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Executive Summary

America has a long history of seeking access to global markets to buy and sell goods and services. Yet trade
policy has always been intertwined with national security questions. They are notoriously difficult to sepa-
rate from each other, as efforts to promote national security impact trade, while trade with other countries
often has national security implications.

National security is regularly invoked in debates about American trade policy to justify economic national-
ist policies. This has been a feature of policy discussions concerning the US-China relationship for a decade.
Free traders have always acknowledged genuine national security concerns as constituting a legitimate
exception to their commitment to trade liberalization. In a world of states marked by geopolitical rivalries,
governments sometimes have no choice but to trade off particular benefits of trade to meet national secu-
rity needs.

Notwithstanding that reality, this paper holds that free trade generally enhances US national security,
while economic nationalist or neo-mercantilist policies tend to undermine it. Trade liberalization does not
guarantee harmony between states. As the outbreak of World War I exemplifies, goods crossing borders
do not rule out the possibility of war between countries that maintained relatively high levels of free trade
with one another. Nonetheless, trade openness promotes US national security in two ways:

o First and foremost, it enhances the economic growth that allows America to resource its na-
tional security needs effectively.

o It facilitates — without guaranteeing — more peaceful relations between America and
other states.

Economic nationalists’ general preference for the state taking a very active role in trying to direct interna-
tional trade is partly driven by what they consider to be free trade’s negative consequences for US national
security. They hold that trade liberalization 1) strengthens the economies of geopolitical rivals; 2) renders
America more vulnerable to external shocks; 3) facilitates the transfer of technologies like semiconductors
with dual civilian military uses to foreign companies, some of which are aligned with or owned by rival
states; and 4) allows the same foreign businesses to acquire assets in US markets that could be used to
undermine US national security.

This paper addresses these objections by illustrating that they are based on 1) faulty economic conceptions
of the nature of trade between states; 2) insufficient appreciation of important facts concerning trade’s
significance for US national security; and 3) excessively broad conceptions of national security that end
up undermining the economic and national security benefits of trade liberalization for America. Indeed,
this paper maintains that economic nationalist and neo-mercantilist policies undercut America’s national
security by:

e Weakening the US economy’s innovativeness, competitiveness, growth, and resilience.
e Generating unnecessary tensions with other states, including US allies.

 Diluting the meaning of national security.



Obviously, trade policy cannot be conducted in ways that ignore the real national security challenges facing
America. States will always have to make trade-offs between the respective demands of a free trade agenda
and the requirements of national security. Nevertheless, it is possible to address genuine national security
concerns without unduly compromising the pursuit of trade liberalization.

KEY POINTS:

e In a world marked increasingly by geopolitical conflict, skepticism about free trade’s compat-
ibility with US national security has grown across the US political spectrum.

o Free trade enhances US national security by bolstering economic growth and diminishing
tensions between America and other states.

o Economic nationalist and neo-mercantilist policies undermine US national security by weak-
ening America’s economy, alienating other states (including allies), and diluting the meaning
of national security.

o National security concerns about trade liberalization’s implications for supply-chains, du-
al-use technologies, and foreign investment can be addressed via policy frameworks consis-
tent with a trade liberalization agenda.



Introduction

In today’s arguments about the US economy, national security issues loom large. This is especially the case
regarding debates about trade. Figures across the American political spectrum regularly invoke national
security rationales for economic nationalist and neo-mercantilist policies,' particularly in debates about
the United States’s relationship with China since 2016.

Many initial responses to national security challenges assume an economic form. Trade sanctions are often
used as a first-step national security tool to deter states from taking particular actions, or to compel states
to take, or refrain from, specific courses of action.?

However, promoting and securing freer trade between states has also often been understood as a nation-
al security objective. Throughout the nineteenth century, the relatively open trade marking much of the
global economy was underpinned, as the German economist Wilhelm Ropke pointed out, by the implicit
guarantee of the Pax Britannica delivered by the Royal Navy’s ability to keep the world’s sea lanes free of
bad state and private actors.® A similar train of thought shapes Federalist 10’s insistence that as the “un-
equaled spirit of enterprise” in America inevitably spilled over into international commerce, the United
States would need a federal navy to protect American shipping and trade.

Advancing the liberalization of international commerce was a feature of US trade policy after 1945. This
was not pursued simply because of the economic benefits that progressively expanding wider access to
global markets brought to America and Americans.

In the first place, growing and protecting ease of US access for foreign markets, initially with neighbors and
allies and then beyond those spheres, was regarded as a means of boosting America’s economic strength
and thus America’s ability to resource its national security needs and agenda.® Second, trade liberalization
was understood by key US policymakers to be one means to lock Western European states into a US al-
liance against Communism and an expansionist Soviet Union.® Third, ever-widening trade exchanges de-
creased, it was believed, the probability of war between states and increased the likelihood of international
cooperation. In 1947, for instance, President Harry Truman stated that “If the nations can agree to observe
a code of conduct in international trade, they will cooperate more readily in international affairs. . . . It will
provide an atmosphere congenial to the preservation of peace. As part of this program we have asked the
other nations of the world to join with us in reducing barriers to trade.””

Such ideas were not new. Free trade’s extra-economic benefits have been stressed by prominent free traders
ranging from Adam Smith to Richard Cobden. The latter’s famous slogan — “Free Trade, Peace, Goodwill
Among Nations” — reflected his conviction that a global liberalization of trade would radically diminish
military conflict between states. Following the USSR’s breakup in 1991, considerable optimism prevailed
well into the 2010s concerning free trade’s capacity to help promote a rules-based international order and
more peaceful world, thereby enhancing America’s national security.

Such optimism is less apparent today. Geopolitical trends and the growth of US-China tensions from the
mid-2010s onwards have emboldened those who believe that America’s promotion of trade liberalization
has contributed to China’s emergence as a greater threat to America’s national security. Specific events like
supply-chain disruptions occasioned by policy responses to the COVID-19 pandemic have further facilitat-
ed doubts about the degree to which the US economy is integrated into global markets. These trends and



events have magnified pressures upon policymakers to embrace interventionist trade policies in the name
of enhancing US national security.

Underlying these questions is a tension between the requirements of a state’s national security and the
demands of free markets. Efficient markets deliver economic benefits to America and Americans. Main-
taining national security, however, implies a political willingness to forego some such benefits to reduce
national security threats to America. For example, products such as nuclear weapons technology are often
deemed so critical for a state’s national security that restrictions are placed on Americans’ ability to sell
them to foreigners in full awareness of the costs to economic efficiency and growth. States thus trade off the
potential economic benefits that might have been realized through trading specific goods across borders in
return for greater national security.

America’s interests go beyond economic growth. But the enhanced growth of the US economy and other
benefits delivered by liberalizing trade relations between America and the rest of the world are 1) import-
ant for the well-being of those same Americans that policies related to national security seek to protect and
2) boosts US national security.

The purpose of this paper is threefold. First, to outline how trade liberalization can advance US national
security in an international arena marked by competition between states. Second, to illustrate how eco-
nomic nationalist policies can undermine that same national security. Third, to show how specific concerns
highlighted by economic nationalists and neo-mercantilists can be addressed via policy frameworks that
do not unduly undermine a US trade liberalization agenda.

Before proceeding further, we need clear definitions of trade liberalization and national security. These
allow us to distinguish real national security challenges from fictious ones, to understand the national se-
curity effects of trade policy, to identify the trade implications of national security policies, and to better
grasp the calculus of trade-offs faced by policymakers as they navigate the demands of both trade liberal-
ization and national security.

Free Trade and Trade Agreements
Trade liberalization is best defined by its immediate objective: the The economic
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uals to satisfy their needs and wants. Even if the gain in wealth is not the same for all participants, all
participants gain when they voluntarily participate in markets.

Through conditions of trade openness, US companies secure more reliable access to foreign markets where
they can acquire dependable supplies of both finished goods and raw materials (not all of which are plenti-
ful or readily available in America) that they need to produce many modern products at a cost lower than
domestic sources. Such access also allows American companies to realize ever greater economies of scale
of production through, for instance, utilizing cheaper labor in foreign countries. The same foreign markets
contain millions of new consumers to whom American-made products can be sold, thereby enabling Amer-
ican businesses to expand their consumer base beyond the United States population.

So, too, foreign companies — and states — benefit from similar access to American markets. Those econom-
ic exchanges can form a basis for other commonalities of interest between the trading states, which may in
turn have positive national security implications.

But how is trade liberalization pursued in practice? There have been cases of states liberalizing their trade
unilaterally with the rest of the world, without assuming reciprocity by other states. The number of states
that have done so throughout history is small. Examples include Britain’s repeal of the Corn Laws in 1846
or tariff reductions undertaken by Australia and New Zealand in the 1980s.®

Today, trade between countries is generally structured through trade agreements. In the narrowest sense,
trade agreements are the culmination of negotiations between two or more states concerning the arrange-
ments governing how their countries’ citizens and businesses economically interact across state boundar-
ies. These agreements can take bilateral, plurilateral, or multilateral forms.

Trade agreements are not necessarily focused primarily upon securing trade liberalization. Preferential
trade agreements involve two or more countries agreeing to give each other preferential access to certain
goods and services. These agreements can involve reducing tariffs (taxes levied by governments on imports
designed to protect or support domestic industries from foreign competition) on such goods and diminish-
ing other restrictions on those goods. The primary goal, however, may not necessarily be a general dimin-
ishment of trade barriers between the countries involved. A preferential trade agreement could be a first
step towards a free trade agreement but need not be.

