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The Stratbase ADR Institute for Strategic and International Studies 
(ADRi) is an independent strategic research organization with the 
principal goal of addressing the issues affecting the Philippines and East 
Asia through:

1. Effecting national, regional, and international policy change  
 or support
2. Fostering strategic ideas based on cooperation and innovative  
 thinking
3. Providing a regional venue for collaboration and cooperation  
 in dealing with critical issues in East Asia; and
4. Actively participating in regional debates and global   
 conversations

With its international focus, ADRi believes that Philippine and 
regional security and development can be achieved through the 
cooperation of the public and private sectors.

ADRi traces its roots to the Stratbase Research Institute (SRI) 
established in 2004. SRI focused on providing strategic solutions to 
domestic governance, socio-economic, and other policy concerns. It 
aimed to contribute to Philippine development through research and 
responsive policy alternatives.

As SRI sought solutions, East Asia’s affairs frequently inserted 
themselves into the equation. There was and is a clear relation between 
domestic and regional affairs; movement in one reverberates in the 
other.
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Introduction              
Amid the changing global economic and geopolitical terrain, this paper reviews the 
economic implications of a new cold war, revisits the main lessons from the First Cold War, 
and synthesizes the main insights to guide the initial policy guidelines for 
countries navigating Cold War 2.0

Changing Global Economic Terrain                          
While the first cold war analogy is limited, navigating the new global economic, national 
security, and technological terrain requires a deeper understanding of the potential risks 
and opportunities that accommodate the same integration and interlinkages 
amid the possibility of a new cold war 

Economic Implications of a New Cold War                     
The economic aftershocks borne by the worsening economic frictions between the US 
and China can generate global implications due to the sheer size, level of international 
economic integration and technology leadership that these two nations 
play in the contemporary global economy

Policy Insights from the First Cold War             
The new cold war is different from the first one due to the sheer economic size and deep 
international economic linkages of China, the multipolar geopolitical and economic 
landscape with a large number of middle powers, as well as the presence 
of many nuclear and military powers

Quo Vadis?              
The trends that shaped “success” during the first cold war seem to directly underpin 
the main tensions that contextualize this second cold war, considering the vastly 
different economic and political environment faced by US and China
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ABSTRACT

In December 2017, the US National Security Strategy introduced the notion 
of a “new era of strategic competition,” describing its once-close economic 
partner, China, as an “adversary,” “rival,” and “strategic competitor.” Foreign 
policy analysts point to a looming second cold war between the United States 
and China, possibly ushering a period of economic dis-integration and the 
formation of regional trade and national security blocs. Navigating this new 
economic and geopolitical terrain will be critical for many countries that seek 
to chart stable and sustained pathways for both economic development and 
national security. This paper synthesizes the emerging literature in this area, 
draws on insights from the first cold war, and examines emerging research 
on the potential implications of a new cold war between the US and China. It 
briefly outlines the changing global economic and geopolitical terrain in the 
last several decades, pointing to a dramatic shift into a multi-polar world with a 
large number of middle powers and then reviews the emerging evidence on the 
economic implications of a new cold war and the last section revisits some of 
the main economic and governance lessons from the first cold war. It concludes 
by outlining some initial policy guidelines for countries navigating cold war 
2.0, one of which is where adaptable, countries whether big, small, or middle 
should find ways to open up to and discover ways in terms of creating mutual 
value in the mantel of international economic cooperation and regional trade 
and investment groupings. In this manner, middle countries in particular can 
effectively dodge being restricted within the confines of the US-China strategic 
competition. Countries, notably the democratic ones, must rediscover and 
strengthen their political governance vis-à-vis the populist wave and democratic 
retreat that now seriously threaten and undermine democratic governance. On 
top of these political shocks are the technological and other economic shocks. 
Key therefore to these countries is their ability to steer and diversify alliances, 
maintain strong independence, and persistently strive for economic, political 
and technological development and progress.  
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In the immediate post-pandemic period, the international economic system—
and notably the system that governs international trade—has become more 

fractured compared to its status about two decades ago. Foreign policy analysts 
point to a looming second cold war between the United States and China, possibly 
ushering in a period of economic disintegration and formation of regional trade 
and national security blocs.

Growing concern over a new cold war signals the gravity of the present US-
China tensions. However, recognizing the differences this time around also 
emphasizes that this new Cold War likely requires different strategies for an 
altogether new geopolitical and economic environment (Turker 2023; Wyne 
2018). Navigating this new economic and geopolitical terrain will be critical 
for many countries that seek to chart stable and sustained pathways for both 
economic development and national security. 

