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Abstract

The analysis explores how China’s policies have both benefited and destabilized the U.S.
economy, from consumer price deflation to deindustrialization and financial dependency.
The paper situates these developments within the framework of international economics
and interrogates their implications for Modern Monetary Theory (MMT), highlighting the
paradoxes of fiscal sovereignty under global capital interdependence. It further examines
the U.S. policy response, including tariff escalation and strategic decoupling, and extends
the discussion to include military and geopolitical dimensions—most notably, tensions
surrounding Taiwan and the South China Sea. The paper concludes that both nations face
structural transitions that demand strategic recalibration. For the United States, this includes
industrial revitalization and policy coherence; for China, a shift toward consumption-led,
innovation-driven growth. Absent mutual accommodation, the risk of economic disruption
and unintended conflict remains significant. The paper ultimately advocates for a more
balanced, resilient, and cooperative global trading framework capable of addressing
economic, technological, and security challenges in a multipolar world.

1. Introduction

Since 1978, China has undergone a historic economic transformation. At the heart of its
rise as a global economic power lies a deliberate strategy to industrialize through export-led
growth. This strategy has relied on an undervalued currency, strict capital controls, labor
cost suppression, and state-guided industrial policy. While this model succeeded in rapidly
expanding China’s productive capacity and lifting hundreds of millions out of poverty, it also
introduced significant structural imbalances—both domestically and internationally.

A foundational principle of international economics, Ricardo’s law of comparative
advantage, offers a framework for understanding the mutual benefits of global trade—
even when such trade leads to painful domestic adjustments like deindustrialization. The
law posits that even if one country can produce all goods more efficiently than another,
both countries can still benefit by specializing in the production of goods where they hold a
relative productivity advantage and trading for the rest.

In the U.S.-China context, the United States ceded much of its low-cost manufacturing
base to China, whose comparative advantage derived from abundant labor and extensive
state-supported industrial infrastructure. In exchange, the United States deepened its
specialization in high-value services, intellectual property, and innovation. This kind of
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specialization theoretically maximizes global productivity and improves living standards in
both countries—provided the gains from trade are shared equitably within each.

However, the United States has argued that distortions in Chinese markets have undermined
the mutual benefits of trade. In response, Washington has adopted an increasingly aggressive
trade posture, including the imposition of broad tariffs.

2. Structural Pillars of China’s Export-Led Growth Model
2.1. Currency Management

China has systematically intervened in currency markets to maintain an undervalued
renminbi (RMB), thereby enhancing the competitiveness of its exports. Through the large-
scale accumulation of foreign exchange reserves—primarily U.S. dollars—Beijing has
suppressed the natural appreciation of its currency, supporting persistent trade surpluses.
This intervention acts as an indirect subsidy for global consumers by lowering the cost of
Chinese exports.'

2.2. Capital Controls

To maintain monetary independence and exchange rate stability, China has imposed
capital controls that limit the free flow of capital across its borders. These controls shield
domestic financial institutions from speculative pressures, help manage inflation, and insulate
the financial system from volatility. However, they also hinder the efficient allocation of
capital and limit the convertibility of the RMB.2

2.3. Wage Suppression and Full Employment Emphasis

Although nominally a communist state, China has adopted a hybrid system that blends
capitalist market mechanisms with centralized political control. This model, officially termed
a “Socialist Market Economy,” has prioritized full employment over wage growth. The
Chinese Communist Party (CCP) has utilized policies that promote rural-to-urban migration,
discourage unionization, and maintain weak labor protections to support a large, low-wage
workforce. This approach has helped contain production costs, but it has also limited domestic
consumption and entrenched inequality.

2.4. State-Led Industrial Policy and Export Subsidies

Beijing has promoted targeted export sectors through a combination of preferential
financing, tax incentives, subsidized land, and public infrastructure investment. This
interventionist strategy has led to overcapacity in sectors such as steel, cement, solar panels, and
consumer electronics. As a result, Chinese firms have exported products at prices well below
global norms, triggering accusations of dumping and trade disputes with major economies.

