-chain coalition proposed by the U.S. would bring together the chip-making 
superpowers Japan, the U.S., the Republic of Korea (South Korea) and the Republic 
of China (Taiwan) to ensure the secure and regular production of microchips vis-à-vis 
the PRC’s semiconductor industry. It has been labeled a “democratic semiconductor supply 
chain” (Economist Intelligence, 2022), however the negotiations on the establishment of 
the proposed alliance still lie ahead. 

Taiwan currently plays the leading role in the semiconductor industry. It is responsible for 
90 percent of the global production of the most sophisticated microchips. The Taiwan 
Semiconductor Manufacturing Co. (TSMC) is the world’s largest contract chipmaker. 
Together with Japan, the U.S., and South Korea, the Alliance would cover over 70 percent of 
the value of the global semiconductor industry. The stability of microchip supply is crucial 
for the U.S. and its allies to maintain their competitive edge in military and commercial 
spheres (Kiyomiya & Mochizuki, 2022).

INDO-PACIFIC ECONOMIC FRAMEWORK (IPEF)

In May 2022, Tokyo hosted the launch of the Indo-Pacific Economic Framework (IPEF). 
This Biden Administration initiative has clearly signaled US willingness to expand 
and strengthen its economic role in the Indo-Pacific. So far, 14 countries6 accounting for 
about 40 percent of the global economy are at the table. Related negotiations consist of 
four pillars: The Connected Economy (digital trade, labor, and the environment), Resilient 
Economy (supply chains), Clean Economy (climate-related issues) and Fair Economy (tax 
and anticorruption policies). While promising, there are concerns that the IPEF could be 
a misguided effort due to the avoidance of tariff reductions and other market access issues 
that are traditionally in the WTO domain (Manak, 2022).

It is worth noting that IPEF is not the first initiative aiming to establish deeper trade 
relations in the Indo-Pacific. Since 2018, the Comprehensive and Progressive Agreement 
for Trans-Pacific Partnership (CPTPP)7 has been in place, bringing together 11 countries8 
from both sides of the Pacific accounting for about 13.4 percent of global GDP. The U.S. 
is not part of the CPTPP. A  controversial matter is the China’s application to the CPTPP, 

6 Australia, Brunei, Fiji, India, Indonesia, Japan, South Korea, Malaysia, New Zealand, Philippines, Singapore, Thailand, 
and Vietnam.

7 CTPP has been a successor of the previous effort to conclude the Trans-Pacific Partnership (TPP) involving the US, 
which was, however, never ratified due to the US withdrawal after the election of Donald Trump as the US president. 
Japan under Shinzo Abe’s administration then took the lead to create the succeeding agreement CPTPP without the US 
participation. 

8 Australia, Brunei, Canada, Chile, Japan, Malaysia, Mexico, New Zealand, Peru, Singapore, and Vietnam. 
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submitted in 2021. Some argue that CPTPP provides an opportunity to have China comply 
with the rules during the accession process and that even the negotiation alone on its 
possible accession has its merits (Tsugami, 2022). Others are skeptical, fearful that with 
PRC membership, the  CPTPP would suffer the same fate as the currently dysfunctional 
WTO. Yet China is presently a member of separate regional FTA - Regional Comprehensive 
Economic Partnership (RCEP) - comprising 15 Asia-Pacific nations9 and accounts for about 
30 percent of global GDP. 

Taiwan is frequently excluded from existing multilateral trade and economic arrangements, 
such as IPEF, CPTPP, and the Wassenaar Arrangement on export controls. In the era 
of economic security, this limits its ability to partner and coordinate with like-minded 
economies, which is crucial, since ensuring economic security is national as well as 
collective matter. Through economic groupings and mutual assistance, countries may 
facilitate friendshoring and help to deter economic coercion (Kennedy, Yuki, & Nagayoshi, 
2022). 

THE EU-CHINA RELATIONS 

The EU-China relations remain tense on several counts. In 2020, Chinese courts issued 
“anti-suit injunctions” designed to prevent companies with high-tech patents from 
protecting their technologies in courts outside of PRC. The result is that China restricts EU 
patent holders  accessing EU courts for protection and enforcement (European Commission, 
2022). 

Then, in December 2021, China implemented several trade restrictions against Lithuanian 
exports, including the EU products with Lithuanian content. Officially, China argued 
phytosanitary concerns but failed to further justify its intended injunctions (European 
Commission, 2022). Moreover, PRC chicanery is more likely to lead to deeper relations 
between Lithuania and Taiwan. In response to the aforementioned cases, the EU requested 
WTO arbitration. 