A free trade agreement by contrast does aim to produce an overall lowering of obstacles to trade between
one or more states, such as tariffs or industrial policy (government interventions into specific economic
sectors intended to alter outcomes of free domestic and international markets). Free trade agreements
are generally incremental in scope, and often constitute the starting point for further future trade liber-
alizations. But whether bilateral, plurilateral, or multilateral, the objective is a net liberalization of trade
between the signatories to the agreement. The World Trade Organization (WTO) and its 164 current mem-
bers are the most visible multinational institutional expression of this ambition.

But whatever the form taken by a trade agreement, it involves states negotiating issues as specific as pat-
ents, food-safety standards, immigration levels, environmental regulations, labor conditions, and compen-
sation to be paid to those deemed probable “losers” from a given trade agreement. Before and during these
negotiations, governments are lobbied by specific industries, businesses, nongovernmental organizations



(NGOs), and unions, each of which wants specific provisions written into trade agreements that protect and
promote their particular interests rather than, say, 330 million American consumers’ wants and needs.

To varying degrees, trade agreements involve states acting to secure advantages for politically influential
domestic actors via the use of policy tools such as subsidies and regulation. In this sense, trade agreements
embody distinctly mercantilist dimensions insofar as they reflect states’ efforts to shape the direction of
trade in ways that secure “wins” for certain groups, usually at the expense of consumers. To that extent,
even many free trade agreements necessarily depart from free market principles.

What National Security Is and Is Not

Trade agreements also reflect the fact that governments seeking to open their economies in a world of
states must consider the non-economic implications of trading with other states, including geopolitical
adversaries. How willing is a government to allow foreign companies from a geopolitical rival access to
its markets? How does one weigh the trade-offs associated with the economic benefits of enhanced ease
of trade with a state that is or may be a threat, with the possible national security risks associated with
trading with that rival?

A trade agreement, for instance, may permit American businesses to transfer technologies with companies
located in other states, in return for which American businesses gain access to new consumer markets.
But many technologies have both civilian and military uses. This creates predicaments for policymakers.
When should the US government ban American companies from transferring certain technologies to com-
panies based in hostile (or even friendly) states? By what criteria should governments make such decisions?

From Adam Smith onwards, trade liberalizers have always acknowledged genuine national security claims
as a legitimate exception to their position that trade between states should be as free as possible. When
Smith stated in Book V of The Wealth of Nations that “The first duty of the sovereign” is “protecting the so-
ciety from the violence and invasion of other independent societies,” he meant it. This, Smith recognized,
is economically expensive but the cost is necessary.

But how far does a legitimate national security exception to trade openness go? When do appeals to na-
tional security start turning into open-ended warrants for extensive state interventions that undermine
economic freedom, competition, growth, and even national security itself? Since 2008, there has been a
significant rise in WTO member states invoking the WTO’s hitherto rarely used national security exception
to inhibit trading of products.’

Determining the validity of such actions and the proper relationship between trade liberalization and na-
tional security requires a clear definition of national security. Two broad conceptions of national security
are relevant for our discussion. The first is the “realist” understanding of national security.

The modern origins of this conception of national security go back to the 1648 Treaty of Westphalia. This
established the sovereign state as the most basic unit of international relations. Henceforth, there was no
political entity that could claim “international authority” like the Holy Roman Empire or the Papacy. Sov-
ereignty in the sense of who possessed 1) ultimate authority over the inhabitants of a given body politic,
and 2) responsibility for that political community’s security was firmly and formally situated at the domes-
tic rather than international level.



This idea of sovereignty implied acceptance that any state might need to wage war against other states to
protect its interests. International relations, from a realist standpoint, are thus understood as “anarchic.”
But this “anarchy” is regulated through an equilibrium of states: i.e., “the balance of power” in which no
one state is allowed to acquire power on a scale that would enable it to dominate all others."

For three centuries, this understanding of international relations existed alongside the notion that states
would freely adhere to “the law of nations.” This constituted the rules which states embraced because 1)
they were understood to be grounded on moral principles theoretically knowable by all peoples; 2) they had
achieved expression in similar laws and customs that emerged separately in different states; and 3) states
considered following these rules to be in their self-interest, even in times of severe conflict.”? The Scottish
Enlightenment thinker David Hume, for example, valued the law of nations inasmuch as it helped to inject
more predictability and structure to international relations. Nonetheless, he believed that the balance of
power was the most efficacious way to manage international affairs.”

International trade was addressed extensively in the law of nations. On the one hand, the law of nations
(especially as expressed in the books of the Dutch philosopher Hugo Grotius) strongly affirmed the right
of individuals to trade across sovereign boundaries.”* The same law of nations, however, recognized that
sovereignty implies borders, and that states can make decisions about whom and what crosses their bor-
ders and under which conditions. Hence, although books like Emer de Vattel’s Law of Nations (1758) in-
dicated a preference for the free movement of goods, capital, and people, most law of nation scholars
gave states considerable scope to regulate such movements, including on what we would now call national
security grounds.*

Realist conceptions of national security may be contrasted with “internationalist” ideas of national se-
curity. The latter seek to promote and maintain peace among states via supranational and international
institutions through which states seek to realize “collective security.”

Antecedents of this idea go back to the Abbé de Saint-Pierre’s book Projet pour rendre la paix perpétuelle en
Europe (1713) but achieved powerful expression in Immanuel Kant’s Perpetual Peace: A Philosophical Es-
say (1790). Kant advocated the establishment of a “league of peace (foedus pacificum) which will be distin-
guished from a treaty of peace (pactum pacis) because the latter seeks merely to stop one war, while the
former seeks to end all wars forever.”*® The “federation,” Kant held, would “extend gradually over all states
and thus lead to perpetual peace.”” In this increasingly borderless world, he maintained, people would
“gradually be brought closer and closer to a constitution establishing world citizenship.” Commerce would
flow freely throughout this federation, as Kant envisaged it.

Rather than the law of nations, Kant preferred a system of international law whose content would be de-
termined by international and supranational political and legal institutions. Though Kant did not call for
establishing a “world authority” or “world government,” the logic of what he calls his “free federation” or
“continuously growing state consisting of various nations” points in this direction.

Today, internationalist conceptions of national security take two primary forms. The first is that interna-
tional institutions are derived from the desire of states to mitigate their differences through mechanisms
that minimize transaction costs and promote cooperation between states.'® States choose to participate in
international institutions because they provide established and often efficient fora for them to negotiate
and resolve their disagreements, thereby realizing a type of collective security.
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A second version of internationalism involves states subordinating themselves to the decisions of interna-
tional institutions. This carries overtones of such institutions constituting a type of global authority. Nation-
al security is thus transformed into an idea of “global security.” As described by historian of ideas Kim R.
Holmes, this means that “the world’s security is everybody’s business. It rests on the premise that no single
state is secure unless all are secure. While lip service is given to the idea of national defense, the far greater
focusis on attempting to eliminate conflict through international law, aid, confidence-building measures, and
global governance.”” Today’s European Union might be viewed as a prototype for this type of arrangement.

After World War I, these two concepts of internationalism achieved institutional form with the establish-
ment of the League of Nations and related bodies like the Permanent Court of International Justice and the
International Labor Organization. Following World War II, further institutionalization was realized via the
creation of the United Nations and the growth of extensive international legal protocols governing topics
like when and how states may engage in war.

In economic terms, internationalism after World War II was reflected in the General Agreement on Tar-
iffs and Trade (GATT) in 1948 (which became the WTO in 1995). Its objective was, to cite its preamble, to
realize a “substantial reduction of tariffs and other trade barriers and the elimination of preferences, on a
reciprocal and mutually advantageous basis.”°

Today, realist and internationalist conceptions of national security exist uneasily side-by-side. Disagree-
ment within and between states persist about which model or mixture
of the two models should prevail. But one thing is clear. Today, the pri-

Tod ay rea I ist a nd mary entity that acts to promote the security of states remains the sov-
)

ereign state. International institutions have no independent capacity

inte rnationalist to protect America (or any other state) from external aggression. Any
. international action to defend one or more states from such aggression
Conceptlons Of presently depends upon the willingness of states to act unilaterally or

= = in concert against aggressors.
national security sainstage

= = There is no indication, at present or in the foreseeable future, of con-
GXISt uneas"y ditions emerging that would allow some international institutions to
side_ by_side ] develop into a type of world authority that would assume responsibili-

ty for maintaining security for all states. Even the EU, for all its supra-

national ambitions, has struggled to move in this direction. Certainly,
most states do participate in international institutions because they consider it to be in their interests to
do so. But to the extent that an international order exists, it remains a construct highly shaped by the
idea of a balance of power: one that, as the classicist and historian Paul Rahe writes, reflects “alliances
forged in the face of common fear, and of negotiations backed by a credible threat on one or both sides
that, if a settlement is not achieved, there will be unpleasant consequences.” This, Rahe adds, is what
brings “a semblance of order out of the reigning chaos by imposing a structure on the relations between

political communities.”*

From this standpoint, national security remains firmly the responsibility of states, and we should continue
to speak of national security rather than global security. That means, as Holmes writes, that “National
security is the safekeeping of the nation as a whole. Its highest order of business is the protection of the



nation and its people from attack and other external dangers by maintaining armed forces and guarding
state secrets.” This translates into each state:

e Maintaining its independence as a state.
o Identifying threats to national security.

o Establishing and maintaining a military able to defend the state from external aggression
and support other national interests commensurate with available resources.