2.5. Belt and Road Initiative (BRI)

Introduced in 2013, the BRI is a global infrastructure strategy designed to externalize
China’s industrial overcapacity by financing large-scale projects in developing countries.
These projects are frequently built by Chinese firms using Chinese labor and financed by
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Chinese banks. The BRI enhances China’s geopolitical influence and deepens the integration
of other economies into Chinese supply chains.’

2.6. U.S. Treasury Purchases and the Dollar Feedback Loop

To manage its exchange rate and recycle trade surpluses, China has heavily invested in
U.S. Treasury securities. This demand increases the value of the dollar relative to the RMB,
thereby reducing U.S. interest rates and further strengthening China’s export position. A
strong dollar makes Chinese goods more affordable for American consumers while making
U.S. exports less competitive abroad, reinforcing trade imbalances.*

3. Impacts on the United States
3.1. Consumer Benefits and Retail Price Deflation

One of the most immediate benefits of U.S.-China trade has been lower consumer prices
in the United States. American retailers—including Walmart, Amazon, and Target—have
leveraged Chinese supply chains to minimize input costs and offer inexpensive products to
U.S. consumers. For lower- and middle-income households, these savings have materially
increased purchasing power. A product that costs $10 to produce in China might retail for
$15, whereas a similar U.S.-made product could cost $37.50—a 150% price premium.’

Walmart’s sourcing strategy is a case in point. As of the mid-2010s, an estimated 80%
of Walmart’s suppliers were based in China.® This approach enabled Walmart and similar
retailers to deliver consumer goods—such as electronics, clothing, and household items—at
substantially lower prices than domestic alternatives. For families earning under $50,000
per year, these savings amounted to hundreds or even thousands of dollars annually, helping
to offset stagnant wages and shrinking employment benefits across large segments of the
American labor force.

This deflationary effect extended beyond retail. By reducing costs for essential goods,
Chinese imports freed up U.S. household income for healthcare, education, and digital
consumption. As many American workers exited traditional manufacturing, they moved into
logistics, customer service, and eventually high-skilled services. This shift was not accidental
but rather a strategic response by firms to global labor arbitrage: China produced goods; the
United States captured margins in branding, distribution, and intellectual property. Despite
uneven distribution of benefits, the U.S. emerged as the dominant global services economy.

The U.S.-China tariff war of 2018-2020 was launched with the aim of rebalancing trade
and encouraging domestic production. Yet the costs were disproportionately borne by U.S.
consumers and businesses. Tariffs on Chinese goods, deeply embedded in global supply
chains, functioned effectively as taxes on American importers and distributors. Companies
either absorbed these costs—reducing profit margins—or passed them on to consumers in
the form of higher prices.

Although China agreed in the 2020 Phase One deal to increase purchases of U.S.
agricultural and industrial goods, it failed to meet these targets. In fact, Chinese purchases
declined further in subsequent years, setting the stage for renewed tariff measures by 2025.7
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Retailers like Walmart, Home Depot, and Target, having optimized logistics around
Chinese imports, were forced to reconfigure their supply chains or raise prices. Importers across
sectors—including electronics, tools, toys, and home furnishings—faced renegotiations,
delays, and rising costs. Some turned to Vietnam, Mexico, and other countries, but none
could match China’s scale, infrastructure, and reliability in the short term.

Monetary sovereignty, in theory, may be absolute—but in
practice, it is conditioned by the structure of international
finance.

Ultimately, the tariffs disrupted price stability and supply planning without meaningfully
reducing the U.S. trade deficit. For low-income households, higher prices functioned as a
regressive tax. Moreover, tariffs created economic inefficiencies—"“deadweight losses”—in
which the potential gains from trade were forfeited. Although tariffs may serve as temporary
leverage or signaling mechanisms, they proved too blunt for meaningful structural change.
Deployed without a targeted industrial policy, they often delayed adaptation rather than
encouraging it.

Most economists across the political spectrum have criticized broad-based tariffs as
inefficient and self-defeating. From a classical perspective, tariffs distort market signals,
suppress consumption, and provoke retaliation, all while reducing overall economic welfare.?
Without a corresponding currency depreciation—an unlikely event given current international
monetary dynamics—tariff costs inevitably reach the American consumer.

