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1 International economic
policy — theory and practice

Konrad Raczkowski

Introduction

In theory, international economic policy includes the study of different schools of
economic and political thought, such as economic liberalism, protectionism, trade
balance theories, and approaches based on game theory and institutional theory.
In practice, it refers to specific actions taken by states and international institu-
tions to manage their economic relations with other states, global corporations, and
international institutions. This includes the conduct of independent, to a certain
extent, macroeconomic policies in a global context, negotiations and entering into
trade agreements, government interventions on issues affected by competitiveness
and trade, the management of foreign exchange, and influencing monetary and tax
policies.

In the theoretical discourse, international economic policy differs from the prac-
tical dimension, although the justifying function of simplistic neoclassical eco-
nomic theory has been embedded in the political discourse of the last few decades.
It can be even argued that neoliberal economics with the idea of a free market' and
a flawed indicator of progress reflected in GDP has played a key role in the poli-
tics and shaping of international economic relations. After all, allocative efficiency
reflects the use of available resources but only selectively maximises welfare,
where quasi-competitive efficiency is often determined by state interventionism
rather than the free market. Finally, international economic policy is about not only
competitiveness centred around economic productivity but also a hard political and
market game backed by a given ideology and strong protectionism, or even out-
right economic or military force. This chapter presents the processes shaping glo-
balisation and international integration as the extension of international economics
and its theory, international trade policy from a systemic perspective, and political
economy in the discourse of macroeconomic global analysis and its significance
within international economic policy. It proposes a new definition of deglobalisa-
tion and outlines theories of international politics, characteristics of international
economic policy, theories of international trade in international economic policy,
and classification of models for measuring and analysing international economic
policy. It concludes with the analysis of competitiveness in international eco-
nomic policy, with the so-called superpowers, such as the United States, China,
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the European Union, India, and Russia, as identified on the basis of a prior review
of the literature on the subject in terms of economic and military potential. On the
basis of aggregated data from the World Bank database reflecting all variables for
the study of the world economy, six variables were identified on the basis of cor-
relational significance: (1) GDP (in billion, rate of economic growth); (2) GDP per
capita (PPP, rate of economic growth per capita according to purchasing power
parity); (3) M EXP (military expenditure); (4) TRADE S (trade in services); (5)
TRADE (total trade of a country, i.e. exports and imports); and (6) TNR (total natu-
ral resources rents, per cent of a country’s GDP relative to the uncertainty index
(World Uncertainty Index — WUI, denoted below as U-index?), with WUI based on
an additive model with fixed effects depending on six economic variables. The aim
of the first phase of the research was to build a panel model of the world economy
based on nearly 1,500 parameters from the World Bank database, looking for both
a fixed effect (FE) model and a random effect (RE) model. No significant relation-
ships were found as a result of the modelling, so separate linear regression mod-
els were performed for the five entities/countries under study (including the EU).
Based on the regression coefficient, this made it possible to determine the strength
of the influence of the variables studied and the significance.

Globalisation and international integration

Globalisation has a history of more than a thousand years and stems from armed
conflicts and competitive struggles between powers, although it went unnamed for
many centuries. It was not until the 15th century that the noun “globe” appeared
in use in English to denote a round (spherical) earth.* The adjectival term for the
global sphere came into use in the 17th century (and globally in the 19th century).*
The term “globalism” did not enter global circulation until the 1940s.° In interna-
tionalist terms, globalisation, through international politics, international trade, and
economic cooperation (including investment), refers to a more global and inter-
connected world where the physical boundaries between countries are blurring in
light of an increasingly widespread flow of information, goods, services, capital,
investment, and people.®

Globalisation is inherent in the political power accompanying conquests and
the emergence of international trade networks over the centuries. The principles of
globalisation stem from the dominance, at a given time, of a particular superpower
imposing its values and laws on other countries.” Examples of such superpowers
in the history include the Mongol Empire, territorially the largest in all history
(the 13th century), the Ottoman Empire (the 15th and 16th centuries), the Spanish
Habsburg Monarchy (the 16th and 17th centuries), the British Empire (the 18th and
19th centuries), and the so-called associated European powers, that is, France, Ger-
many, and Russia (the 19th century). The 20th century belonged to two superpow-
ers — the United States, economically unparalleled, and Russia (the Soviet Union),
burdened by problems of regime change. The 21st century is seen as a century
of several superpowers, including the United States, China, the European Union,
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India, Russia, and Japan, the latter not having superpower subjectivity but remain-
ing a key player in international politics due to its political and economic position.