Economic Activity and National Security

These criteria help us delineate with some specificity which activities by states can and cannot be legiti-
mized on national security grounds. Take, for example, public health. While a pandemic can threaten the
health and lives of a state’s inhabitants, unless that pandemic results from a biological weapon deployed by
state actors, it does not constitute an attack by one state upon another. Dealing with a pandemic is primar-
ily the responsibility of health authorities, not national security officials.

Those same national security criteria, however, embrace more than purely military matters. Here, eco-
nomics features significantly. In 2010, Chairman of the Joint Chiefs of Staff, Admiral Mike Mullens, sur-
prised audiences when he stated that “The most significant threat to our national security is our debt.”*
Mullens’ specific concern was the ways in which he believed an excessive public debt and the need to ser-
vice it could undermine America’s ability to resource its national security needs.

But Mullins’ comment also reflected a longstanding emphasis of national security scholars. In 1923, Brit-
ish military theorist JFC Fuller stated that “[t]he first duty of the grand strategist . . . is to appreciate the
commercial and financial position of his country; to discover what its resources and liabilities are.”** In
other words, maintaining and growing a nation’s economic strength is a prerequisite for a military capable
of defending the state from external aggression. States unable to sustain sufficient economic growth to
support governments’ use of that output to meet its national security needs will compromise their ability
to defend themselves.

Nonetheless, acknowledging national security’s reliance on maintaining sound economic conditions does
not render a state’s economic policies the direct or even indirect responsibility of national security offi-
cials. Nor does it mean that the US (or any other) government should assume close direction of the econo-
my. Government-planned economies are far less proficient than market economies at generating economic
growth. The Soviet command economy’s failure was not the only reason for the USSR’s defeat in the Cold
War, but it played a significant role in degrading the Soviet Union’s ability to realize the most basic of na-
tional security objectives: sustaining its own existence as a sovereign state.

A concern for national security thus means strong limits upon what the government can do in the economy
on national security grounds. Without a high degree of economic liberty alongside institutions that protect
this freedom (private property rights, rule of law, etc.), the state’s capacity to fulfill its national security
responsibilities will be compromised. A state whose economy is rendered increasingly uncompetitive vis-a-
vis other states or burdened by out-of-control spending on entitlement programs, or otherwise in economic
distress, will be tempted to under-resource its national security needs.



This is where trade policy enters the picture. Do free trade or economic nationalist policies facilitate or
degrade a state’s economic capacity to resource its national security needs? Answering these questions re-
quires two further conceptual building blocks: 1) the difference between “relative gain” and “absolute gain”
and 2) the differing “logics” underlying national security and free trade.

Different Gains, Different Logics

In international relations theory, the concept of “absolute gains” is used to describe gains that states accrue
from a particular policy without reference to the relative losses or benefits that might be experienced by
other states affected by, or who are partners to, the policy which inclines them to cooperate with other
sovereign states.?

Looking at a trade agreement from this standpoint, US negotiators will focus on the absolute gains that
America derives from this deal with other states, and less upon how it might relatively benefit or hurt geo-
political rivals or allies. There is, however, acknowledgement that cooperation with such states is needed to
secure these absolute gains for America. These gains are not simply economic but may also entail political
gains for America such as a lower likelihood of conflict with other partners to the trade agreement.

By contrast, states that pursue “relative gains” focus on the relative advantage that they may gain over
other states by pursuing a particular policy. Here, it is more important for America to “win” vis-a-vis other
states, rather than for America to gain in absolute terms.*

Emphasizing relative gains might, for instance, make negotiators especially attentive to the ways in which
a trade agreement does or does not promote America’s economic and strategic position over the position
of its rivals and allies. Those same negotiators may recognize that America stands to make absolute gains
from a proposed trade agreement with one or more other states. Nevertheless, they may still advise that
America should decline to ratify the agreement because they believe that it does not deliver sufficient gains
relative to what is gained by one or more geopolitical rivals.””

On one level, one could contend that the concept of absolute gain tends to favor free trade arguments. Ar-
guments for trade liberalization typically emphasize that free trade delivers “absolutely” — and not just
economically — for states that embrace it. For example, State A becomes wealthier through agreeing to
lower trade barriers with States B, C, and D, and is less likely to be involved in wars with these same states.

The notion of relative gains, by contrast, is often presented as generating more skepticism about free trade.
From a relative gains standpoint, trade liberalization may indeed make, say, State A wealthier, but it may
also make State B — which happens to be a geopolitical rival of State A — wealthier. Negotiators might
conclude that trade liberalization could possibly strengthen State B’s capacity to wage war against State A.

In response, those who focus on absolute gains would point out that trying to quantify relative gains is
extremely difficult. How, for instance, does one determine and measure the amount of economic growth
that State A needs to give up, in return for an enhanced national security position regarding State B? Could
it be that it makes more sense for State A to focus on the absolute gains derived from a trade agreement
with States B, C, and D? If State A knows that 1) trade liberalization will deliver growth to its economy, 2)
has some reasonable confidence that it will improve relations with States B and C while 3) simultaneously



reducing State D’s incentives to get into serious conflicts with State A, the case for focusing on absolute
gains seems more solid on both economic and national security grounds.

A similar dichotomy underlies the different “logics” underlying trade liberalization and national security.
The ends and means specific to national security logic — particularly its military dimension — is replete
with us-versus-them reasoning. The objective of military action is to deter and, if necessary, neutralize spe-
cific threats to Americans and American interests by hostile state and non-state entities. Such reasoning is
necessarily confrontational and zero-sum in outlook. America “won” because National Socialist Germany
and Communist Russia “lost.” In pursuit of these two objectives, the United States necessarily expended
considerable economic resources.

The logic of trade is quite different. Trade between states is not about defeating enemies. Nor is it a ze-
ro-sum exercise. Rather, it is a positive-sum activity though which all participants win — albeit to varying
degrees and in differing ways — through mutually beneficial exchanges over extended periods of time.

Both logics have a legitimate place in the decision-making processes followed by policymakers. The point
of national security is defense against real and potential enemies, while the point of trade is exchange that
makes all participants wealthier and better off in their own estimations.

At first glance, one might conclude that the respective logics of free trade and national security are irrecon-
cilable. But what if it is the case that America wins both in economic and national security terms, thanks to
the economic growth and other goods stimulated by trade liberalization? To answer this, we must consider
how economic power feeds military power and how trade openness augments a state’s economic strength.

Growth, Trade, and Strength

Gross National Product (GNP), Gross Domestic Product (GDP), and per-capita GDP are typically used to
assess a state’s economic power. These metrics are also deployed to assess changes over time in different
states’ economic strength relative to one other.

All other things being equal, a state’s defense capacities are heavily dependent upon the economic resourc-
es that it has available for such purposes. Ensuring national security over the long-term requires a steady
long-term growth in GDP. Factors like technological sophistication and population size are important. But
a state with a higher GDP than its opponents can expend more economic resources on its defense than its
rivals. A wealthier state can force a more-populous but GDP-poorer adversary to spend a larger proportion
of its GDP on defense, thereby reducing the poorer state’s ability to meet other economic demands, includ-
ing its citizens’ consumer needs and wants.

America’s Cold War victory over the Soviet Union illustrates this point. The USSR devoted a huge pro-
portion of its GDP to military spending. It could not, however, keep up with America’s expenditures on
defense. America spent a lower proportion of its GDP on defense in the Reagan years than did the Soviets,
but the US economy’s sheer size and superior rate of growth meant that the USSR had to spend a greater
percentage of its GDP on defense.?® Other sectors of the Soviet economy, accordingly, received fewer eco-
nomic resources, thereby generating growing dissatisfaction among the Soviet Union’s citizens with the
Communist regime. “The vast superiority of the US-led sphere in economic/commercial power,” writes the
international relations scholar Dale C. Copeland, “not only allowed it to keep pace with the Soviet Union in



arms and strategic nuclear power — at a fraction of the cost to the US economy — but it reduced commu-
nism’s appeal as an alternative ideology and way of life.”*

From this angle, US national security is augmented by a strong American economy, with military strength
dependent on a high rate of economic growth. It is thus in the interest of national security to consistently
enhance the factors which drive growth. This brings us squarely to the ways in which trade liberalization
accelerates economic growth and thus contributes to the United States’ capacity to defend itself against
external aggression and meet other national security needs.

On an individual level, Americans engage in cross-border trade because they believe that they will econom-
ically gain from such transactions. Without that confidence, these exchanges would not occur.