3.2. Deindustrialization and Wage Pressure

China’s rise as a global manufacturing hub has contributed to the deindustrialization of
many U.S. and European regions. Multinational corporations, lured by China’s labor cost
advantages and export subsidies, offshored production, accelerating the decline of traditional
manufacturing sectors. The American Midwest, once home to thriving industrial cities,
experienced significant job losses, wage stagnation, and long-term community decline.

Displaced workers often found employment in lower-wage service jobs, typically lacking
comparable benefits or long-term security. These changes helped fuel economic resentment
and political polarization. As trade-linked economic dislocation persisted, so too did
skepticism toward globalization, especially among working-class voters.’

4. Sustainability Challenges
4.1. Challenges for China

China’s export-led growth model is increasingly under strain. Demographically, the
nation is aging rapidly. The working-age population began to shrink in recent years, reducing

the labor surplus that once underpinned its manufacturing cost advantage. At the same time,
wages have risen, eroding China’s competitiveness in low-end manufacturing.
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Decades of aggressive investment have also led to chronic overcapacity in key sectors,
including housing, infrastructure, and heavy industry. Massive state-directed capital flows,
while instrumental in scaling industrial output, have yielded diminishing returns and fueled
asset bubbles. Meanwhile, inequality has widened, and household consumption remains a
relatively small share of GDP compared to other major economies.

China’s political structure adds another layer of complexity. The central government’s
emphasis on control and top-down planning may inhibit the innovation and decentralized
decision-making needed to transition to a services and knowledge-based economy. Without
reform, the very tools that once enabled China’s ascent could become obstacles to its next
phase of growth.

4.2. Challenges for the United States

For the United States, the sustainability problem lies not in overcapacity but in financial
dependency. The trade imbalance with China has resulted in a sustained inflow of Chinese
capital into U.S. financial markets, particularly in the form of Treasury bond purchases. This
has fueled a financial feedback loop: capital inflows depress U.S. interest rates, which in turn
boost asset prices, strengthen the dollar, and make Chinese goods even more competitive.'?

This dynamic places American producers at a disadvantage while fueling wealth
inequality at home. Gains from Chinese capital inflows are disproportionately captured by
holders of real estate and financial assets, rather than being reinvested in domestic production
or infrastructure.

Moreover, the heavy reliance on foreign demand for U.S. debt introduces geopolitical
risk. Should China reduce its Treasury holdings for strategic or economic reasons, the United
States could face rising interest rates and financial instability. This dependence complicates
domestic monetary policy and limits the flexibility of U.S. fiscal planning.

5. Long Term Strategic Responses and Transition Pathways
5.1. Strategic Options for the United States

To address the vulnerabilities exposed by China’s export-led growth model, the United
States—and the broader West—must adopt a coordinated, strategic response. This requires
moving beyond reactive measures like tariffs toward a proactive agenda that revitalizes
domestic capacity and enhances resilience. Key components of such a strategy include:

* Rebuilding Industrial Capacity: Through public investment, tax incentives, and
public-private partnerships, the United States can reestablish domestic production in
critical sectors. Reshoring manufacturing not only reduces strategic dependencies but
also stimulates job creation and innovation.

* Modernizing Trade Policy: Future trade agreements should incorporate enforceable
labor, environmental, and carbon standards. Anti-dumping enforcement and currency
manipulation provisions are essential to counter unfair practices and level the playing
field.
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Investing in Workforce Development: Expanding vocational training, apprenticeships,
and STEM education will help align workforce skills with the needs of modern industry.
Upskilling labor is key to increasing productivity and wage growth.

Diversifying and Reshoring Supply Chains: Reducing overreliance on Chinese
inputs—particularly in areas like semiconductors, pharmaceuticals, and rare earths—
requires both geographic diversification and domestic production capacity.

Stimulating Innovation: Federal support for research and development, strong
intellectual property protections, and commercialization incentives are needed to
maintain leadership in emerging technologies.

Developing a Unified Strategy: Trade, energy, climate, and national security policy
must be coordinated under a coherent industrial policy framework. Fragmented
responses have limited effectiveness; strategic alignment is essential.

Enhancing Productivity: Targeting higher-value sectors and embracing automation
can help the United States remain competitive while preserving high-wage employment.