Thanks to the development of trade, global financial centres were born. Amster-
dam (1780-1794) lost its dominance of maritime trade after losing a naval war
(1784) and handed over primacy to London. The Port of London concentrated on
trade in goods, on specialised banking activities on the basis of the Bank of England
established in 1694, and on marine insurance. Trade through London was directly
supported by the colonies of the British Empire, which, between 1784 and 1840,
included British Raj (today’s India, Pakistan, and Bangladesh), Canada, Australia
(including New South Wales, Victoria, and Wales, among others), New Zealand,
colonies in Africa (today’s Zimbabwe, Zambia, Kenya, and Nigeria, among oth-
ers), and the Caribbean (including Jamaica, Barbados, and Trinidad and Tobago,
among others). Income from foreign trade proved the strength of the state, and
military expenditure was the largest part of public expenditure for many centuries,
not only in European countries.® Customs duties on foreign trade under King Henry
VI of England in the 15th century accounted for 50% of public revenue. In the 18th
century, Britain’s military expenditure represented 70% of public expenditure.” At
the time, Britain was in a struggle for colonial domination and control of strate-
gic areas of the world with Austria, France, Spain, and Russia, culminating in the
Seven Years’ War (1756—1763). The war ended with Britain’s victory (with Prussia
as its coalition partner) and the weakening of France and Spain.!* In a sense, Britain
monopolised the importation of goods into the colonies by means of the so-called
Navigation Acts. They allowed only traders and manufacturers from the colonis-
ing country to import goods into the colonies, while all other goods produced in
a country other than the colonising country (Great Britain) not only had to pass
through the coloniser’s port but were taxed in there at a rate of 20% (the so-called
royal fifth)!! and other high tariffs, which were applied largely until the middle of
the 19th century. This model of a far-from-liberal industrial and trade policy in
international integration was implemented in the 19th century by France, Germany,
and the United States.'

In fact, until the First World War, Paris was the world’s second largest financial
centre next to London and the world’s second largest colonial empire. The Second
World War significantly weakened the economic and financial role of Berlin and
London, making New York the global financial centre of the world between 1945
and 1980 (in constant competition with London). The period from 1981 to 2009
was marked by increasing globalisation (not only financial), with Hong Kong, San
Francisco, Singapore, Los Angeles, Shanghai, Beijing, Paris, and Tokyo becom-
ing major players in the sphere of global financial centres in subsequent years (in
addition to the leaders, i.e. New York and London). Recent systemic changes and
one-off events, such as Brexit, the COVID-19 pandemic, the US—China trade war,
and Russia’s full-scale war with Ukraine, are likely to lead to a further weakening
of the global financial centre in London in favour of Amsterdam, Dublin, Frank-
furt, and Paris (and possibly Warszawa). These new centres also weaken a major
player in the United States (New York), also lessened by China, provided that they
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build an increasingly effective coalition of dependent and cooperating states. Sin-
gapore’s dominance in Asia seems equally likely, with Hong Kong increasingly
losing its position as a global financial centre.!?

In essence, globalisation concerns economic, political, and cultural categories
in which the role of the Western-centric world order has been called into question,
especially in the second decade of the 21st century. This is called re-globalisation
or deglobalisation where, in light of a new balance of power, the very concept of
globalisation is being redefined, its directions are changed, and various processes
are revised.'* Another narrative of globalisation defines the following approaches!':

a) hyper-globalisation — the acceleration of cross-border flows of population, capi-
tal, culture, ideas, or technology influencing a country’s socio-economic poli-
cies and negatively affecting national sovereignty (the literature is dominated by
both review and commentary, critical,'® and enthusiastic!” approaches);

b) anti-globalisation — neoliberal approaches and trends to globalisation and coun-
tering the negative effects of globalisation;

c) alter-globalisation — incorporating social justice, inclusivity, and supposedly
democratic modes of globalisation;

d) re-globalisation — the globalist response to populism and nationalist attitudes,
promoting the post-neoliberal direction of globalisation.