Moreover, the freer a state’s citizens are to trade with the rest of the world, the faster that state’s GDP grows
compared to those with high trade barriers.** The most comprehensive World Bank study of this question
found that “Over the 1950-1998 period, countries which liberalized their trade regimes experienced annual
average growth rates that were about 1.5 percentage points higher than before liberalization. Post-liberal-
ization investment rates rose 1.5-2.0 percentage points, confirming past findings that liberalization fosters
growth in part through its effect on physical capital accumulation. Liberalization raised the average trade
to GDP ratio by roughly 5 percentage points, suggesting that trade policy liberalization did indeed raise the
actual level of openness of liberalizers. Trade-centered reforms thus have significant effects on economic

growth within countries.”®

By any standard, there are impressive numbers. In a more recent 2024 analysis of the same topic, the trade
economist Douglas A. Irwin states:

A consistent finding is that trade reforms have had a positive impact on economic growth, on aver-
age, although the effect is heterogeneous across countries. Overall, these research findings should
temper some of the previous agnosticism about the empirical link between trade reform and eco-
nomic performance.®

To the extent that trade liberalization amplifies the size and speed of America’s GDP growth and its as-
sociated benefits like greater productivity (including in manufacturing)?, it permits America to continue
spending more on defense — including defense research and development — as a proportion of its GDP than
less-wealthy states, including members of the G7.>* By contrast, as one detailed 2019 International Mon-
etary Fund analysis of protectionism’s impact illustrated, “tariff increases lead, in the medium term, to
economically and statistically significant declines in domestic output and productivity.”*

Trade and Trade-Offs

Paradoxically, there is a national security risk associated with one great power economically outpacing
its geopolitical rivals’ economic growth rates. As Copeland states, “We know from theory and history that
actors that anticipate a deep and inevitable decline in their power positions tend to start big wars or en-
gage in aggressive behaviors.”*® For example, fears about the Russian Empire’s economic growth eventually
outpacing that of Imperial Germany were a factor in the calculations of Germany’s civilian and military
leaders as they considered options for war in the 1910s.*”



This, it could be argued, is a good reason for a threatened state to try and obstruct a rival state’s economic
expansion, including through protectionist policies. Against this, however, we must consider two counter-
vailing factors.

First, if State A decides to try and obstruct trade with State B as a way of impeding State B’s econom-
ic growth, it imposes higher costs upon State A’s domestic production. This translates into higher con-
sumer costs and slower growth for State A, and thus potentially fewer resources to resource its national
security needs.

Second, State A’s choice to obstruct trade with State B may push State B towards a more belligerent view
of State A, or seek closer relations with State A’s rivals, or pursue less peaceful ways of obtaining what it
wants. This is especially the case if State B believes that trade restrictions imposed by State A will diminish
State B’s long-term economic growth and thus weaken its ability to realize its national security goals.

We can apply this framework to America’s decision to ratify China’s accession to the WTO. From 1980 un-
til America legislated Permanent Normal Trade Relations (PNTR) with China in 2000 and China’s entry
into the WTO in 2001, China enjoyed Most-Favored-Nation (MFN) trading status with the United States.
This was renewed on an annual basis (including after the Tiananmen Square massacre). China’s trading
status with the US was subsequently the same as most of America’s other MFN partners. As a consequence,
US-China trade steadily grew between 1980 and 2000.*®

In 2000, the US was faced with a choice. On the one hand, it could block China’s entry to the WTO and
simply continue annual extensions of MFN status. China would have likely regarded this decision as an un-
friendly act. That would have harmed US relations with the world’s most populous nation: one that also was
experiencing tremendous economic growth and possessed immense sway in the Asia-Pacific region. That
same country was one with which America (and many American allies) had enjoyed a growing trade rela-
tionship that was delivering lower costs to American consumers, export markets for American businesses,
a huge consumer base to which to sell American goods and services, and many new jobs in America. All
these things that benefited America could have been put in jeopardy by America vetoing Beijing’s entry
into the WTO.

The other choice was the one that America took: to agree to China’s accession to the WTO and establish
Permanent Normal Trade Relations (PNTR) with China. This permitted continuation (and, it turned out,
growth) in the economic benefits that trade liberalization delivered for both countries.* It also helped
America to maintain a quietly cooperative — albeit also competitive —relationship with China that had
been growing since the Nixon Administration normalized relations with Beijing.*® Lastly, it helped to ac-
celerate dramatically the growth of the Chinese middle class,* some of which presumably have a vested
interest in stable relations with the rest of the world, including America.

In hindsight, it is easy to second-guess this choice in light of the path that China has pursued since Xi Jin-
ping’s rise to power in 2012. Nonetheless, the case of China illustrates well the different trade-offs associ-
ated with national security and trade liberalization. China certainly grew economically as a consequence
of enhanced trade with America and the rest of the world, but so too did the United States. Moreover,
even without accession to the WTO, China would still have grown through trade — including trade with
America. Given the economic, political and international conditions of the time, the choice made by the



United States in 2000 was reasonably assessed as better than the alternative.

Improving Relations through Trade

Enhanced growth is not the only way in which trade liberalization can enhance America’s national se-
curity. There is empirical evidence indicating that growing trade between states lowers (though with-
out eliminating) the likelihood of those states engaging in serious military conflicts.*> To the extent
that free trade involves states embracing mutually beneficial exchange, it increases America’s wealth
and that of its trade partners. That confidence in the mutual gains of trade makes trade partners poten-
tially friendlier to the United States — or at least less likely to view America as an enemy engaged in a
resource-extraction exercise.

Trade openness also motivates other states to regard America’s well-being as being in their own self-in-
terest. That reduces the odds of conflict. If State A is wealthy, has a big consumer market, and makes it
easy for foreigners to trade with its citizens, the more attractive is State A’s economy for foreign business-
es and investors. That translates into more growth for State A’s economy which can be drawn upon for
national security needs as well as more employment and lower prices for State A’s citizens. Moreover, as
growing number of foreigners and foreign businesses invest in State A’s economy, their interest in State A’s
security grows.

Conversely, if State A embraces protectionism, it discourages foreigners from trading with and investing in
it. That translates into less economic growth for State A, fewer potential resources to expend on national
security, and lower interest by other states in State A’s well-being. State A’s protectionism also signals its
inward turn to the rest of the world. This provides an opening for State B to develop closer economic and
political relations with State A’s allies, who resent State A’s penalization of imports into its economy.

The pacifying effects of trade liberalization, it should be noted, do not mean that economically integrated
states will eventually conclude that all wars are a futile exercise. This claim was central to the journalist
Norman Angell’s famous book The Great Illusion (1910). The cross-border economic integration spurred by
trade liberalization, Angell held, would gradually render war a hugely costly exercise that no state could
sustain for long. Eventually, Angell believed, people would understand that war was not in their enlight-
ened self-interest. States’ approaches to foreign policy would subsequently “catch up” with the logic of
economic integration, the result being a radical diminishment (if not eventual extinguishment) of the
possibility of war.*®

Angell’s argument was severely undermined by the outbreak of World War I. Despite the considerable
economic interdependencies crisscrossing the continent, European governments decided that treaty ob-
ligations, ethnic ties, and national interests trumped the high economic costs associated with shattering
those interdependencies by opting for war. Furthermore, they were able to engage in brutal warfare for just
over four years.

It is also the case that there are numerous examples of belligerents continuing to trade with one another
during wars, including all-encompassing conflicts like World War 1.** Finally, there is an argument to be
made, as Adam Smith did in rudimentary form,* that states which grow wealthier through trade liberal-
ization have more economic capacity to wage war. Greater wealth may even tempt governments to embark



on prolonged military endeavors, since they can better sustain the expense than poorer states.

The argument that growing trade between states fosters more peaceful relations between them thus needs
to be expressed in probabilistic rather than definitive terms.*® This is the sense in which we can affirm
French philosopher Montesquieu’s observation*’ that doux commerce’s spread across national boundaries is
likely to reduce the prospect of violence between states — if only because it obliges states to think about the
economic damage that a choice for war may inflict upon themselves in an economically integrated world.
Insofar as the economic integration fostered by trade liberalization may cause some states to hesitate be-
fore attacking other states, it promotes the latter’s national security.

The Follies of National Security Economic Nationalism

Trade liberalization thus contributes to US national security in economic and extra-economic ways. The
alternative to trade liberalization is the logic and policies of economic nationalism. This seeks to realize
economic security for an individual state via government interventions that impair, tax, and occasion-
ally forbid cross-border commercial exchanges. The irony is that economic nationalist policies, pursued
in the name of greater security for a state and its inhabitants, can significantly compromise that state’s
national security.

Grasping how economic nationalism weakens America’s national security requires recognizing one of eco-
nomic nationalism’s original foundations: the insistence that commerce across borders resembles a ze-
ro-sum game. This was an underlying assumption of mercantilist doctrines that dominated Western states
from the late fifteenth century until the late eighteenth century.*® The economic and political dysfunction-
alities generated by this mindset can compromise a state’s ability to promote its national security.

Fighting a non-problem

The first such dysfunctionality concerns trade deficits. When America exports more than it imports,
neo-mercantilists regard this as positive. Foreigners, they say, are purchasing more American-produced
goods than Americans are buying foreign goods. America thus “wins.” Conversely, by this logic, when
Americans buy more foreign-made products than American goods, America “loses.” And when a state loses
in this manner, neo-mercantilist logic suggests, its economy and therefore its national security capacities
are weakened.

This reasoning rests upon a misconception of the nature of trade. First, as noted, when two or more indi-
viduals or businesses in different states enter a free exchange, both “win” because each secures what they
want from the other. Otherwise, one or the other would have declined the exchange.

Conceived as mutually agreeable and beneficial (if not exactly equal) exchanges, trade deficits between
states are neither bad nor good. What matters is that the individuals and businesses engaged in trade get
what they value. The economist Julia Cartwright explains this in the following way:

When an economy runs a trade deficit, more goods flow into the economy, in exchange for dollars,
than flow out of the economy, which means that these dollars return to the US as a capital account
surplus. This surplus represents the amount of foreign investment that is coming back into the US



in our dollars. More investment translates into higher productivity, expansion of industry, and new
businesses and innovation. I have a trade deficit with my local grocery store: I always buy cheese
from them, yet they don’t ever buy anything from me. My trade deficit with the grocery store is
ever-expanding, yet I am not poorer because of it — nor is this trade deficit at all unsustainable.*

Part of the problem is that the expression “trade deficit” has negative connotations of “losing” while “trade
surplus” convey an impression of “winning.” As long, however, as we understand that the whole point of
trade is that people exchange something they possess in return for something they value more, we will
recognize that neither person in the transaction experiences a loss.*®* And nor do the states in which those
people reside.