This paper reviews the literature in this area, drawing on insights from the first 
cold war, and synthesizing emerging research to help clarify the implications of 
a possible new cold war. In what follows, Section 2 briefly outlines the changing 
global economic and geopolitical terrain in the last several decades, pointing to 
a dramatic shift into a multi-polar world with a large number of middle powers. 
Section 3 then reviews the emerging evidence on the economic implications of 
a new cold war. Section 4 revisits some of the main economic and governance 
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lessons from the First Cold War. A concluding section synthesizes the main 
insights from the paper and outlines some initial policy guidelines for countries 
navigating Cold War 2.0.

Changing Global Economic Terrain

China formally joined the World Trade Organization in December 2001 and has 
since enjoyed phenomenal economic growth and development, fueled in large 
measure by foreign investments and trade. Since 2001, when Chinese exports 
amounted to about USD266 billion, this grew to reach USD3.57 trillion by 2022, 
an impressive 13-fold increase in only 2 decades. As a share of total GDP, and 
even prior to full ascension to the WTO, China’s trade rocketed from a mere 
12% in 1980 to 39% in 2001 (when it formally joined the WTO after extensive 
negotiations)—ratchetting further to 64% at its peak in 2006. In 2022, China’s 
trade as a share of GDP stood at about 38%, following an internal structural 
rebalancing within China in the last decade,1 the after effects of the COVID-19 
pandemic and growing economic and trade tensions fueling protectionism and 
a reshoring of domestic manufacturing capacity to create jobs among some of its 
trade and investment partners.2  Despite recent economic challenges, the Chinese 
economy now stands as the largest in the world, after overtaking the United States 
in 2017 (in terms of GDP PPP) (see Figure 1).

Unsurprisingly, analysts expected increased tensions between the two major 
superpowers, not simply touching on national security issues, but also in terms 
of increased competition in the economic and technology spheres. In the last 
two decades, the US and China have occasionally engaged in tit-for-tat trade 
policy strategies with threats of decoupling and reversal of their deep economic 
integration. In more recent years, however, a significant departure from previous 
disputes between the US and China stems from the growing nexus of economic 
and national security issues. China’s expansionist ambitions in Asia, including 
its release of a new map with a 10-dashed line shortly before the G-20 summit in 
India in 2023, adds further impetus to this assessment. 

Analysts observe how China’s “salami strategy” and “cabbage strategy” guide 
its growing grey zone activities, defined as “coercive actions that are shy of armed 
conflict but beyond normal diplomatic, economic, and other activities”. A dataset 



Figure 1  . Gross Domestic Product in 2022 (PPP Terms), Largest Economies

Source: https://databank�les.worldbank.org/public/ddpext_download/GDP_PPP.pdf

1,134,677
1,170,982
1,225,435
1,231,735
1,265,940
1,280,716
1,321,256
1,482,098
1,518,043
1,600,556
1,626,236
1,626,940
1,674,951
2,150,487
2,181,968
2,273,489
2,585,011
2,742,903
3,052,609
3,180,984
3,656,809
3,769,924.00
3,837,261
4,036,901
5,309,606
5,326,855
5,702,287.00

11,874,583
25,462,700

30,327,320

0 5M 10M 15M 20M 25M 30M 35M

Malaysia
Philippines

Argentina
Netherlands
Bangladesh

Nigeria
Vietnam
Thailand
Pakistan

Iran, Islamic Rep.
Poland

Australlia
Egypt, Arab Rep.

Saudi Arabia
Spain

Canada
Korea, Rep.

Mexico
Italy

Türkiye
United Kingdom

France
Brazil

Indonesia
Germany

Russian Federation
Japan

India
United States

China

Millions of International Dollars

3MENDOZA

on these activities compiled by researchers from RAND indicates that China 
deployed almost 80 different grey zone tactics against Taiwan, Japan, Vietnam, 
India, and the Philippines in the last decade alone (Lin et al 2022). In the South 
China Sea territorial dispute, what is at stake is an estimated 11 billion barrels 
of oil and roughly 190 trillion cubic feet of natural gas, as well as the freedom 
of navigation of many nations in an area where over USD3.4 trillion (roughly 
a quarter) of global trade transits every year. The US now perceives China’s 
expanding economic and technological prowess as a direct national security threat. 
In December 2017, the US National Security Strategy, mandated by Congress, 
introduced the notion of a “new era of strategic competition,” describing the once-
close economic partner as an “adversary,” “rival,” and “strategic competitor.”3  

In terms of innovation and intellectual property (IP), Chinese total patent 
applications surged since the 2000s. As regards triadic patents (i.e., those 



Figure 2  . Total Patent Applications 1985-2014, Selected Economies

Source: WIPO as reported by Steinbock (2018, p. 532)
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Figure 3  . Triadic Patent Applications 1985-2014, Selected Economies