As regards investment: the EU-China Comprehensive Agreement on Investment (CAI) 
aimed to be the most ambitious agreement that China has ever concluded with a third 
country (European Commission, 2020); however, there have been serious doubts about 
the approval of the deal in the European Parliament given China’s “unacceptable” behavior 
toward members of the parliament,10 the EU Council’s Political and Security Committee, 
and European think tanks (Lau, 2021). The European Parliament considers ratification talks 

9 Australia, Brunei, Cambodia, China, Indonesia, Japan, South Korea, Laos, Malaysia, Myanmar, New Zealand, 
the Philippines, Singapore, Thailand, and Vietnam.

10 Particularly as regards the sanctions China imposed on several European entities and political representatives, 
including five Members of the European Parliament and the Subcommittee on Human Rights. This was a retaliation 
over the EU restrictive measures against four Chinese officials under the EU Global Human Rights Sanctions Regime 
(GHRSR) over severe human rights violations against the Uyghur minority in the Xinjiang region. 
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for CAI “justifiably frozen” because of the “baseless and arbitrary” Chinese sanctions against 
its members and calls for re-balancing EU-China relations (European Parliament, 2021). 

In reaction to the recent steps to weaponize trade, the EU is developing an anti-coercion 
Instrument (ACI).11 The purpose of this instrument is to “deter countries from restricting or 
threatening to restrict trade or investment to bring about a change of policy in the EU” which 
would be used “as a last resort when there is no other way to address economic intimidation” 
(European Commission, 2021b). This instrument may prove very powerful, while noting that 
its primary purpose is to deter. 

CASE STUDY OF A NATIONAL APPROACH – JAPAN  

Economic security can be defined as „a defensive expression of economic statecraft“ 
the  purpose of which is „to ensure a nation’s independence, survival, and prosperity in 
economic terms, or to use economic methods to protect the lives and assets of citizens, as 
well as to preserve the value of the nation“ (Suzuki, 2021). Bolstering the national economy 
with protective measures may prove detrimental to the liberal economic environment. 
It may also in the short run result in economic inefficiencies. But the true costs of not 
implementing such measures would manifest themselves in the long run in strategic terms 
(Famfollet, 2022a). Essentially, economic security regimes partially limit the free trade 
and open market principles in the interest of protecting national security, sovereignty 
and economic resilience.12  

Economically, Japan is one of the world’s most secure. Japan enacted its Economic 
Security Promotion Act in 2022. The purpose of which is “ensuring national security through 
integrated implementation of economic measures”  (Council on Foreign Relations, 2022). 
The Act aims to 1)  strengthen supply chain security; 2)  protect critical infrastructure; 
3) foster public-private technological cooperation; and 4) classify sensitive patents. One of 
the greatest challenges in implementing the law is to balance between effective protective 
mechanisms with free and open market principles from which Japan well-benefits. 

Specific attention is being paid to prevent the leakage of strategic technologies given 
the  persistent technology outflow from Japan to China. In addition to traditional export 
controls, Japan’s foreign direct investment (FDI) mechanism designed to protect critical 
infrastructure and other strategic sectors of the domestic economy from the inflow of 
corrosive capital, has been strengthened. Specifically, Japan lowered the threshold for 

11 Regulation of the European Parliament and Council on the protection of the Union and its Member States from economic 
coercion by third countries.

12 After the Cold War ended, the Western-led international liberal order and free trade regime expanded to include 
countries that do not share the same values and principles as the West, and these states can pose strategic threats 
(Suzuki, 2021). Therefore, economic security policies have gained significance once again as part of overall national 
security strategies across the world (Famfollet, 2022a).
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which prior approval is required for FDI in sensitive industries (Famfollet, 2022b).13 Another 
measure to prevent the outflow of technologies is keeping certain sensitive patents 
confidential (Famfollet, 2022c). 

Japan has experience when it comes to making supply chains more resilient. In 2010, China 
blocked exports of rare earth minerals crucial to Japan after Japanese coast guard vessels 
detained a Chinese captain who tried to fish in waters claimed by China yet controlled by 
Japan (Bradsher, 2010). In 2012, Japan, the U.S. and the EU initiated the establishment of 
a WTO arbitration panel, arguing that China’s restrictions were in violation. In 2014, the panel 
agreed with these claims (WTO, 2021). Consequently, China dropped its export restrictions 
of rare earths. Nonetheless, Japan has been trying to secure and diversify its supply ever 
since. For example, Japan signed a Competitiveness and Resilience Partnership with the U.S. 
to advance resilient supply chains in the chip industry, enhance coordination on export 
controls and strengthen tech cooperation. It has also deepened bilateral collaboration with 
like-minded actors, friendshoring sources of critical commodities. 