5.2. Transition Imperatives for China

China must also undertake structural reforms to sustain growth and global relevance. Its
current model, heavily dependent on external demand and infrastructure investment, is no
longer viable in the long term. Key areas for reform include:

Expanding Domestic Consumption: Strengthening the social safety net through
improved healthcare, pensions, and education can increase household security and
encourage consumption.

Encouraging Private Sector Growth: Easing bureaucratic constraints, protecting
property rights, and promoting entrepreneurship would foster a more dynamic,
innovation-driven economy.

Committing to Environmental Reform: As the world’s largest emitter, China has
a pivotal role in the clean energy transition. Reducing reliance on coal, investing in
renewables, and enforcing environmental regulations are critical steps.

Liberalizing Finance: Building transparent and efficient capital markets aligned with
global standards would allow for more productive allocation of resources and attract
foreign investment.

These reforms are essential if China is to transition from a producer-centric to a consumer-

driven economy—one that sustains growth through internal dynamism rather than external
demand.

6. Implications for Monetary Sovereignty and Modern Monetary Theory

China’s export-driven strategy has had a profound impact on global capital flows—

particularly through its systematic recycling of U.S. dollars into Treasury securities. This
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practice has helped strengthen the U.S. dollar and suppress long-term interest rates in the
United States, enabling successive American administrations to finance large fiscal deficits
at relatively low cost.

This arrangement has also lent real-world validation to key tenets of Modern Monetary
Theory (MMT), a heterodox economic framework rooted in Post-Keynesian thought. MMT
holds that countries that issue their own fiat currency—such as the United States—can sustain
large government expenditures without the risk of insolvency or excessive inflation, so long
as real economic capacity is underutilized. This theory is very seductive for politicians
as it removes deficit-spending constraints. According to MMT, budgetary constraints are
politically imposed rather than economically necessary, and inflation, not debt accumulation,
is the true limit on government spending.

China’s large-scale purchases of U.S. Treasury bonds effectively subsidize American
fiscal policy by ensuring continued demand for U.S. debt and by exerting downward pressure
on borrowing costs. In this sense, China has functioned as a critical enabler of the U.S. fiscal
position, creating the conditions that have made MMT’s assumptions around deficits appear
plausible in practice. A strong dollar, supported by Chinese capital inflows, also benefits
Chinese exporters by preserving price competitiveness in international markets.

However, this alignment is both contingent and fragile. The COVID-19 pandemic tested
the limits of unchecked deficit spending. Emergency stimulus measures, while averting
economic collapse, contributed to inflationary pressures that challenged MMT’s core premise
of inflation control through fiscal policy alone.

Moreover, MMT presumes a sovereign monetary authority operating independently of
external constraints. Yet the United States’ dependence on foreign demand for its debt—
especially from geopolitical competitors like China—compromises that independence.
Should China strategically reduce its holdings of U.S. Treasuries, the consequences could
include rising interest rates, financial instability, and diminished policy flexibility.

Thus, while China’s capital policy has facilitated the application of MMT in the United
States, it also reveals MMT’s geopolitical vulnerability. China’s investment has enabled
some MMT-style outcomes, but ironically, it does so by contradicting MMT’s core
principle of sovereign monetary independence. That creates a paradox: MMT’s strongest
period of performance may have been enabled by a structure it philosophically rejects.
Monetary sovereignty, in theory, may be absolute—but in practice, it is conditioned by the
structure of international finance. The realization that China, rather than central banks alone,
plays a pivotal role in sustaining U.S. borrowing capacity is prompting a reassessment of the
risks embedded in America’s fiscal strategy.

7. The Evolving U.S. Trade Posture: From Simmering Tensions to
Tactical Confrontation

Since the Trump administration’s first term, the United States has shifted from passive
engagement to active confrontation in its trade relationship with China. What began as
targeted tariffs on steel, aluminum, and specific high-tech imports has evolved into a broader,
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more entrenched trade war—punctuated by retaliatory measures, shifting alliances, and
prolonged uncertainty.

Tariffs, traditionally seen as instruments of economic policy,
have in recent years evolved into tools of strategic coercion.