Source: OECD as reported by Steinbock (2018, p. 532)
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registered in the US and EU and often seen as more commercially valuable), 
China’s applications have increased six-fold but remains well behind that of Japan, 
Germany, and the US (see Figures 2 and 3). Nevertheless, there is a contentious 
side to the rapid economic and technological catch-up of China. As noted by 
Steinbock (2018, p. 531): “Much of China’s IP progress can be explained based 
on past technology transfer and the government’s high investment in science and 
technology. Yet, in August 2017, only quarter of a year after the directives to assess 
the state of steel and aluminum imports to the United States, President Trump 
directed the USTR (United States Trade Representative) to determine if China’s 
policies ‘may be harming American intellectual property rights, innovation, or 
technology development.’ In March 2018, the President signed a memorandum 
outlining USTR’s findings, charging China for forced technology transfer, cyber-
theft, discriminatory licensing requirements, and attempting to acquire U.S. 
technology to advance China’s industrial power.”

According to the US Intellectual Property Commission, US losses due to 
IP theft could amount from USD225 billion to USD600 billion annually in 
counterfeit goods, pirated software, and theft of trade secrets. Nevertheless, some 
observers still question the accuracy of these estimates (see Steinbock 2018).

As a result of all these developments, the international economic system is at 
an important crossroads—faced with a possible (or de facto) bifurcation in the 
global economy, resulting in several main economic and national security blocs. 
Already, there is debate and discussion on whether the world may be entering a 
new cold war: one that involves the US and its allies on one side, and China and 
its own group on the other (Ford 2023; Gershman 2023; Hirsch 2022; Kim et 
al 2023). Short of nuclear war, the battles were fought through proxy conflicts, 
the space race, economic and development assistance programs, and the battle of 
ideas in economics (Turker 2023).

Nevertheless, the analogy to the first cold war is enlightening in some 
dimensions but surely has limits. Unlike the first cold war, for example, China 
differs from the Soviet Union due to the former’s very extensive economic 
interlinkages with many countries across the world—partly deepened in some 
cases by its own policies to strengthen economic interlinkages and economic 
growth benefits such as through the Belt and Road Initiative (see for instance 
Zhai 2018). Furthermore, some analysts contend that the present geopolitical 
landscape is a much more multipolar one compared to the earlier era, with a 
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number of economic, military (and nuclear), and technological powers. Global 
economic growth, among other factors, has contributed to the reduction of 
poverty and the decline in the number of low-income countries (LICs) altogether. 
Globally, 6 out of 10 people lived in low-income countries in the 1990s. This has 
dropped to about 1 in 10 in recent years. Since 2003, the number of low-income 
countries have declined from 66 to about 31 in 2019. There are 107 middle income 
countries (MICs) in the world today where 60 of them are classified as upper 
middle income (Prydz and Wadhwa 2019). 

With their economic weight, some of these countries are also referred to among 
the growing number of middle powers in the world that can exert considerable 
economic and geopolitical influence. Described as neither superpowers nor great 
powers, this group may include countries like Australia, Canada, the Netherlands, 
Poland, Singapore, and South Korea, as well as petro-powers like Nigeria, Saudi 
Arabia, and Iran (including smaller Gulf states like Qatar and the United Arab 
Emirates), as well as dynamic emerging market economies like Brazil, India, 
Indonesia, South Africa, Turkey, and Vietnam (Sweijs and Mazarr 2023). Some 
analysts also include countries with unique global and regional influence such 
as Ukraine (Minakov 2023) and the Philippines to this list (Philippines Foreign 
Service Institute 2021; Heydarian 2023). 

Meanwhile, in terms of military capabilities—and notably nuclear weapons—
there were only 5 nuclear powers in the early 1960s, while today there are 9. 
The evidence suggests that some of these nations are ramping up their nuclear 
arsenal, particularly as new cold war risks emerge. Recent estimates note how 
China, for example, increased the number of its nuclear warheads from 350 in 
January 2022 to 410 in January 2023, with expectations that this arsenal will keep 
growing and may even match the number of intercontinental ballistic missiles 
(ICBMs) of the USA or Russia by the turn of the decade (SIPRI 2023). Finally, 
the present era is different from the previous cold war era because the strong 
interlinkages due to economic (trade and investment) as well as technology 
ties across countries brought on by the ICT revolution in the 1990s and now 
the 4th industrial revolution (e.g. AI, robotics, internet of things, social media 
connectivity) brings with it not just benefits and value creation across countries, 
but also new risks and ways to inflict damage on each other’s economies and 
societies thanks to this very same integration and interlinkages. Navigating the 
new global economic, national security, and technological terrain requires a 
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deeper understanding of the potential (and emerging) implications of the new 
cold war. 