Weakening Oneself

Protectionist policies intended to alter the balance of trade, then, are trying to resolve a non-problem and
waste considerable resources in doing so. Unfortunately, the story does not end there. The “we win because
they lose” mentality underlying economic nationalism necessarily generates economic and political dys-
functionalities within those states that embrace neo-mercantilist policies. The history of tariffs in mid- to
late-nineteenth America underscores the point.

In the mid-1850s, considerable efforts were made to push America in decisively protectionist directions.
Economic historian Phillip W. Magness observes that tariffs became a major issue in the 1860 presiden-
tial and congressional elections, having gained considerable momentum during the recession and Panic
of 1857.%

Five years later, following the Confederacy’s surrender, America’s industrialization accelerated as part of
the Second Industrial Revolution also experienced by other Western states like Britain, Germany, and
France. In each case, steel and iron production expanded, new manufacturing technologies were devised,
and innovative organizational methods emerged.

In the northeastern United States, this boom produced a wealthy class of industrialists and large num-
bers of industrial workers. Both groups tended to view competition from other industrialized states,
especially Britain (then America’s biggest trading partner), as threatening their products’ sway in
American markets.®

Thanks partly to political pressures exerted by these groups, America took a strong protectionist turn
after the Civil War. The economic results were at best mixed. Magness shows that there is “considerable
evidence that the harms of late nineteenth century [American] protectionism outweighed the isolated
benefits to selected industries on net.” These included, he states, “1) the loss of agricultural exports to
Europe through symmetry effects, effectively harming farmers in order to prop up northeastern indus-
tries and 2) higher prices on imported machinery and other capital goods, which likely impaired the pace

at which America industrialized.”s®

A similar picture of protectionism inhibiting industrialization, undermining economic efficiency, and
impeding economic growth during this period is found in Douglas A. Irwin’s Clashing Over Commerce: A
History of US Trade Policy (2017). In his analysis of trade policy in antebellum America, Irwin found that



manufacturing was widespread in America before the Civil War and that it flourished under the low-
er-tariff regime that prevailed between the mid 1840s and late 1850s.°* Irwin also illustrates that “tariffs
on capital goods made investment spending more costly and less efficient.”® Similarly, he notes, the “high
cost of basic iron and steel hampered the development of downstream industries, such as tinplate,” and
“raised the cost of construction and transportation projects.”

It is true, Irwin concedes, that the high-tariff policy was not “costly and inefficient” in terms of the dead-
weight loss that it inflicted on the US economy. But the evidence suggests, Irwin concludes, that “it is dif-
ficult to make the case that high import tariffs were an important factor driving late-nineteenth-century
US economic growth.”™®

Why were protectionist measures maintained in place for so long in postbellum America? The answer is
politics. Tariffs persisted, Irwin explains, because of “the strong protectionist coalitions that stood be-
hind them.”™” At the time, this was noted by the economist F.W. Taussig in his Tariff History of the United
States (1888). Examining the 1867 wool tariff act and the 1869 copper tariff act, Taussig found no proof of
outright bribery. Nevertheless, he concluded that “contributions to the party chest are the form in which

money payments by the protected interests are likely to have been made.”®

Taussig also pointed out that “some Congressmen thought it not improper to favor legislation that put mon-
ey in their own pockets, and that many thought it quite proper to support legislation that put money into
the pockets of influential constituents.” Looking at longer-term postbellum trends, Taussig established a
steady pattern of “manipulation of the tariff in the interest of private individuals.”® The same individuals,
he stated, were adept at undermining any effort to diminish tariffs via the 1883 Tariff Act, despite growing
hostility to tariffs throughout America.®® In these years, economist Brian Domitrovic points out, “Owners
of successful businesses with cash to spare routinely sponsored agents in Washington, D.C., to pressure
members of Congress to write ‘lines,” as the term went, in each new tariff bill that either dinged foreign

competitors or put inputs on the ‘free list’.”*

But what about economic growth? America surpassed Britain as the world’s largest economy and industrial
power in the late nineteenth century. Between 1870 and 1913, Irwin shows that America’s real per capita
GDP “grew nearly 4 percent per year in the United States, compared to about 2 percent in Britain,” while
“per capita GDP grew by about 1.8 percent per year compared with 1.0 percent per year in Britain.”*

There is little reason to believe that tariffs had much to do with this growth. Instead, America’s economic
growth flowed, Irwin states, from a remarkable combination of factors:

The nation had free internal trade and the free movement of labor and capital across states, an
abundance of agricultural land, and untapped natural resources, and the enforcement of contracts
and protection of property rights through a non-politicized judicial system. The size and scale of
the market, knitted together with railroads and other transportation improvements, led to effi-
cient large-scale businesses and innovative organizational structures that encouraged industry spe-
cialization and ensured robust domestic competition. The country had a well-functioning capital
market that high investment rates, access to the world’s best industry technology from Britain
and elsewhere . . . In short, the country was well situated for both extensive and intensive growth,
regardless of the trade policy it chose.®®

Per capita GDP growth, Irwin states, owed a great to “capital deepening, arising from high rates of savings



and investment.”®* And tariffs, he adds, did not contribute to this.®

Antagonizing other States

It is difficult to maintain that postbellum America enjoyed substantive economic gains from protectionist
policies. But what matters for our purposes is the way in which these policies harmed America’s national
security position in these decades. This is most evident with tariffs’ negative effects upon America’s re-
lationship during the same period with its biggest trading partner, which also happened to be the nine-
teenth century’s superpower.

Nineteenth-century America was marked by a considerable degree of Anglophobia. Memories of the War
of Independence and the War of 1812 persisted for decades. These attitudes were exacerbated by promi-
nent protectionist politicians like Henry Clay, who viewed British imports to America as creating a type
of economic dependency. “It is,” Clay stated in his 1832 American System speech, “in effect, the British
colonial system that we are invited to adopt; and, if their policy prevail, it will lead substantially to the

recolonization of these states, under the commercial dominion of Great Britain.”*®

Following Britain’s embrace of trade liberalization in 1846, British goods (particularly, manufacturing
products) flooded world markets. This was one reason why American manufacturers in the North-East
started pressuring Congress for protective tariffs in the mid 1850s. The eventual result was the Morrill
Tariff of 1861. But, as Magness shows, this tariff had negative national security implications for America,
particularly Britain’s stance towards the Union during the Civil War:

[The Morrill Tariffs’] shortsighted favors to recipient industries infuriated Great Britain, one of the
country’s largest trading partners. All else equal, British anti-slavery sentiments should have made
them a natural sympathizer with the Union cause during the Civil War. Instead, tariff irritation
became a diplomatic blunder that helped push Britain into an uneasy neutrality.*’

The trade historian Marc-William Palen arrives at similar conclusions in his book The “Conspiracy” of Free
Trade: The Anglo-American Struggle Over Empire and Economic Globalization, 1846-1896 (2016). “The tarift,”
Palen writes, “played an integral role in confounding British opinion about the cause of southern secession,
and in enhancing the possibility of British recognition of the Confederacy.”®

Ongoing protectionist policies pursued by the United States after the Civil War exacerbated America’s
chilly relations with a naval, economic, and financial superpower with whom America — despite strong
ties of language, liberal constitutionalism, history, religion, and trade — was already involved in several
disputes. These included American claims that Britain was violating the Monroe Doctrine in its boundary
disputes with Venezuela, disagreements about American fishing rights in British-Canadian waters, and
strong divergences on international currency policy between the two states.

At times, major diplomatic efforts were required to prevent these tensions from spilling over into war.®
Not incidentally, the “Great Rapprochement,” as it was called, between America and Britain which began
in the mid-1890s was preceded by efforts to liberalize trade between the two great English-speaking pow-
ers during President Grover Cleveland’s first administration. Though Cleveland had limited success in this
area,’”® his trade policies contributed to improved relations between America and Britain.”



Trivialized National Security and Bad Economics

In addition to the ways in which tariffs undermine national security by damaging relations between states,
economic nationalist policies risk diluting national security’s foci in ways that end up damaging states that
go down such paths.” This is exemplified by developments in post-2016 US trade policy.

Section 232 of the Trade Expansion Act (1962) permits the President to impose tariffs on any product that,
in the President’s view, is “being imported into the United States in such quantities or under such circum-
stances as to threaten to impair national security.” The legislation was infrequently invoked until, the trade
lawyer Scott Lincicome has detailed, the Trump Administration took office.

“In less than four years of Section 232’s 58-year existence,” Lincicome demonstrates, “the Trump adminis-
tration was responsible for 24 percent of all investigations, 40 percent of all affirmative national security
findings, and 25 percent of all actions.””® Lincicome observes that it is hard to identify any of the Trump
Administration’s Section 232’s actions as having much to do with national security. Nor is this situation
helped by the fact that, as Lincicome points out, “Because Section 232 provides no definition for ‘national
security, the statute allows for an interpretation of the term that is broadly disconnected from reality.””*

A prominent instance of how such policies rebounded against America was the Trump Administration
invoking Section 232 to impose 25 percent tariffs on steel imports and 10 percent tariffs on aluminum
imports in March 2018. This was despite Defense Department advice that the US military only needed 3
percent of total domestic steel and aluminum production, and that broad-based import restrictions were
unnecessary.”