In a sense, the global economy is at odds with the idea of nation states, although
it can function well in such a system. It is up to nation states to decide which
political system they will choose. In this respect, they have to realise that eco-
nomic globalisation can be avoided but at the price of limiting the global nature of
markets. Note that it is impossible to reconcile the three variables of globalisation:
political democracy, national sovereignty, and full capacity for self-determination
with hyper-globalisation.'® Attempting to reconcile these variables will always lead
to some, large or small, deficits in decision-making, sovereignty, and democracy.

A competing narrative, emerging more broadly in the 1990s and centred around
the further course of globalisation, is deglobalisation. The pioneering work in this
area was developed by S. Amin (1990)," who questioned development policies
based entirely on the subordination of a country’s development strategy to the
goals of globalisation. He proposed auto-centrism and the internal reconstruction
of the national economy, disregarding global factors and rejecting the neoliberal
models of globalisation in favour of the construction of economic sovereignty,
the strengthening of cooperation between developing countries (so-called
South-South cooperation), and the democratisation of international relations as
part of greater participation of developing countries in the international institu-
tional system.

Deglobalisation is generally analysed in three dimensions: (a) as a series of
processes reversing globalisation; (b) as a decentralisation of the West; and (c) as
a temporary wave of change in global politics.?’ Deglobalisation is a less intercon-
nected world,?! or a differently interconnected world, in which the hitherto familiar
global international institutions still exist, but their role is determined not only by
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West-centric thinking. It seems clear that deglobalisation will serve to the great-
est extent those states that are militarily and economically strongest and that the
very process of deglobalisation may be detached from social justice.?? In terms of
international economic policy and geopolitical insecurity,”® deglobalisation may
mean greater use of domestic factors of production for the needs of one’s own
economy and reduced dependence on foreign direct investment and export pro-
duction.* However, while the first part of this thesis may be correct under certain
assumptions, the second implies challenges, prompting the identification of the
risks of a global polycrisis, understood as the simultaneous occurrence of at least
three systemic risks in social and natural global systems, leading ultimately to a
drastic deterioration of humanity’s prospects. “A global polycrisis, should it occur,
will inherit the four core properties of systemic risks — extreme complexity, high
nonlinearity, trans-boundary causality, and deep uncertainty — while also exhibiting
causal synchronisation among risks”.?> This complexity is certainly closer to the
times of deglobalisation, variously defined, than hyper-globalisation. Therefore,
this chapter redefines deglobalisation in the international economic policy as a
process of polycrisis pluralisation of the functioning of individual national econo-
mies — incorporated into greater manifestations of protectionism, preferences, and
global trade destinations — in which domestic production is more self-sufficient
or, conversely, dependent on another country, foreign expansion is targeted, and
foreign direct investment is dependent on affiliation groups, economic, technologi-
cal, and military strength, and relations with major global powers. It should also be
noted that the impact of geopolitical events on the withdrawal of trade globalisa-
tion has not been proven, but the nature of globalisation itself is different.

Globalization has been pronounced dead many times before, but none of
those predictions has come to pass. Global integration has long evolved
in waves — and recent developments triggered by the pandemic and geo-
political tremors are not necessarily an exception. The widely-used indi-
cators of globalization, such as international trade and capital flows, have
rebounded strongly, despite the fears of discriminatory fragmentation and
protectionism.?

The most possible scenario for international trade is the development of the dig-
ital economy and digital partnerships. Despite the significant increase in customs
barriers to international trade in recent years (58.9%), the predominance of tech-
nological barriers over customs barriers is noticeable. In addition, the growth of
high-tech dynamics (74.94%) is clearly visible, which in this scenario drives both
the increase in the globalisation index and the increase in digital competitiveness.?’
The technological breakthroughs of the world’s largest producer country (China)
will have a positive impact, at the micro and meso levels, on reducing depend-
ence on foreign suppliers for Chinese companies in the high-value-added product
(HVAP) sector. This means that China, by adapting to its evolving supply chains,
will bet on financing technological breakthroughs and subsequently significantly
increase its share of the global high-tech market.?
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Theories of international politics

Theories of international politics have played and continue to play a key role in
international relations. Perhaps the key theories include realism (and later Ken-
neth Waltz’s structural neorealism?’), liberalism, constructivism, hegemony theory,
dependency theory, and game theory in international relations. Based on or parallel
to them, other theories have grown up, such as security theory (security studies),*
cultural dialogue theory,! intersectional theory,* post-colonial theory,** and femi-
nist international theory.**