Economic Implications of a New Cold War

The economic aftershocks from worsening economic frictions between the US and 
China can generate global implications due to the sheer size, level of international 
economic integration and technology leadership these two nations play in the 
contemporary global economy. 

Trade and Development
The US demonstrated a strong tolerance (and even support) for the dramatic ramp 
up of China’s trade and industrialization in the 1980s into the 2000s. This appears to 
have shifted around 2016/2017 when renewed accusations of currency manipulation 
by China led to a series of retaliatory actions, including the imposition of broad 
tariffs on Chinese imports.4  5 There is increasing evidence on the adverse economic 
consequences of rising US-China trade and investment frictions. Recent studies 
underscore the global economic implications of increased US-China economic 
frictions, studied a large database of tariff increases in the US-China trade war. 
They simulated the net welfare effects of these tariff policies, and found evidence 
that tariff increases as of September 2019 led to a reduction in Chinese welfare by 
1.9% and a reduction in U.S. welfare by 0.3%. Furthermore, China’s exports to and 
imports from the United States are reduced by 58.3% and 50.7% respectively. 

US-China trade frictions have also had a dramatic impact on China’s domestic 
economy. S. Li et al. (2021) analyzed various scenarios of US trade tariffs and 
then examined their impact on Chinese trade and the prospects for economic 
development in several internationally linked Chinese provinces. Eastern coastal 
provinces like Guangdong, Zhejiang, Jiangsu, Fujian, and Shanghai were adversely 
affected by US tariffs. Nevertheless, provinces like Anhui, Shanxi, Shaanxi, Inner 
Mongolia, Gansu, and other central and western provinces were only indirectly 
and moderately affected. 

Moreover, Gnangnon (2018) analyzed the economic growth benefits from 
international trade, using data on 150 industrial and developing countries during 
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the period 1995-2015. The results suggest that the benefits from international 
trade are heavily concentrated among upper-middle-income and low-income 
countries. In fact, “a one-point increase in the index of multilateral trade 
liberalization promotes the economic growth rate in LICs by 28.63 percentage 
points and in LMICs by 26.45 percentage points” (ibid p.1284). Suffice it to 
say from these estimates that any effort to scale back international economic 
integration may generate adverse implications for global growth. But will all 
countries be affected adversely as well?

One study of the implications of the US-China tariff wars—notably intensifying 
in 2018 and 2019—examined the effects on international trade. Departing from 
earlier trends to reduce tariffs globally, the US raised tariffs on imports from China 
in those years, particularly targeted at machinery and metals. China’s retaliation 
raised tariffs on US imports but also reduced tariffs on imports from other 
countries. Fajgelbaum et al (2023) matched tariff movements with global bilateral 
trade data from the International Trade Centre for the top 50 exporting countries 
(excluding oil exporters), and they focused on trade movements affected by tariff 
movements in the US and China. 

They found the following main results. First, US exports to China declined 
by 26.3% while exports to the rest of the world improved slightly by 2.2%. In 
addition, China’s exports to the US diminished by 8.5% and its exports to the rest 
of the world ramped up by 5.5%. Interestingly, their empirical results also exposed 
how the products targeted by tariffs increased among bystander countries. These 
nations did more than reallocate global trade flows across destinations; their 
overall exports to the world increased. On net, because of these trade diversion 
effects, the trade war raised global trade by 3%. As will be noted later, however, 
some aspects of the US-China trade war may have more debilitating effects on 
global development, notwithstanding these potential trade gains for third party 
countries.

The Brewing Tech-war
US-China frictions have increased in tandem with the growing economic, 
military, and technological capabilities of the latter. The US National Security 
Strategy published in December 2017 described the “new era of strategic 
competition” effectively shifting the view on the once-close economic partner into 
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an “adversary,” “rival,” and “strategic competitor.”6 Most recently, the focus of this 
rivalry has been on the technology front, particularly given the interface across 
advancements in commercial technology and military capabilities. Shivakumar 
and Wessner (2022), for example, note: 

“All major U.S. defense systems and platforms rely on semiconductors 
for their performance. Consequently, the erosion of U.S. capabilities in 
microelectronics is a direct threat to the United States’ ability to defend 
itself and its allies. Moreover, the U.S. civilian economy is deeply dependent 
on semiconductor-based platforms for its daily operations. Ensuring U.S. 
leadership in semiconductor technology and securing the integrity of the 
value chains that design, manufacture, package, and distribute these chips 
are perhaps the preeminent economic and national security concerns of the 
modern era.”