The primary target of these tariff increases was China on account of what the Trump Administration
identified as unfair practices of Beijing: specifically, “(1) forced technology transfer from US inventors and
companies; (2) nonmarket based terms for technology licenses; (3) Chinese state-directed and -facilitated
acquisition of strategic US assets; and (4) cyber-enabled intrusions into US commercial networks to steal
trade secrets for commercial gain.””®

These measures were adopted despite the fact that most steel and aluminum imports into America came
from American allies.”” Tariffs on these goods thus created tensions between the United States and allies
like the EU, Japan, Turkey, and Canada, neighbors like Mexico, regional powers like India, as well as hos-
tile states like Russia. Several of these states announced retaliatory tariffs. Making matters worse is that
these tariffs did not produce any changes in China’s own trade policies — something publicly conceded
on pages 502-504 of the 2019 Economic Report of the President. This report further acknowledged that the
tariffs produced retaliation against groups like American farmers, who in turn had to be compensated by
the US government.’

What was the formal rationale for these steel and aluminum tariffs? This is contained in a Department
of Commerce 2019 report. The first paragraph of the report’s executive summary states: “The Secretary
in this investigation again determined that ‘national security’ includes the ‘general security and welfare
of certain industries, beyond those necessary to satisfy national defense requirements’.”” That interpretation
amounts to a license for any administration to invoke national security as the basis for imposing trade re-
strictions and penalties upon sectors of the US economy not even tangentially related to national security:
in this case, the car industry.



To back up its claim, the Commerce Department report insisted that automobile technology contributes to
defense, but it provided little evidence to support those claims. Instead, the report emphasized that Amer-
ican car companies had outsourced many of their operations to states like Mexico and Canada and were
importing many parts from abroad.

The fact that such outsourcing has occurred was certainly true. Less obvious is how this threatened na-
tional security. In the end, the report was reduced to claiming that “the ‘displacement of domestic prod-
ucts by excessive imports’ — in particular, the displacement of automobiles and certain automobile parts
manufactured by American-owned firms” weakened America’s domestic economy, which might “impair

national security.”®®

Precisely how “excessive imports” undermines the US economy and consequently hurts America’s national
security is not explained. In fact, no such chain of cause-and-effect can be established. The same reasoning
amounts to arguing that the US economy is weakened whenever American businesses follow the logic of
comparative advantage and decide to focus on what they do comparatively better than their domestic and
foreign competitors. But one of the most basic economic lessons concerning trade is that pursuing compar-
ative advantage is part of the path to economic growth and strength — not the opposite.

Comparative advantage concerns the ability of an individual or group to produce a particular good or ser-
vice at a lower opportunity cost (the potential benefits that we miss out on by choosing one alternative over
another) than its competitors. Exposure to the pressures of domestic and foreign competition plays a major
role in helping individuals and businesses discover and develop their comparative advantage.

Protectionism, by contrast, gradually dulls our awareness of our comparative advantages as well as oppor-
tunities to pursue them. Tariffs and import quotas seek to offset foreign competition’s impact on a given
domestic industry. For a time, they may even succeed. But such measures also discourage that industry
from adapting and becoming more efficient. The more you protect an industry, the more inflexible and in-
efficient it will become. If protectionist measures are thus systematically applied to more industries across
a state’s economy, the same inefficiencies and inflexibility will emerge everywhere, thereby weakening that
economy and therefore a state’s ability to resource its national security needs.

Industrial Policy Doesn’t Promote National Security

Tariffs are not the only means by which neo-mercantilist policies can corrode national security. The same
is true of another prominent policy tool associated with economic nationalism: industrial policy — govern-
ment interventions via measures such as subsidies, preferential tax treatment, public-private partnerships,
and below market interest-rates loans, into specific economic sectors and industries intended to alter the
outcomes that would otherwise be delivered by free domestic and international markets.

Economic nationalists hold that industrial policy is necessary to bolster particular economic sectors and
to secure the production of specific goods considered consequential for a state’s national security inter-
ests. Their arguments fall into one of two categories: 1) the need for national self-reliance; and 2) the need
to promote technological innovation and its military fruits and applications. Closer examination of both
claims, however, finds them wanting.



SELF-RELIANCE AS SELF-DEFEATING

The need to avoid excessive reliance on foreign suppliers for specific materials is often presented as legiti-
mate grounds for industrial policy. The effective dominance of the production of a particular good by one
or several states, for instance, puts them in a position to exert political pressures on other states. One ex-
ample would be the decision of OPEC’s Arab members to embargo oil sales to America in 1973-74 and cut oil
production. Economic nationalists subsequently maintain that states need to deploy industrial policies to
ensure a domestic supply of particular goods, thereby reducing a nation’s vulnerability to such disruptions.

In national security terms, some goods and even whole economic sectors matter more than others because
they have a more immediate connection to military capabilities that enable a state to defend itself. Heavy
reliance on foreign suppliers of such products should be avoided if a sudden absence of those goods would
seriously undermine America’s capacity to defend itself against external aggression. Similarly, it would
be a mistake for America, as C.R. Neu and Charles Wolf Jr. state, to “depend on foreigners for products or
designs, the detailed workings and operational specification of which need to be kept secret™ for military
purposes. In such cases, the higher economic costs associated with avoiding such reliance are outweighed
by the military advantages attained by bearing those costs.

The desirability of self-reliance in certain military-relevant goods, however, does not mean that self-reli-
ance should be pursued for every possible product that might matter for defense purposes. There is no com-
pelling national security reason why, for instance, basic military uniforms or meals should be produced
domestically. Nor does it make any economic sense to insist on their domestic production if they can be
produced at less cost abroad. Moreover, should foreign companies suddenly cease supplying these types of
goods, finding domestic alternatives for such products is not difficult.

As for products deemed to have more immediate military applications, seeking to realize as much self-re-
liance as possible implies a willingness to pay a higher price to domestic producers of such goods rather
than foreign suppliers who offer the same good (and sometimes a higher-quality version) at a lower price.
Initially, that seems to be a decisive rationale — until one considers that the side-effect of choosing to pay
more is to reduce available defense spending for other, perhaps more important areas.

Sourcing some of these goods from foreign sources can be cost-effective. The same cost-effectiveness also
frees up space in the defense budget to spend on other military needs, as well as to stockpile that good for
emergency purposes. The easier access to foreign markets created by trade liberalization can also make it
easier for the United States to secure such products from abroad.

As for civilian essentials like medical supplies and food, a free and competitive economy unburdened by
tariffs and unimpaired by industrial policy is invariably a more flexible and dynamic economy. This means
that different industries can switch quickly to the production of other goods in emergencies. This regularly
happens in time of war or national emergencies. The capacity of many American manufacturers to pivot
rapidly to the production of medical equipment and supplies during the COVID-19 pandemic is a good ex-
ample of such resilience.®

Indeed, efforts to establish specific domestic production of these essentials do not guarantee a sure supply
of the needed goods. A group of domestic suppliers may not be positioned to provide as plentiful or reliable



a supply of the same goods as a combination of domestic and foreign suppliers. That is yet another reason
why stabilizing and enhancing American access to foreign markets matters for national security purposes.

This point can be demonstrated by considering efforts to create more domestic production of semicon-
ductors via industrial policy such as the CHIPS and Science Act (2022). In light of US-China tensions, the
present location of a large portion of semiconductor production in East Asia — especially Taiwan, Japan,
and South Korea — may make it desirable for America to have more domestically based semiconductor
production. But we should bear in mind that American semiconductor production has had a strong inter-
national dimension from the industry’s very beginnings in the 1950s.** By 1974, American semiconductor
businesses had established no less than 108 distinct operations throughout the rest of the world.**

Some of this internationalization was driven by lower labor costs. But it also reflected the fact that many
of the materials that go into making semiconductors are not as available in America compared to abroad.*
It is not unusual for the cheapest supply of a particular raw material needed for production of cutting-edge
technologies to be found outside the United States.

This means that even if the CHIPS Act results in more US domestic-based assembly of semiconductors,
such factories will still require inputs less easily sourced in America than from abroad. Those firms re-
ceiving subsidies and other benefits via the CHIPS Act are still going to need the type of access to foreign
markets that can be made more cost-effective by trade liberalization.

DISTORTING AND UNDERMINING TECHNOLOGICAL INNOVATION

Alongside self-reliance arguments, another national security rationale for industrial policy concerns the
perceived need for governments to promote technological developments with military implications. Subsi-
dizing research by private high-tech firms has been justified on the basis of the likelihood that newly devel-
oped technologies may help the US military to maintain one of its most vital post-1945 military advantages
over opponents.

Significant difficulties emerge in deploying industrial policy to realize this goal. Many reflect inherent
problems with industrial policy per se.

In the first place, no particular technological breakthroughs are guaranteed to occur as a result of indus-
trial policy. By definition, industrial policy is prospective. This makes it difficult to justify such interven-
tions on the basis of verified facts. We cannot know in advance whether a given intervention will produce
research with significant military implications. This translates into a significant possibility of research-ori-
ented industrial policy wasting significant economic resources, or producing goods that turn out to not be
useful for defense purposes.

Even if a subsidized industry appears to have developed a technology that gives State A military advan-
tages over State B, that does not mean that the government assistance which accompanied this goal was
effective or worth the cost from either an economic cost or national security perspective.®® One must ask
whether the breakthrough might have happened regardless of subsidy or protection, and also what might
have happened to those industries that did not receive help or benefits. It may well be that the industrial
policy actually directed resources away from other companies that may have produced even better tech-
nology in more cost-effective ways.