Realist thought focusing on the centrality of power, competitiveness between
states, and the adoption of the primacy of state action through self-interest and
security was already taking shape in the 16th and 17th centuries thanks to Nic-
coldo Machiavelli and Thomas Hobbes. However, its attribution to the canon of
international relations materialised in the mid-20th century through one of its main
precursors, Hans Morgenthau.® In realism, it is states that are the main actors in
international relations, seeking to assert power, security, and survival. They always
show a tendency towards conflict and competition, rejecting the existence of a
centre of international power. The second half of the 20th century clearly demon-
strated the emergence of international centric structures where power begins to be
distributed among states and stability is determined by the existence and influence
of global hegemons. This gave birth to Kenneth Waltz’s structural neorealism in
the 1980s. The approach emerged as a critique of classical realism and a devel-
opment and modification of classical realism, identifying the international struc-
ture as the main determinant of states’ behaviour, leaving aside their individual
characteristics.

Liberalism had its episodes in the 18th century through Immanuel Kant,*® but
liberal concepts in international politics have been shaped since the late 19th cen-
tury and beyond with an emphasis on the promotion of democracy, human rights,
international cooperation, and the free market and trade. Liberalism also implies
interdeterminism according to which states are active in shaping the international
order and not merely subject to structural forces.?’

Constructivism in international relations emerged in the 1980s. It focuses on
the importance of ideas, norms, and social constructs in shaping the behaviour of
international actors and in creating international systems and institutions. In this
approach, social constructs are determined by values, experiences, and beliefs and
formed through evolution, while certain situations and events are seen from the
perspective of identification and perception, with the emphasis on individual and
collective identities.*®

The theory of hegemony in international politics, which contributed to the
development of key works and analyses, was developed in the 20th century. It
examines the role of one state or group of states (the hegemon) in shaping the
international order and the impact of this dominance on the stability and function-
ing of the international system. Its main assumption is that there is a dominant state
(the hegemon), which is the central actor with a significant military, economic,
technological, cultural, or political advantage over other actors in the international
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system. In this model, the hegemon plays a stabilising role and provides security
but, in return, imposes its own norms and values. The hegemon ensures the equi-
librium of the international system by controlling and influencing the actions of
other states that could in some way threaten the existing world order. The theory
assumes the cyclical nature of hegemonic cycles, which means that a change in the
structures of the international system results in a change in the conditions and bal-
ance of power and the emergence of new hegemons.*

Dependency theory in international politics focuses on the analysis of inequali-
ties between developed and developing countries resulting from historical pro-
cesses, colonialism, and imperialism as well as on the impact of relations between
them on the formation of the international order. It points out that the global eco-
nomic system maintains structural inequalities and economic dependencies deter-
mined by economic relations with dominant countries. Inequalities are maintained
through mechanisms that give rise to external debts, asymmetric investment rela-
tionships, and low commodity prices in dominant countries in the exploitation of
cheap labour, markets, and natural resources. Dependency theory criticises tradi-
tional approaches to development, emphasising the need to change socio-economic
structures to redress international inequalities.*’

Game theory in international relations applies game models from game theory
to analyse interactions between states and their decision-making in the interna-
tional context. Its main assumption is that there are strategic interactions between
states whereby decisions made by one state influence the decisions of other states
and vice versa. Game theory analyses the risks and rewards of a given strategy by
assuming that states are rational (which in itself would have to be contested) and
seek to maximise their interests in the context of certain conditions and constraints.
It should be noted that game theory makes use of various game models, such as
Zero-sum games, non-zero-sum games, repeated games, cooperative games, and
non-cooperative games. These models help analyse different scenarios of inter-
national interactions and predict possible outcomes. Game theory in international
relations is a useful analytical tool for studying and predicting the behaviour of
international actors and the outcomes of their interactions. With mathematical
models and appropriate inference patterns applied to them, it is easier to understand
the dynamics of international relations, decision-making processes, and possible
consequences for global stability and security.*!

International economic policy

The international economic policy of non-power states can be determined by two
main priorities — stability in the region and the maintenance of territorial and politi-
cal sovereignty as the most important aspect of security.* Furthermore, “economic
policy deployed for national security or geopolitical purposes, sometimes called
geoeconomics, can make countries weaker, poorer and less secure”.®

The current division of international economic policy centres around two super-
powers (China and the United States) and two so-called soft power superpowers

(the European Union and India). Russia, which is certainly counted as a superpower
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due to its nuclear potential but, due to a certain dependence on China, it is rather
sidelined, also runs for this position.