Hence, the tit-for-tat strategies on tariffs and other retaliatory measures have 
now given way to more robust policy measures that may begin to re-shape, if not 
sever, international economic linkages. Some recent developments include: 

• August 2022: the Biden administration enacted the US CHIPS and Science 
Act, designed in part to reshore semiconductor chip production in the US while 
countering China’s dominance in this sector. The US produces only approximately 
10% of the world’s supply and none of the most advanced chips, while East Asia 
accounts for 75% of global production. The CHIPS and Science Act was intended 
to stimulate significant private-sector semiconductor investment across the 
nation, particularly in production critical to national defense and key sectors7  

• October 2022: the US implemented comprehensive export controls designed 
to restrict China’s access to specific semiconductor chips and chip-making 
equipment8  

• November 2022: the US Federal Communication Commission regulated 
the importation or sale of selected technology products from China that posed 
security risks to critical US infrastructure9 

• January 2023: the US, in conjunction with Japan and the Netherlands, 
collaborated to strengthen export restrictions on advanced chip-making 
machinery destined for China (Allen and Benson 2023)10 
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• May 2023: China begins to retaliate against tightening-exports around 
semiconductors. China has commenced a cybersecurity evaluation of Micron, 
the leading American manufacturer of memory chips. In late May, Chinese 
regulators prohibited the acquisition of Micron chips within the nation’s critical 
infrastructure domain (Stangarone 2023).

• July 2023: China imposes controls on exports of gallium and germanium—
China produces 80% of the world’s gallium and 60% of germanium, both of 
which are necessary for chip production. If exporters wish to initiate or continue 
the export of gallium and germanium from China, they must seek licenses from 
the commerce ministry. China has stated that the introduction of this new 
licensing system is intended to safeguard national security (Allen 2023).

These recent measures constitute what many consider to be a brewing “tech 
war” not just between the US and China, but also involving many other countries 
that form part of the still significantly integrated international manufacturing and 
technology markets. If these measures persist, many other countries and private 
sector actors will need to recalibrate their involvement in international value 
chains, investments strategies, and defense partnerships. 

Part of the motivation for this tech war stems from the allegations that China 
has turned to unfair trade and investment practices that result in what some call 
forced technology transfer (Qin 2019). In addition, and as noted earlier, evidence 
of IP infringement amounting to large losses for countries like the US feed these 
frictions further (Steinbock 2018). Danilin (2022) also notes the game-changing 
technologies at stake: “The US-China Tech War is centered around a range of 
emerging and transformative technologies, including Artificial Intelligence (AI), 
quantum computing, microelectronics, semiconductor manufacturing systems, 
telecommunication equipment, supercomputers, specialized software, and 
internet solutions. These are critical technologies for the future markets and tech 
power. It is understandably so that both superpowers are competing to develop 
and control them.” 

Most studies simulating the impact of trade and investment policies typically 
focus on static gains from trade, yet recent developments emphasize that the 
critical importance of technology, and hence also the dynamic gains from trade 
that should also be considered. Goes and Bekkers (2022), for example, examine 
the effects of increased and persistent large-scale geopolitical conflicts between 
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different trade blocs on some of the parameters shaping the dynamic gains from 
trade—notably technological innovation and economic growth. These authors 
turn to a multi-sector multi-region general equilibrium model with dynamic 
sector-specific diffusion, and their results show that a potential decoupling of 
the global trading system into two blocs—one centered on the US and another 
centered on China—reduces global welfare in 2040 (compared to a baseline) by 
about 5%. 

Low-income regions that benefit significantly from positive technology 
spillovers from trade are among those countries that bear the brunt of this 
reduction in welfare. The authors note that: “the projected welfare losses for the 
global economy of a decoupling scenario can be drastic, as large as 12% in some 
regions; and are largest in the lower income regions as they would suffer most 
from reduced technology spillovers from richer areas” (ibid p.3).

These authors also examined scenarios where extensive decoupling would 
take place, and there would be retaliatory tariff hikes between the two blocs (i.e., 
one associated with the US and another with China). The results suggest that 
Western bloc countries experience losses of anywhere from -1% to -8% of the 
baseline scenario, while Eastern bloc countries experience losses between -8% 
and -12% (ibid p.25). 

In the model, the divergence in welfare losses stems largely from the evolution 
of productivity across these two sets of countries. Economic links with high 
productivity countries create channels for absorbing new technology and designs, 
facilitating productivity-enhancing imitation and innovation. The authors note 
that since Eastern bloc countries have generally lower productivity and large 
ties with innovative countries, severing these ties causes larger reductions in 
productivity and welfare.