Indeed, it is extremely difficult to prove that an industrial policy was the key ingredient to driving forward
growth and technological development in any sector of the economy. As a much-cited 1993 World Bank
analysis of the East Asian economic miracle states:

It is very difficult to establish statistical links between growth and a specific intervention and even
more difficult to establish causality. Because we cannot know what would have happened in the
absence of a specific [industrial] policy, it is very difficult to test whether interventions increased
growth rates.”’

These challenges are exacerbated by industrial policy’s problematic premises, some of which have very
practical implications.®® Industrial policy assumes that governments possess the capacity to identify
successful interventions in embryo, and then to bolster industry, including defense-related industries,
in cost-effective ways. But government officials cannot know the technologies of the future. Nor is it
clear that governments can accurately predict which technologies will be decisive in the next conflict.
Few anticipated the role played by drones in the Russia-Ukraine war in significantly impeding the use of
armored forces.*

Not only are governments ineffectual at picking the new technologies of the future; they are necessarily
influenced by technologies of the present that may be rendered redundant by unforeseeable innovation.
Industrial policy thus risks reinforcing and even stagnating the technological status quo.

This problem is compounded by the natural tendency of governmental officials who make these decisions
to gravitate towards those companies with which they are familiar.”® Yet much technical innovation will
come not from the most established players (who invariably have Washington D.C. lobbying teams), but
rather from those upcoming innovators who are only just beginning their careers, who are less impressed
by and invested in established ways of thinking, and who are less politically connected.

Another difficulty concerns establishing the criteria by which government officials identify a worthwhile
potential development with military implications, assess it as superior to all the other possible technolog-
ical developments, and then support it with some form of industrial policy. The difficulty of devising such
criteria makes it more likely that decisions will be made based on intuition and guesswork by state officials
relying on experience and instinct. That has its own value, but it does not provide an objective set of refer-
ence points to guide decision-making about which firms to protect or subsidize in the interests of national
security, and which to leave to their own devices.” The necessity of discretion and personal judgment in
such matters opens the door to manipulation of those decisions, those criteria, or both, by rent-seekers
whose interests do not necessarily coincide with America’s national security goals.*?

This cronyism characterizes all forms of industrial policy. Industrial policy is an inherently political ex-
ercise. Any interventions to promote military innovation will necessarily be influenced by politics and
lobbyists, whose incentives do not always align with the public’s expectations of national security. That is
not a recipe for maximizing technological innovations. And once an industrial policy is implemented, it is
difficult to end, even if it fails to realize its objective. Companies in receipt of subsidies or state support will
lobby hard to maintain them, and will find no shortage of legislators willing to back them.

Given these predictable failures of employing industrial policy to promote military innovation, what might
be the alternative? One option is to move away from using industrial policy in this area and focus on remov-



ing, wherever possible, the many obstacles and disincentives to innovation throughout the US economy.

The principle at work here is that a dynamic, competitive, and open economy is more likely to spark ongo-
ing bottom-up entrepreneurship and innovation in every economic sector — including the defense industry
—and thus produce genuine technological breakthroughs with potential military uses. In such conditions,
military officials would be able to survey new, emerging technologies and assess which may give it an edge
over its likely international opponents. Two welcome side-effects would be to diminish the cronyism prob-
lem and limit the understandable but also inhibiting preference on the part of military leaders and defense
procurement specialists for what they already know.”

Another approach would be for the government to maintain and fund explicitly government entities like
the Office of Naval Research with a warrant to produce innovation in military-specific technology and
given the necessary autonomy and resources to experiment freely. Such entitles would waste considerable
resources and suffer from all the inefficiencies and bureaucratic problems that characterize such state en-
terprises. They would, however, be effectively part of the military and thus considered a necessary state
expenditure for national security.

The force of this critique of industrial policy does not rule out the possibility that, in extremis national se-
curity emergencies, we may need to turn to state intervention to attempt to meet technological needs. The
above analysis suggests, however, that the bar for going down that path should be extremely high.

National Security Objections to Trade Liberalization

Economic nationalism plainly has negative implications for national security. But it is reasonable to ask
where trade liberalization might make a state vulnerable. The possible effects of supply chain shocks is one
such area worth exploring.

As supply chains stretch across the planet and over many borders via trade liberalization, the argument
goes, America becomes more vulnerable to shocks emanating from abroad. Any war, pandemic, natural
disaster, economic crisis, and/or regime instability could turn once friendly states into neutral or hostile
powers. America should limit its vulnerabilities, the logic follows, by trying to insulate itself and its supply
chains (especially for goods deemed essential) against such shocks — even if that involves dramatically
curtailing trade with particular states and consumers paying higher prices on all the days that disaster
doesn’t strike.

Important facts impair the cogency of such arguments. Emerging empirical evidence suggests that re-shor-
ing supply chains does not necessarily improve a state’s resilience in the wake of severe shocks. Global
supply shocks associated with the COVID-19 pandemic motivated economists to devote more attention to
this issue.

While the research is preliminary at the time of writing, one major World Bank study of COVID-19’s im-
pact on resilience found “no sector in which supply chain renationalization notably improves resilience,
measured either by GDP, or by value added of the sector itself.”** A major contributing factor may be that
“reducing the importance of foreign inputs mechanically increases the importance of domestic inputs.”®
But domestic inputs are also impacted by the shock, and so, “there is generally no resilience benefit from

renationalizing international supply chains.””® Indeed, some shortages of goods during the pandemic that



received attention - most prominently, baby formula - turned out to flow from Federal government restric-
tions on the number of domestic producers and Federal Drug Administration restrictions on baby formula
imports from abroad.”’

Substantial evidence also indicates that trade openness makes it easier for businesses to adjust rapidly to
shocks by permitting them to more easily source goods from a wider plurality of states.”® Securing more
foreign supplies of military goods is one way to maintain or increase a state’s capacity for increased mil-
itary production in times of crisis. The more that foreign businesses can be called upon in emergencies,
the more one can surge production. We should not assume that domestic production alone is sufficient to
meet needs or will prove immune to domestic disturbances such as strikes. A big network of domestic and
foreign suppliers of goods and services may be better in emergencies than a smaller network of purely do-
mestic suppliers.”

Economic events emanating from aboard can and do hurt Americans. But external economic shocks like
the 1970s oil embargo are rare. It would be an error to develop trade policies primarily on the basis of
uncommon circumstances. The only way to eliminate the impact of economic events from abroad upon
America would be for the United States to opt for full autarky: that is, complete economic self-sufficiency.

Autarkic sentiments have long pervaded economic nationalist thought.'°® There is overwhelming evidence,
however, that by systematically pursuing economic self-sufficiency, whether adopted by Franco’s Spain in
the 1940s and 19505 or India under Nehru,'°* autarky produces deep and persistent economic stagnation
which has negative consequences for a state’s ability to defend itself.

Any state that cuts itself from foreign trade must try to produce everything itself. That means being willing
to give up all the benefits of capitalizing on its comparative advantages and paying a high opportunity cost
for doing so. It also involves eschewing the improvements sparked by foreign competition, the efficiencies
associated with specialization within the international division of labor, and the economic growth driven
by specialization. Yet another cost of autarky is that, absent access to the full range of raw materials of
which no state possesses a full and endless domestic supply, even a state with considerable resources of
labor and capital will fall behind those states that do have such access.'*

Autarky is thus more than simply the economics of extreme self-harm. More self-sufficiency means a static
or decreasing amount of GDP from which a state can resource its national security needs. Worse, states
that opt for full or quasi-autarkic policies may resort to wars to acquire territory and resources to improve
their economic position. Nazi Germany’s desire for economic autarky was one factor that contributed to its

effort to acquire “living space” in Eastern Europe and the Soviet Union.'**

In truth, major domestic shocks to the US economy, like the 2008 Financial Crisis or the Great Depression,
are more common than external shocks.'”® Domestic policies that steadily undermine innovation, weaken
competition, compromise property rights, and fracture rule of law have more potential to do long-term
damage to America than external economic shocks. While external shocks can hurt America, a US econ-
omy that remains big enough, flexible enough, and open enough is more able and likely to adapt quickly.

DUAL-USE DILEMMAS

Another area where national security scholars often express concerns about trade liberalization concerns
technologies that can be interchangeably used for civilian and military purposes. Examples of dual-use



technologies range from semiconductors in the present to aircraft in the lead-up to World War 1.

Today, many contracts between American and foreign companies involve the selling or transfer of tech-
nology. Trade agreements often seek to make such transfers less burdensome to the contracting parties.
National security dilemmas, however, may arise when such technologies have dual-use capacities, especial-
ly when the business acquiring the technology is based in a hostile state with a track record of employing
dual-use technologies to enhance its military capacities.

Since 1945, America’s ability to defend itself has relied heavily on superior technology. Technological prow-
ess does not guarantee victory over hostile powers, but it can provide an important competitive edge in
military conflicts. A state with a technological advantage can rely less on the sheer size of its recruitable
military population to realize its national security needs.

Given technology’s importance for US national security, how should we approach the question of technolo-
gy transfers? Generally, there is no good reason for restricting trade in purely commercial technologies, or
technologies that may have military uses but whose significance for a state’s ability to secure its national
security is minimal or declining in significance.