International economic policy, understood through the lens of globalisation
and the increasingly free movement of goods, ideas, capital, and people as part of
greater social and economic integration that has evolved into fragmentation and
deglobalisation, can be conventionally divided into six stages*:

a) Industrialisation era (1870-1914) — a period of industrial development that
originated in Britain and occurring under the so-called gold standard, dominant
in Europe, North America, Australia, Argentina, and Canada. It contributed
to the development of spinning machines, steam engines, and assembly lines,
affecting the efficiency of the economy. It saw the transition from an agricul-
tural economy to an industrial economy, with the development of the transport
system and the separation of new social classes (working class and capitalist
class).

b) Interwar era (1914-1945) — a period of reversal of globalisation trends and
directions that saw regionalisation and discriminatory trade barriers as a result
of the two world wars and the emergence of totalitarian regimes in Germany,
Italy, and the Soviet Union. The turbulent political and geo-economic changes
of this period were marked by the Russian Revolution of 1917, the transforma-
tion of Russia into a communist state, the signing of the Treaty of Versailles
of 1919, regulations obligating Germany to disarm, pay reparations, and cede
part of its territory, the Great Depression (1929-1939), that is, an economic
downturn initiated by the stock market crash of 1929, and the Spanish Civil War
(1936-1939).

c¢) Bretton Woods era (1945-1980) — the key objective of the Bretton Woods agree-
ment was to create a stable financial system after the end of Second World War.
The main effects of the agreement include the creation of global international
institutions to pursue coordinated socio-economic policies and increase interna-
tional cooperation (e.g. the International Monetary Fund — IMF) and to ensure
exchange rate stability by providing short-term financial assistance to mem-
ber countries to ease payment difficulties. Other institutions include the World
Bank, a financing institution for developmental projects in member countries,
especially those affected by the devastation of war, and the Standing Monetary
Committee to monitor exchange rates and help maintain international stabil-
ity. Under the agreement, participating countries undertook to maintain fixed
exchange rates against the dollar, and the US dollar was equated with the price
of gold. This system lasted until the 1970s when it fell apart due to various eco-
nomic tensions.

d) Liberalisation (1980-2008) — the end of the Cold War and the removal of trade
barriers in international economic cooperation, ultimately leading to the greatest
international economic cooperation, mainly through the General Agreement on
Tariffs and Trade (GATT) and the subsequent World Trade Organization (WTO)
agreements (since 1995). This period saw deregulation and privatisation, lead-
ing to increased competitiveness on the one hand and deeper global integration
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on the other, especially through the development of large emerging markets,
such as India, China, Russia, and Brazil. New free-trade areas were created
under the EU, the North American Free Trade Agreement (NAFTA), and the
Association of Southeast Asian Nations (ASEAN). It should be noted that the
liberalisation period created simultaneous trade and economic asymmetries and
difficulties with adaptation for many countries and economic sectors.
Slowbalisation (2008-2015) — shift away from liberalisation towards slower
processes of international trade, economic integration, and foreign investment.
The key moment marking the beginning of this period was the 2008+ Global
Financial Crisis (GFC), which led directly to increased protectionist attitudes
and trends in trade flows, foreign investment, and capital flows. The first symp-
tom of the GFC was the financial crisis resulting in a significant increase in
public debt, which was particularly acute for the United States, Greece, Portu-
gal, Spain, Hungary, Iceland, and Italy. These countries observed an increasing
decline in debt-driven productivity in the beginning of this period.* Protection-
ism was combined with economic nationalism, protecting national economic
interests, technology, and production. As a result, the production was moved
back to home countries or, closer, to markets, changing trade patterns and reduc-
ing global supply chains. Some societies became aware of the fact that glo-
balisation and increased international economic policies also bring the negative
effects, such as environmental degradation and increased inequality.
Deglobalisation (2018—present) — the date is contractual, marking the fragmen-
tation of the global economy. The process began with the US announcement of
a trade war with China in 2018 (but was preceded two years earlier by then US
President Donald Trump’s announcement of plans to counter unfair trade prac-
tices by China“).