Global Value Chains: Nearshoring, Friendshoring and Reshoring
Recent policy developments to reduce import dependence and regain control 
and leadership over key manufacturing technologies have generated keen interest 
in the effects of nearshoring, friendshoring and reshoring policies. Essentially, 
nearshoring and reshoring try to bring back manufacturing capabilities and 
reverse some of the offshoring that took place in the past. Friendshoring does this 
by tapping 3rd countries that are perceived as allies.
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Alfaro and Chor (2023) examine the evidence around these trends by analyzing 
product-level trade statistics drawn from the UN Comtrade, which lays out 
microdata on import sources over time. These authors combine the analysis with 
further information on the structure and positioning of countries in GVCs as well 
as data on multinational activity, FDI, and companies’ earnings calls. Overall, the 
authors find that there is not yet a retrenchment in world trade expressed as a 
share of world GDP. Nevertheless, the aggregate level of trade does not yet reflect 
the important shifts taking place in trade and investment flows. China’s share of 
US goods imports peaked in 2017 at about 21.6% and has since declined to about 
16.5% in 2022. (See also Figures 4 and 5.) 

This shows evidence that the US is sourcing away from China, and based on 
the data, sourcing increasingly from countries like Vietnam and Mexico. Alfaro 
and Chor (2023) further note: 

“We moreover find that this reallocation has been occurring at the 
product level: Across HS4 products, decreases between 2017-2022 in China’s 
share of US imports are systematically correlated with gains in the import 
shares held by Vietnam and Mexico (even after accounting for pre-trends in 
these countries’ shares of the US market). Both Vietnam and Mexico picked 
up import market share in various categories of electrical and electronic 
equipment. But there have been subtle differences too in the product mix of 
observed shifts, with Vietnam gaining ground in telephone sets, apparel and 
textiles, and Mexico increasing its US import share in automobile parts, as 
well as glass, iron, and steel products.”

Figure 6 also reconfirms the patterns in discussions of friendshoring (to 
Vietnam), nearshoring (to Mexico) and reshoring (back to the US) in a dataset 
compiled from companies’ earnings calls. The spikes in the data coincide with 
the rise in US-China tensions and the anti-China rhetoric under the Trump 
administration. The authors also note important concerns over the cost of 
these strategies on final products and whether workarounds are possible so 
that connections with China remain: “Decreases in product-level import shares 
from China are associated with rising unit values for imports from Vietnam 
and Mexico, which likely reflects rising costs of production in these locations. 
More work is needed to investigate how much this reallocation away from direct 



Figure 4  . US Trade Partners’ Import Market Shares
Evolution 2017-2022

Source: Alfaro and Chor (2023, pp. 15) drawing on COMTRADE data
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imports from China might be contributing to higher US prices and inflation” 
(Alfaro and Chor 2023).

Furthermore, “Chinese firms have thus been increasingly active as a source of 
FDI into both Vietnam and Mexico, with the timing of this rise coinciding with 
the US’ imposition of discretionary tariffs on direct imports from China. …even 
though the US may be reallocating its sourcing and imports toward Vietnam and 
Mexico, it may de facto remain connected with and dependent on China through 
third countries, including through Vietnam and Mexico. These indirect supply 
chain links that the US may be retaining with China deserve closer investigation 
as more detailed data comes to light.”

Policy Insights from the First Cold War

There appears to be growing consensus that a new cold war has already broken 
out—or is set to—due in large measure to the frictions between the US and China 
(Haiyong 2019; Danilin 2022). The US National Security Strategy published 
in October 2022 noted that the “post–Cold War era is definitively over, and a 
competition is underway between the major powers to shape what comes next.” 
Analysts emphasize how this new cold war is different from the first one due to 
a variety of reasons, including the sheer economic size and deep international 
economic linkages of China (as pointed out earlier in this paper), the multipolar 
geopolitical and economic landscape with a large number of middle powers, as well 
as the much larger number of nuclear and military powers today. Nevertheless, 
certain aspects of the first cold war can help advance countries’ thinking on this 
impending second one. Building on Gershman (2023), three main concepts that 
shaped the first cold war can be noted here:

• “Containment”: carried out by the US through military deterrence and 
economic and national security partnerships to mitigate Soviet expansion;

• “Mellowing”: process in which flaws in the Soviet system would eventually 
become more exposed and erode regime credibility gradually (see Kennan 1947); and,

• The “Battle of ideas”: the competition of economic and political ideologies 
and policies across democratic and free markets vs socialist/communist and 
centrally planned governance systems. 