Unlike traditional protectionism, the primary objective of this policy is not the permanent
insulation of domestic industries, but rather the use of tariffs as a negotiating tool. The U.S.
approach centers on economic coercion: by imposing punitive tariffs, the administration
seeks to create pain points for trading partners—especially those with significant surpluses or
asymmetric access to U.S. markets. This includes China, but also longstanding allies whose
trade practices are perceived as misaligned with American interests.

The logic is tactical rather than ideological. Rather than retreating from globalization, the
United States is attempting to redefine the rules of global commerce in ways that favor greater
reciprocity and transparency. Key American priorities include improved market access for its
exports in advanced manufacturing, pharmaceuticals, digital services, agriculture, and energy.

Observers have questioned why the United States would target allied economies—
Europe, Canada, South Korea—alongside China. However, this strategy becomes more
intelligible when viewed through the lens of negotiation misdirection. By casting the tariffs
as part of a broad restructuring of trade norms, rather than a singular anti-China policy, the
U.S. preserves a pathway for Chinese officials to engage in negotiation without appearing to
capitulate. This helps China maintain face domestically and internationally while increasing
U.S. leverage at the bargaining table.

Nevertheless, this strategy carries considerable risk. It threatens to strain alliances,
fragment global trade networks, and accelerate the emergence of competing economic blocs
such as BRICS+. Prolonged uncertainty may also discourage investment and innovation, as
companies delay decision-making in the face of regulatory instability. Moreover, there is no
guarantee that this approach will not embolden rather than placate the Chinese negotiators.

The Trump administration’s apparent readiness to weaponize market volatility further
complicates the picture. Companies that depend on Chinese imports—including many U.S.
multinationals—have faced a chaotic policy environment with abrupt announcements,
reversals, and unpredictable enforcement. Markets have swung sharply on presidential
tweets, tariff pronouncements, and rumors of trade talks.

Yet this turbulence may be by design. Trump’s negotiating style has relied on calculated
unpredictability to create urgency. By keeping adversaries—and sometimes allies—off
balance, the administration aims to extract greater concessions. The stock market’s reactions
are closely monitored and often managed through well-timed communications. A sudden
easing of tensions, paired with a favorable deal, could trigger a market rally that bolsters the
administration’s political capital.
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In this context, tariffs are not an end, but a means—a pressure tactic meant to catalyze
renegotiation of the global trade architecture. If successful, the outcome may include reduced
tariffs, rebalanced market access, and a new consensus on fair trade practices. If unsuccessful,
the result could be further fragmentation and systemic instability.

8. Tariffs as a Weapon of Economic Warfare

Tariffs, traditionally seen as instruments of economic policy, have in recent years
evolved into tools of strategic coercion. They offer short-term relief to industries challenged
by foreign competition but often at the cost of higher consumer prices, reduced global
efficiency, and international friction. The Trump administration has rebranded tariffs not
merely as protectionist measures but as levers of geopolitical influence—akin to sanctions
or embargoes.

The United States is not currently positioned to replace the vast volume of consumer goods
it imports from China. Domestic production of equivalent goods would entail significantly
higher costs, due to both labor and regulatory burdens. As tariffs raise import costs, these
higher prices ripple through the U.S. economy, disproportionately affecting working- and
middle-class consumers. In this way, tariffs act as a regressive tax.

This economic strain is not just theoretical—it has political consequences. As consumers
feel the pinch of higher prices on everyday goods, public support for protectionist policies
may wane. Upcoming elections could become a referendum on the long-term costs and
benefits of tariffs, especially if inflation and supply chain bottlenecks persist.

Trump has referred to the imposition of tariffs as “Liberation Day”—a symbolic rejection
of decades of trade policy shaped by multilateralism and comparative advantage. Yet both the
Chinese and U.S. economies rest on precarious fiscal foundations. As of 2024, both countries
are running budget deficits exceeding 6% of GDP. China’s deficit, essentially balanced in
2014, is projected to rise to 8% in 2025. In both nations, the pace of deficit growth now
exceeds GDP growth, raising red flags about long-term fiscal sustainability.

These twin deficits point to deeper structural weaknesses: in the United States, persistent
trade and budget imbalances; in China, chronic underconsumption and overinvestment. The
ongoing tariff confrontation is therefore more than a tactical dispute—it is a collision of two
economic models under stress, each struggling to adapt to a post-globalization era.