In early 2018, the US raised tariffs on a few large import items — wash-
ing machines, solar panels, steel, and aluminium. While these tariffs did not
discriminate by origin, it soon became apparent that US trade policies were
targeting China. The US subsequently increased tariffs on thousands of prod-
ucts from China between 2018-19, ultimately targeting roughly $350 bil-
lion of imports from that country. China retaliated over several tariff waves,
targeting about $100 billion of US exports. The two parties signed an agree-
ment to halt further tariff escalations in January 2020, but the existing tariffs
remained in place as of 2021.%

This period saw the global crisis of globalisation triggered by the UK Brexit
based on the Brexit referendum in 2016.¢ As of 2016, the United States and
the UK lost their previous position in the international socio-economic order
in favour of China (and Russia) and other rising powers of international actor
states whose national sovereignty was far from the democratic legitimacy of
power and where the politics of the authoritarian power decides, in supposed
defence of its own national sovereignty, on the sovereignty of other states.*’
Deglobalisation manifested itself in even more trade protectionism and the
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narrowing of labour markets, and deviations from global agreements, for
example, US withdrawal from the Trans-Pacific Partnership in 2017, the Paris
Agreement in 2017, the Iran Deal in 2018, and the NIL Intermediate-Range
Nuclear Forces Treaty in 2019, and Turkey’s withdrawal from the Istanbul
Convention in 2021 on preventing violence against women. Another sign of
deglobalisation was the COVID-19 pandemic, which accelerated deglobalisa-
tion trends and changes in economic policies around the world. It should be
emphasised that deglobalisation is driven by hard-to-measure factors of resil-
ience and national security and not by economic efficiency, as is the case for
globalisation.”® Note that the /aissez-faire economics driving globalisation at
the end of the 20th century needs to be significantly revised, especially in the
context of limiting the negative effects of globalisation.’! The deglobalisation
factor model includes eight components: globalisation, pandemic (COVID-19),
migration, nationalism, international trade, income inequality, manufacturing,
and poverty.*

International economic policy is determined by foreign policy, represented in
both the institutional stream and the activities of multinational corporations. It
refers to the process of conceptualisation and the fulfilment and implementation
of specific political and economic agendas according to that vision of the world
that is represented, at a given moment, in the government of a given state or in the
decision-making bodies of international integration groupings. This dimension is
strongly marked by historical, cultural, social, and psychological factors,> often in
isolation from the rationality of realist theories and a strong desire to shape asym-
metries in economic relations.

International trade theories in international economic policy

Between 1600 and 1700, global trade grew at a rate of 1% per year. In the 19th
century, trade dynamics accelerated significantly to 4% per year. In 2022, global
trade in goods grew 10% (y/y) and global trade in services recorded 15% growth
(y/y).>* As Rodrik (2015) rightly argues,> the increasingly extensive international
economic integration resulted from the adoption of liberal ideas by individual gov-
ernments as well as the use of historically developed patterns of expansion. It is
difficult to dispute that opening up trade increases exports for those companies
that export (goods, services, and capital) and thereby increases a country’s foreign
reserves, raising productivity and expanding markets.*

Empirical studies have repeatedly shown that economic integration at the global
level leads to profit maximisation, influencing the specialised production and
greater simplification.’” International trade resulting from lower trade barriers has
a positive impact on economic growth, promoting welfare.® However, trade open-
ness only partially affects global competitiveness as it is also driven by such fac-
tors as the human capital held, foreign direct investment, technology, the financial
system, the economy innovation rate, and the status of an economy within a group
of countries integrated by trade and/or association agreements.*
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In simplified terms, trade theory comprises classical trade theories and modern
trade theories. The classical trade theories include the following:

a) Mercantilism, dominant in Europe in the 16th to 18th centuries, believed that
a country’s wealth was measured by its holdings of gold and silver, advocating
for policies such as tariffs and subsidies to promote exports and restrict imports
in order to achieve a trade surplus.

b) Absolute Advantage Theory proposed by Adam Smith® assumes the production
of more efficient goods through specialisation and an absolute advantage over
other countries.

¢) Comparative Advantage Theory,® based on the concept of absolute advantage,
assumes that even if one country can produce all goods more efficiently than
another country, both countries can still benefit from trade if they specialise in
the production of goods in which they have a comparative advantage (i.e. where
they have the lowest opportunity cost of production).

d) Heckscher—Ohlin model argues that countries will export goods that make
intensive use of factors of production that are abundant in their country, while
importing goods with intensive use of scarce factors of production.