15MENDOZA

And as regards the battle of ideas, the competition of economic governance 
systems played a particularly crucial role according to historians who pointed 
to main areas of contestation. First, countries’ economic systems were heavily 
influenced by two competing schools of thought: one that espoused the free market 
economy and how decentralized price signals allocated resources efficiently in 
a modern an industrialized economy; and another that emphasized the role 
of central planning in a social economy that met people’s needs and mitigated 
inequality (see among others Bollard 2023a; Maier 2010; Bollard 2023b). The 
economic and national security partnerships strategies of the US and Soviet 
Union were shaped by their respective economies’ governance frameworks, 
hence development aid (e.g., Marshall Plan and official development assistance) 
and military partnerships promoted these respective schools of thought as well. 

Observers noted how, on top of these two main competing economic 
governance frameworks, the strategy of “military Keynesianism” placed more 
pressure on the system that was less able to: a) trigger broad-based private sector 
innovation and growth dynamism due to public sector (and notably military) 
spending and investments; and b) balance the eventual competing demands of 
civilian and military resource allocations under a military arms race (Fusfeld 
1998; Bollard 2023b). In the contemporary setting, observers are similarly noting 
the possible resurgence of military Keynesianism in Russia (notably with job-
creating and wage-increasing military conscription) in a possible effort to secure 
political credibility and boost economic objectives using this targeted fiscal policy 
(Ishchenko 2022).

The strength, stability, and sustainability of the economies of the US and Soviet 
Union, respectively, were seen as critical in recruiting allies and partners on 
both sides of the cold war divide. Ultimately, the Soviet Union faced difficulties 
in meeting civilian demands for economic development and prosperity as its 
national security investments and spending began to outstrip its ability to balance 
national security and broad-based development goals (Cooper 2008; Maier 
2010). Meanwhile, the US deployed non-military means to counter the spread of 
communism using foreign policy strategies leveraging economic and military aid, 
dispensing economic incentives and sanctions, and investing in the expansion 
of an international economic order underpinned by free-market and enterprise-
driven approaches to international trade, investments, and development policy 
(Bollard 2023b; Cooper 2008; Hixson 1994).



16 NAVIGATING THE POLITICAL ECONOMY OF COLD WAR 2.0

Quo Vadis? 

As noted earlier, concepts and strategies such as “containment”, “mellowing” 
and the “battle of ideas” shaped the contours of the first cold war and ultimately 
influenced which countries would thrive. The nuclear, military, and space races 
placed the respective economies of the US and the Soviet Union under significant 
pressure and stress, revealing, according to many analysts, the stronger efficiency 
and credibility of the democratic and free market governance systems (Bollard 
2023a). Nevertheless, the global landscape today suggests that this ideological 
messaging falls short of the practical reality faced by many nations. 

First, democracy faces many threats, not simply reflected in the rise of 
populist politics, but also in the disruptive nature of new technology such as AI 
and disinformation in social media. Second, so-called free market economies 
are slowly turning to industrial policy and protectionism again, in many ways 
reversing several decades of economic openness policies. This is in large measure 
a response to growing domestic pressure for job creation and democratic stress 
and pressure to regain national sovereignty over economic and political decision-
making. Rodrik (2000) referred to the political trilemma that racked many 
countries as the world globalized. Rodrik noted how “the spread of markets is 
restricted by the reach of jurisdictional boundaries, and that national sovereignty 
imposes serious constraints on international economic integration. The political 
trilemma of the world economy is that international economic integration, the 
nation-state, and mass politics cannot co-exist. We have to pick two out of three.” 

Suffice it to say that globalization—and more specifically international 
economic integration—faces the threat of reversal because of the very same 
factors that fueled the emergence of this second cold war. China, along with 
many emerging market economies as well as industrial and developing countries, 
prospered economically during the aggressive globalization period that probably 
further accelerated with the fall of the Soviet Union and the period of technological 
growth that ensued. That same globalization period that enabled the emergence 
of China as a superpower, along with middle powers mentioned in this paper, 
in turn, fueled myriad challenges to sovereign governance and particularly 
what Rodrik (2000) calls mass politics. The latter is clearly intertwined with the 
populist wave that was partly fueled by globalization, and in many ways today is 
anathema to any further aggressive globalization ambitions. It is on this broader 
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canvass that the second cold war must be understood. Ideologically, the contest 
promoting free markets and democracy appears to have been turned on its head.

These trends suggest that the main parameters that shaped “success” during 
the first cold war (i.e., the triumph of free markets and democracy) seem to 
directly underpin the main tensions that contextualize this second cold war. It 
is important to appreciate this vastly different economic and political landscape 
to see beyond the immediate tensions between the main superpowers, US and 
China.  