If, conversely, a technology is purely military (armored vehicles) or may have dramatic implications for a
state’s ability to wage war (nuclear technology), there may be good reasons for restrictions on American
companies selling or transferring such technologies to foreign companies or governments without US gov-
ernment approval. The requirement for such approval should extend to US allies. We cannot assume that
they will always be allies or will not use such technologies in ways that undermine US national interests.

Since its establishment in 2001, the Department of Commerce’s Bureau of Industry and Security (BIS) has
been charged with responsibility for preventing the export of dual-use technologies when such items are
deemed vital to national security. That especially concerns items relevant to the production of weapons of
mass destruction or items that might facilitate terrorist activities.'® Other US government organizations
also play a role in this area. The mission of the Defense Technology Security Administration, for instance,
is to “Identify and mitigate national security risks associated with the international transfer of controlled
information and advanced technology in order to maintain the US warfighter’s technological edge and sup-
port US national security objectives.”*’

We should, however, recognize the actual rather than idealized impact that embargoes, bans, and limita-
tions on trading dual-use technologies can achieve. Assessing whether to restrict exports of a given du-
al-use technology is not easy. As noted, what constitutes “decisive” or “critical” technologies for national
security purposes changes, sometimes suddenly. There are real limitations upon our ability to anticipate
these eventualities, especially when it comes to dual-use technologies.

There are also inherent limits to any state’s ability to stop or interdict the spread of technology that is not
exclusively military in nature. A ban on direct sale of dual-use technologies from American interests to
hostile states, for instance, may not be able to curtail those states’ ability to acquire the same technology
in international markets or from non-American suppliers. In other words, unless America is prepared to
restrict all transfers of a particular dual-use technology to all states, unfriendly states may be able to obtain
such technologies, even while American businesses endure the economic costs of restrictions designed to
stop such transfers.



Another factor to consider is the lack of incentive for American businesses to sell or transfer the most-up-
to-date version of a given technology. That technology may be what gives it a decisive advantage as they
compete with their domestic and foreign rivals. The very fact that Chinese officials and companies regular-
ly resort to theft to attempt to secure the very latest technology'®® indicates that American businesses are
reluctant to trade away such advantages.

Given these conditions, we must ask what it is reasonably within the capacity of governments to do vis-a-
vis the dual-use dilemma. The national security focus in the area of dual-use technologies should be upon
monitoring and regulating the export of those dual-use technologies considered essential for producing
weapons of mass destruction or deliver a truly decisive military edge (as far as this can be reasonably
anticipated) to hostile states. US government agencies should be especially attentive to preventing theft of
such technologies by state actors and punishing those individuals and entities involved in such theft.

It remains, however, that technological transfers, or the simple diffusion of technology, are extremely dif-
ficult to prevent. What should matter is pushing the frontier so that older forms of technology, even if they
were important from a national security standpoint and became the target of foreign adversaries, become
less important over time.

America’s emphasis should thus be upon developing new technologies — whether military, dual-use, or
civilian. Constant innovation is critical for maintaining and extending America’s military technological
edge. To facilitate that growth, policymakers should consider what economic conditions are most likely to
generate and incentivize such developments. As observed, we have good reason to believe that an economy
characterized by liberty, entrepreneurship, competition, and dynamic trade, within the United States and
between America and the rest of the world, is far more proficient at delivering this type of innovation con-
sistently. Economic nationalist policies conversely are unlikely to do so.

GEOPOLITICS AND FOREIGN INVESTMENT

One feature of expanded trade between America and the rest of the world is growing opportunities for
foreign businesses and governments to invest in the US economy. America is presently the world’s most
favored destination for foreign direct investment (FDI).'”® That means more capital for the US economy
which translates into greater growth and a stimulus for employment.

In 2019, approximately 10.1 percent of employment in America was directly or indirectly supported by
FDL."® That number had been steadily increasing since 2007."* Among the American jobs most depen-
dent on FDI are “Jobs in trade-exposed manufacturing activities (manufacturing industries that face
import competition, such as the production of motor vehicles and parts, semiconductors, aircraft and
parts, and metal product industries).””* FDI in America is also disproportionately directed to research
and development.'?

Foreign investment by companies domiciled in or owned by other states, however, is often flagged as a
potential national security threat."* This is especially the case if the state concerned is 1) one of Ameri-
ca’s geopolitical rivals, or 2) the foreign investment is in sectors considered strategic for national security
purposes, or 3) that investment allows foreign state-owned or aligned enterprises to exercise significant
equity-voting rights in such firms. For these reasons, America has a long history of scrutinizing foreign

investment in the US economy.'**



FDI in American businesses, including by businesses or funds owned by foreign governments, is gener-
ally a benign exercise. It is hard to see how Australian businesses investing in US real estate markets
or German companies acquiring large equity shares in American agribusinesses threaten national
security. The vast majority of FDI in America is of this variety. Indeed, if even the foreign firm invest-
ing in, say, the automobile industry is a Chinese state enterprise, the national security threat is not
immediately obvious.

Certainly, there are economic sectors, particularly the defense industry, where scrutiny of foreign in-
vestment from a national security standpoint is warranted. This is the particular responsibility of the
Treasury Department’s Committee on Foreign Investment in the United States (CFIUS). Founded in 1975,
CFIUS reviews particular transactions “involving foreign investment in the United States and certain real
estate transactions by foreign persons in order to determine the effect of such transactions on the national
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security of the United States.

Over the past fifty years, CFIUS’s brief has been progressively modified. Its initial focus was on those sit-
uations in which FDI might facilitate technology transfers that could have negative implications for US
national security."” The number of investigations of FDI transactions initiated by CFIUS was a very small
proportion of all FDI transactions. The number of such transactions actually blocked by US presidents
was tiny."®

Significant changes to CFIUS’s responsibilities, however, were introduced with the enactment and imple-
mentation of the Foreign Investment Risk Review Modernization Act (FIRRMA) of 2018. This amended
CFIUS’s governing statute (section 721 of the Defense Production Act of 1950) to extend the amount of time
that CFIUS could take to assess the national security implications of an FDI transaction and the amount of
information that they can require from potential foreign investors. Further changes were made when the
Biden Administration issued Executive Order 14083 on September 15, 2022.

Taken together, these policy shifts considerably expanded CFIUS’s investigative scope and reflect a signif-
icant growth in what is considered to fall into the realm of national security. CFIUS’s brief now includes,
for instance, FDI in cybersecurity firms or businesses that store personal and biological data of American
citizens. Also covered was any situation in which “an investment shifts ownership, rights, or control with
respect to certain manufacturing capabilities, services, critical mineral resources, or technologies that are
fundamental to national security” towards foreign persons or businesses, as well as any transaction that
effects “supply chain resilience and security, both within and outside of the defense industrial base, in
manufacturing capabilities, services, critical mineral resources, or technologies that are fundamental to
national security, including: microelectronics, artificial intelligence, biotechnology and biomanufacturing,
quantum computing, advanced clean energy (such as battery storage and hydrogen), climate adaptation
technologies, critical materials (such as lithium and rare earth elements), and elements of the agriculture

industrial base that have implications for food security.”**

That is a long list. In some instances (e.g., climate adaptation technologies), the connection to national
security is not immediately obvious. In other instances, the language is vague (e.g., “certain manufac-
turing capabilities”). But aside from the potential of some of these changes to exacerbate tendencies to
“national securitize” everything to do with America’s economic relationship with the rest of the world,
there is a risk that they will compromise America’s commitment to open investment by chilling the atmo-



sphere for FDI in America that has generated considerable economic growth in the United States and thus
helped bolster its long-term security. That in turn could cause foreign companies to look for investment
opportunities elsewhere.

Ironically, the FDI by Chinese firms in America which is the target of many of these measures has been in
decline since 2018. When one adds to this the fact that of the total $5.25 trillion FDI in the US in 2022, only
$28.66 billion consisted of Chinese FDI in American firms (i.e., less than half of one percent of total FDI)'*°,
it is reasonable to ask whether some of the policy changes making FDI in the United States a considerably
more complicated exercise will turn out to be of net long-term benefit to America in either economic or
national security terms.

Conclusion

Tensions between the respective premises and priorities of national security and trade liberalization are
inevitable. These tensions have been brought into heightened focus over the past ten years by America’s
changing relationship with China. US policymakers have consequently had to assess the trade-offs be-
tween, on the one hand, the undeniable economic benefits of liberalizing trade with China, and on the
other, legitimate concerns about how China’s long-term strategic goals and present foreign policy direction
might impact US national security.

Without denying the fact that states always make trade-offs when navigating the competing demands and
logics of trade liberalization and national security, the central contention of this paper is that the pursuit
of ever-freer trade between America and the rest of the world is a net economic and national security ben-
efit to the United States. By contrast, the economic nationalist alternatives will steadily corrode America’s
long-term economic well-being and weaken its ability to meet its national security needs.

Certainly, trade liberalization should not be regarded as ushering in the type of perpetual peace envisaged
by Kant. Nonetheless, we ought to resist the temptation to imagine that, in a world in which states remain
the essential building-block of international relations, economic nationalist policies are more likely to help
realize national security objectives.

Through trade liberalization, America accentuates its economic growth and helps to create relationships
with other states that gives them some interest in America’s ongoing economic prosperity and overall
well-being. These benefits contribute significantly to America’s national security in a world of growing geo-
political rivalries. The prospect of liberal international order may be fading. But continuing efforts to liber-
alize America’s trade relations with other states and steadily diminish barriers to cross-border exchanges
of goods and services will serve US national security interests in ways that neo-mercantilist and economic
nationalist policies cannot.
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