The modern trade theories include the following:

a) New trade theory®? assumes production flexibility and economies of scale, prod-
uct differentiation resulting in a wide range of prices and differences in customer
preferences, generation of network effects for the firms located along the sup-
ply chain, and the scaling up of internal trade on a global scale on the basis of
developed internal patterns, including the development of industrial clusters and
the concentration of production.

b) Specific-factor model of trade®® is an extension of the Heckscher—Ohlin model.
It assumes the existence of two factors of production (e.g. labour and capital),
mobility of one of the factors of production between sectors of the economy,
fixed production technology guaranteeing invariability of scale, and specificity
of production factors for a given industry or sector of the economy. It takes into
account specificity of factors of production by analysing factor shifts in interna-
tional trade patterns.

¢) Gravity-based models focus on more complex factors, such as product differen-
tiation, scaling of production, network effects, and the geography of trade.

In general, gravity models are commonly used in the literature to analyse pat-
terns of international trade, migration, tourism, and cross-border capital flows.
Since income levels as a proportional function of economic size and the volume
of balance trade flows do not fully explain geopolitical and geo-economic pro-
cesses, it has become necessary to supplement these models with extensions of
other social and economic variables.** However, the contemporary literature
and practice of international economic policy use a number of theoretical and
modelling approaches, often complementary as part of an interdisciplinary and
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proof-of-concept methodology. Therefore, this chapter proposes the original list
of international trade theories as models for measuring and analysing international
economic policy (Table 1.1).

The 20 groups of models for measuring and analysing international eco-
nomic policy show not only the multiplicity of methodological approaches to the
problem-solving evaluation of socio-economic issues at the state and corporate
levels but also the need to use different analytical approaches in parallel. This
applies not only to the planned impact on the trade balance, investment growth,
and competitiveness, but also to responses to the negative effects of benefit asym-
metries, dumped imports, exclusion, and loss of regulatory and trade sovereignty.
As argued by Findlay and O’Rourke (2007, p. 324),% integration into the global
economic system can mean de-industrialisation, distortions in the exchange rate
regime (if own currency is used), and/or restrictions in purchasing power as well as
the loss of independent trade policies.

An example of this is multilateral free trade agreements (FTAs), burdened with
long implementation periods for liberalisation procedures, which are not a fair and
even stimulator of economic benefits for all member states as signatory partners.
There will always be winners and losers for these agreements. However, a unilat-
eral loss or win in all trade policies and leading specialisations is not always the
case (in fact, it is usually not).% It should be remembered that, in a world of polar-
ised zones centred around powers, such as the United States and China, the powers
seek to exert as much leverage as possible and prefer, as a rule, to enter into bilat-
eral agreements rather than multilateral ones, which require longer negotiations
and the consideration of different interests. Other states should bear in mind that
the economic choice or the choice for security need not be the only one, and it is
necessary to seek alternative by compromise and balance in providing multilateral
security and multilateral economic relations.®” Well-negotiated agreements or the
use of the Bertrand’s competition model can be such an alternative. In such a case,
the theoretically economically weaker state, wanting to balance the adverse impact
of the agreement, has to provide differentiated production instead of homogeneous
production.®

Competitiveness and power of influence in international
economic policy

Competitiveness in international economic policy refers to factor productivity, that
is, more efficient use of resources.® It includes resilience to shocks and efficiency
in the functioning of global value chains, financial stability directly resulting in
effective risk management, and focus on quality.”

The main structural factors of the international competitiveness of national
economies include the degree of diversification of the production structure and the
strength of domestic production linkages, which are directly related to the tech-
nological structure of exports resulting from the level of technological and indus-
trial development of an economy. Assuming that The Technologically Advanced
Domestic Value-Added in Export (TADVA) basically reflects the above structural
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factors, by including input—output analysis and global value chains in the methodol-
ogy of this study, the economies at the top of the ranking of international structural
competitiveness are as follows: Japan, Taiwan, Germany, South Korea, the United
States, and China (India ranked 28 and Russia ranked 38 according to TADVA).
In the European Competitiveness Index (ECI) measure, China’s economy ranked
only 17th, India were slightly worse than in TADVA (ranked 35th), and Russia took
a similar position (ranked 39th), which shows that the international competitive-
ness of the Russian economy is low, regardless of the measure used. It should also
be noted that the research reflects data from 20147' and much has changed in the
global economy since then.