In many ways, today’s tariffs are the digital-age equivalent of 19%-century gunboat
diplomacy. During that era, the United States used military intimidation to compel China to
open its markets—most notably through the Treaty of Wanghia in 1844. Today, the weapons
are tariffs, export controls, and tech bans. But the underlying message is the same: comply
with new trade terms or face sustained economic pressure.

For China, the stakes are high. The CCP must balance its global ambitions with domestic
economic stability. A sharp drop in exports could trigger unemployment and unrest. For the
United States, the stakes are equally serious. Its industrial base has atrophied over decades,
and many companies remain deeply reliant on Chinese inputs.
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Despite public rhetoric, the Trump administration has signaled its ultimate goal to be a
world of lower tariffs and more reciprocal trade agreements. The aggressive use of tariffs is
ostensibly intended to push trading partners to the negotiating table—not to permanently sever
economic ties. In this sense, tariffs are a temporary weapon—an uncomfortable but deliberate
part of a broader strategy to reset global trade norms. However, many of the administrations
stated objectives are mutually exclusive, particularly with respect to countering China’s
military expansion and blunting its military capability.

Until a clear outcome materializes, companies are operating in a high-risk, volatile
environment. Some are accelerating efforts to diversify supply chains, a trend already
underway due to the COVID-19 pandemic and rising geopolitical tensions. While certain
high-tech industries may reshore to the United States, most displaced production is likely to
shift to Vietnam, India, Indonesia, and Mexico—countries offering low labor costs, growing
infrastructure, and greater geopolitical alignment. Companies will bear significant cost
burdens through higher costs and lower demand, or both and expect business casualties at the
margins of many industries, including heightened economic insecurity at the individual level.

Yet cost is no longer the only concern. Companies are evaluating political risk,
environmental standards, and logistical reliability when choosing new manufacturing hubs.
In the years ahead, the most successful firms will be those that proactively manage supply
chain risk while maintaining flexibility in pricing, sourcing, and distribution.

9. Strategic and Non-Economic Dimensions of the Tariff Dispute

While tariffs may lack broad economic justification, they acquire greater coherence when
viewed through a geopolitical and military lens. The United States is not merely confronting
trade imbalances with China; it is facing the emergence of a near-peer rival with military
ambitions and stark ideological divergence. Against this backdrop, both parties are restricting
the other’s access to strategic material: China to rare earth minerals, and the United States to
advanced semiconductors and related technologies. Meanwhile, both countries are curtailing
the other’s leading tech companies in their domestic markets out of security concerns. This
escalating contest over strategic issues reflects a broader rivalry in which conventional
economic logic is often subordinated to security imperatives—a dynamic that increases the
risk of miscalculation, economic disruption, and unintended conflict with consequences for
both nations and the wider world.

China’s economic ascent has not only elevated its global influence but has also dramatically
enhanced its military capacity. With a naval fleet that has grown more than tenfold in recent
decades, China now possesses the world’s largest navy—one that exceeds the U.S. fleet
in the sheer number of battle force ships.!! Its military expansion includes a modernized
strategic nuclear arsenal, robust cyber and space warfare capabilities, and assertive activity
in contested regions like the South China Sea. China has also expanded its capabilities in the
Western Pacific and Indian Ocean. President Xi has instructed the military to be prepared
for engagement by 2027, the 100™ anniversary of the PLA. These developments have raised
alarms within the U.S. defense establishment, particularly in relation to Taiwan—a democratic
and economically vital territory whose assimilation Beijing has asserted is inevitable.'?
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The Taiwan issue underscores the intersection of economics and national security. Taiwan
is home to TSMC, the world’s most advanced semiconductor manufacturer, making it both a
geopolitical flashpoint and a critical node in the global supply chain. A Chinese takeover of
Taiwan would not only alter the regional military balance but could also disrupt the global
technology sector. It is in this context that the U.S. Navy’s mission to keep sea lanes open
in the South China Sea—a region through which one-third of global trade flows—takes on
heightened significance. To China, this presence is seen as a provocation; to the United States
and its allies, it is a vital safeguard.