The lessons from the past are far from ideologically underpinned, and 
more likely geared towards more pragmatic economic, national security and 
technology catch-up strategies—in short, the fundamental bases for sustained 
economic development under an evolving global backdrop. Several main areas 
for policy attention will seem to be crucial to thrive in the present uncertain and 
rapidly polarized environment. These points are flagged here not as conclusive 
statements, but as theses for further analyses and validation as policymakers 
navigate the road ahead.

First, the confluence of political and economic pressures faced by many 
countries will require that each nation recalibrate economic policies in favor 
of rebalancing benefits (and along with broader legitimacy) of their integration 
into, and engagement with, the international economic order. Scaling back or 
slowing down the globalization momentum, while also prioritizing the catch-up 
of national institutional innovations to better manage globalization (e.g., policies 
to mitigate inequality or strengthen vulnerable to groups to be able to compete in 
international economy) and the accomplishment of domestic aspirations (e.g., job 
creation and mitigating inequality) will seem appropriate in guiding stable and 
legitimate pathways for development during this period of international and even 
domestic tension. The strengthening of national economic institutions will also 
prove critically important as the world faces another wave of technological shocks 
brought about by the 4th industrial revolution. Just as the period of globalization 
witnessed rapid technological advancements, along with the increased economic 
volatility and inequality risks these accentuated, this new period ahead of us 
necessitates better preparation for the likely unequalizing and disruptive features 
of new technologies (e.g., AI, social media, internet of things, robotics, etc.) now 
reshaping the world economy and even touching on democratic politics and 
governance. 
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Nevertheless, where possible, countries can and should explore the 
development of international economic cooperation and regional trade and 
investment groupings in ways that create mutual value and avoid being forced 
to choose between the US and China. If such a choice may have been inevitable 
under the first cold war, this may not be the case today given the emergence of 
middle powers that likely create more options for different layers of economic, 
technological, and national security partnerships, and what some call “strategic 
autonomy” (Droin et al 2023). Such a network of diverse partners may be much 
more resilient in a multipolar setting when compared to the kind of polarization 
that a US-China trade and tech war would imply. Arguably, a network of partners 
may also lessen the vulnerability of countries to pressure from either of the 
superpowers (notably by providing more options for economic alignment), and 
it may help alleviate the reduction in international economic integration benefits 
forecasted by studies reviewed in this paper earlier.

Finally, analysts note how the deep challenges to democracy stem in part 
from the relative success of the Chinese model itself in promoting economic 
development even under more authoritarian tendencies and threats to liberal 
values. Chhabra (2019) notes: 

“The rise of China and the persistence of deep, internal challenges across 
open societies have created tremendous headwinds for democracy and 
liberal values globally, threatening U.S. alliances, liberal economic order, 
and even the political identity of the United States and its democratic 
partners and allies. Beijing’s “flexible” authoritarianism abroad, digital 
tools of surveillance and control, unique brand of authoritarian capitalism, 
and “weaponization” of interdependence may in fact render China a more 
formidable threat to democracy and liberal values than the Soviet Union 
was during the Cold War. China’s growth and determined illiberalism mean 
that open societies around the world must prepare for the current era of 
democratic stagnation to continue, or even worsen.”

Hence, all countries—notably democratic countries—must revisit and bolster 
their political governance in light of the populist wave and the democratic retreat 
that is now well recognized by many governance analysts (Freedom House 
2019; Repucci and Schenkkan 2019). More stable domestic politics can better 
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underpin the protracted engagement necessary under a new cold war between 
the superpowers and the uncertainty and volatility, as well as the “slowbalization” 
(modest global growth) that may accompany these tensions in the years ahead. 
Beyond this, the world will also likely face new shocks with challenges to 
international cooperation and domestic resilience, not simply health shocks and 
pandemics (more of which are sure to come) but also technological and other 
economic shocks as explained earlier. What does success look like? Similar to the 
first cold war, success likely belongs to those countries that are able to navigate 
and diversify alliances proactively, maintain strong independence to pursue 
national development objectives, and continue to pursue economic, political, and 
technological development and progress.  

1 On the Chinese side, the country’s 14th Five Year Plan emphasized its “dual-circulation” strategy. The 
plan envisions China remaining open to the world (the “great international circulation”), while also developing 
its own domestic market (the “great domestic circulation”). With economic modernization, the emancipated 
poor from the last four decades now form part of a vibrant middle class in a large and growing domestic Chinese 
market.

2  See https://data.worldbank.org/indicator/NE.TRD.GNFS.ZS?locations=CN.
3 See Mendoza (2023).
4  See US Department of Treasury (2019).
5  See Wong and Koty (2020). 
6  See Mendoza (2023).
7  See The White House (2022).
8  See Harrison and Farrer (2022).
9  See Associated Press (2022).
10  See Reuters (2023).
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