Tokyo is very active in the international trade cooperation. It further expanded several 
FTAs: an FTA among the Asia-Pacific nations; the aforementioned RCEP, CPTPP, IPEF, 
and the Japan-US Commercial and Industrial Partnership (JUCIP). Japan is also deepening 
its cooperation with the U.S., Australia, and India within the Quadrilateral Security Dialogue 
(QUAD). This group may become an important forum for collaborative policies in critical 
technologies. It may further grow into a comprehensive strategic-technology partnership. 
Also, as Japan has taken the Group of Seven (G7) chairmanship, it called for advanced 
economies to step up cooperation on export controls and take a coordinated approach 
aimed at preventing the economic coercion that the PRC has applied to some of its trading 
partners (Anstey, 2023).

In the past, Japan cooperated with the EU and the U.S. within the framework of the trilateral 
initiative on the possible reforms of the WTO. Once US involvement in the Organization is 
renewed, the work in this trilateral group should be intensified with a view to present a joint 
proposal on new WTO rules that could better address competitive distortions arising from 
state intervention (European Commission, 2021).

13 Sixteen core designated sectors are protected by the mechanism. These sectors include weapons, aircrafts, space, 
nuclear facilities, dual-use technologies, cyber security, electricity, gas, telecommunications, water supply, railway 
services, and oil (Smith & Ning, 2020).
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RECOMMENDATIONS  

 • Democratic countries should prioritize the long-term interest of security, freedom, 
democracy and rule of law over the short-term economic interests. This is why 
introducing well-calibrated economic security policies is essential. They protect 
the open markets against corrosive capital, competitive distortions, and economic 
coercion. Meanwhile, they reassure that the door remains open to constructive capital 
and benign economic cooperation.

 • Like-minded free market democracies should come together to strengthen their 
economic resilience against unfair economic practices emanating from authoritarian 
regimes. Together they should pursue free trade cooperation, as well as share 
knowledge on FDI screening, export controls and other measures preventing sensitive 
technology outflow. 

 • When the multilateral trading system is presently recalibrating, free-market 
democracies should establish the widest possible net of relations with other 
like-minded actors and employ friendshoring as a strategy to reduce reliance on 
and vulnerability to authoritarian regimes for critical supplies. To support this effort, 
governments should create appropriate conditions for economic actors to set up more 
secure market relations. Incentives may include subsidies, tax breaks, and regulatory 
forbearance. 

 • Free-market democracies should further develop fresh tools for the new geopolitical 
and geoeconomic reality while strengthening the existing ones. Such tools may 
include strengthened FDI screening mechanisms, enhanced export controls, special 
regimes for strategic technologies, and/or anti-coercion instruments (e.g., ACI).

 • The countries need to adapt to the new geopolitical and geoeconomic realities while 
preserving the general openness, which is a precondition of sustained development 
and prosperity. Unnecessary market closure or restrictions would prove detrimental.

 • While it is legitimate for every state to pursue its own interests, it must also pay 
attention to the needs of its partners and maintain a constructive role within 
the rules-based system, which represents a common good that brings benefits to all.

 • Enhancing international economic institutions is key to defending the rules-based 
economic order. In this respect, the WTO needs to be reformed and its dispute 
settlement mechanism needs to be restored so that the Organization’s rules can 
address new challenges and be effectively enforced. To release the erstwhile benefits 
of a functional WTO, key actors, including the U.S. and India, should act to enable 
the necessary reforms.  
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CONCLUSION  

Significant events of the recent years such as the COVID-19 pandemic, the trade war between 
the U.S. and China, the Russian aggression against Ukraine and tensions in the Taiwan Strait 
resulted in an increasing polarization between the democratic and authoritarian states; 
possibly the biggest since the Cold War. The global trade and investment regime as we know 
it is about to change. New political as well as economic alignments are being established. 
Friendshoring is trending upward. A growing number of countries have been strengthening 
their economic security through export controls, FDI screenings, diversification of supply 
chains and/or development of deterrence tools (e.g., sanctions). 

International economic institutions must be enhanced. The WTO needs be reformed to 
effectively respond to these shifting dynamics by ensuring that member states comply with 
the established rules and uphold their commitments. Price alone can no longer be the most 
important factor as values and security are becoming inseparable from trade relations. 
In this new political and economic reality, democratic countries should prioritize their 
long-term interest in values, collective resilience, and rules-based international cooperation 
over the short-term economic interests. The opposite of doing so could be detrimental not 
only to national economies, but also to the rules-based world as we have known it.  
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