Ironically, the United States played a key role in China’s rise. Since the late 1970s,
U.S. policy facilitated China’s integration into global markets, assuming that economic
liberalization would encourage political moderation. Instead, China used its economic gains
to underwrite a rapid military expansion and to assert a more confrontational posture in global
affairs. Today’s tariffs, while economically disruptive, are in part an attempt to recalibrate
that original policy and contain a trajectory that now appears threatening.

Yet while U.S. concerns are not unfounded, its current approach raises critical questions.
Can China truly be “contained” within its own region any more than Europe could contain
the United States in the Western Hemisphere during its rise? Is economic decoupling viable
or even desirable in a globalized world where the fortunes of the two superpowers are deeply
intertwined? And do unilateral tariffs and coercive economic measures risk provoking not
compliance, but retaliation and escalation?

The risk of unintended consequences is real and growing. Economic confrontation could
spiral into open conflict—whether through miscalculation in the Taiwan Strait, cyberwarfare
escalation, or an incident in the South China Sea. Such a conflict would devastate not only
China and the United States, but the entire global economy, disrupting trade, fracturing
financial markets, and stalling growth for a generation. Even short of war, prolonged tension
could damage asset valuations, depress consumer confidence, and fuel nationalist sentiment
on both sides—making compromise politically toxic and de-escalation increasingly elusive.

10. Conclusion

China’s export-led growth model has profoundly reshaped the global economy. Over
four decades, it elevated hundreds of millions out of poverty, transformed China into the
world’s leading manufacturing powerhouse, and helped drive a new era of globalization. Yet
the model is now approaching its limits. Rising costs, a shrinking workforce, environmental
degradation, and mounting geopolitical backlash—most notably, tariff-based responses from
the United States—signal the need for a fundamental shift.

For China, long-term success hinges on a strategic pivot: transitioning from investment-
led to consumption-driven growth, reducing dependence on low-margin exports, and
embracing innovation and sustainability. Failure to evolve risks stagnation and internal
instability, threatening the very gains that propelled China’s rise.

For the United States and its allies, the challenge is no less urgent: to rebuild domestic
industrial resilience without retreating into isolationism or zero-sum protectionism. The goal
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is not to reverse globalization but to restructure, creating what it
envisions as fairer, more reciprocal relationships that prioritize }[LS‘tOT_‘y qﬁ‘ers
long—tem .stablhty, cqmpgﬂtweness, and shared pI:OSpeI‘Ity. no rea c[y—m ade
Strategic investment in infrastructure, human capital, and

advanced manufacturing will be critical to this effort. solutions—but it
The geopolitical tensions relating to Taiwan’s sovereignty ~ Warns thﬁe costs
and control of the South China Sea add a military dimension to Qf maction.

tariff policies. Rather than pursue punitive tactics in isolation, the

United States must weigh whether its actions are strengthening its

long-term position or inadvertently catalyzing the very threats it seeks to prevent. Likewise,
China must decide whether military intimidation and economic coercion will earn its respect
or condemnation. The future of U.S.-China relations—and of the liberal international order—
may hinge less on who dominates the tariff battlefield and more on who responds most wisely
to the disagreements over Taiwan.

Importantly, this is not a zero-sum game. With strategic foresight and mutual recognition
of legitimate interests, the U.S. and China could jointly steer globalization into a more
equitable and resilient phase. Trading partners worldwide would benefit from expanded
access to U.S. services and innovation, while the United States would gain diversified supply
chains and reduced strategic exposure.

This recalibration of trade is occurring amid a broader global inflection point. What
once appeared to be a straightforward issue of mutual economic benefit is now entangled
in strategic rivalry and institutional fragility. Climate change, digital disruption, inequality,
and geopolitical instability are converging to form a complex, interdependent set of global
challenges. Our global systems—trade, diplomacy, security—are under strain and insufficient
to meet the scale of the moment. Trade policy, while just one domain, intersects with all
of them. What is needed is a new framework: one that integrates national interests with
global responsibilities, reinforces the limits of coercive behavior, and embeds enforceable
guardrails against unwarranted aggression.

History offers no ready-made solutions—but it warns of the costs of inaction. Ultimately,
meeting these challenges requires more than economic calculus. It demands purposeful
principled leadership, collaborative governance, and a renewed commitment to human
security in all its dimensions.
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