The overall competitiveness index in 2023 looked different against the current
account balance (% of GDP, 2022 data) proving that there are winners and losers
in international trade. The first group (winners) included Taiwan, the UAE, Saudi
Arabia, Qatar, Norway, and other countries in Asia and West Asia, the Pacific,
Africa, and South Asia that increased their level of competitiveness (positive cur-
rent account balance). The losers included the UK, Hungary, Peru, Estonia, and a
significant number of Eastern European economies. Both the United States and
China were in the middle of the index. The polycrisis in the international com-
petitiveness of individual economies resulted from instability in domestic energy
production, volatile supply chains, and a negative current account balance.”

It seems that despite the grand and not always sensible ideas related to adjust-
ing environmental and economic policies at all costs to reduce CO, emissions and
achieve zero-carbon (which are only of declarative and not factual nature), macro-
economic geopolitics and pragmatic approaches to poverty and inequality will win
out (at least in the short and medium terms) by applying economic policy realism to
international economic policies. However, there will be winners and losers here as
well. This is due to the unequal distribution of the benefits of globalisation as well
as the exclusion and marginalisation of certain societies or regions.”

Assuming that competitiveness can be equated with the strength of an econo-
my’s influence and its relevance to other countries in the global system, it is reason-
able to compare statistics for GDP (PPP), annual percentage growth rate of GDP,
trade (share in GDP), trade in services (US dollars), total natural resources rents,
military expenditure data as defined by NATO (position), and GDP per capita (US
dollars) in the five countries under study, including the integration grouping of
countries (the United States, Russia, China, India, and the EU) from 1990 to 2022
(Figures 1.1-1.7), and use linear regression econometric models to determine sig-
nificant regression coefficients (Figures 1.8—1.15).

For the actors under study, linear regression models were performed, and the
following parameters were marked on the graphs:

* U-index (uncertainty index);

* GDP G (billion) — GDP growth %;
e GDP (PPP) — nominal GDP;

* M EX — military expenditure;

¢ TRADE S — trade in services;
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¢ TRADE — trade balance;
* TNR - total natural resources rents (% GDP);
* GDP PC — GDP per capita.

Comparative nominal GDP dynamics for China, the United States, India, Rus-
sia, the European Union, and the euro area from 1990 to 2022 shows that Russia
and India recorded moderate economic growth relative to the comparison group
over the period studied. Particularly noteworthy is China’s trajectory of dynamic
economic growth from 1995 onwards, which was in line with the trend of eco-
nomic growth in the United States from 2012 (Figure 1.1). However, the category
of economic growth based on value per capita (GDP per capita) creates four clus-
tering areas: (a) the leader (the United States), (b) the European Union and the euro
area, (c) Russia and China, and (d) India (Figure 1.2). For China, this trend was
in line with the annual percentage growth rate of GDP at market prices based on
a constant local currency (US dollars) from 2004 to 2022. For Russia, the dynam-
ics of this variable strongly deviated in 1990-2000 (Figure 1.3). The trade of the
countries under study as a share of GDP (Figure 1.4) showed that the European
Union and the euro area dominate globally in this model over the other countries in
the peer group, showing an inversely proportional trend relationship in 2011-2019.

The same category of EU and euro area dominance applies to trade in service
in 2009-2019 (Figure 1.5). The leader in generating total natural resources rents
as a per cent of a country’s GDP is Russia (Figure 1.6) whose economy reflects
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Figure 1.1 Comparative nominal GDP dynamics (in billion US dollars).

Source: Author’s own elaboration based on the World Bank database
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Figure 1.2 GDP per capita (US dollars).

Source: Author’s own elaboration based on the World Bank database
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Figure 1.3 GDP growth — annual percentage growth rate of GDP at market prices based on
constant local currency (%).

Source: Author’s own elaboration based on the World Bank database
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Figure 1.4 Trade balance (% GDP).

Source: Author’s own elaboration based on the World Bank database
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Figure 1.5 Trade in services (% GDP/USD).

Source: Author’s own elaboration based on the World Bank database

the contribution of the raw materials sector, including production and exports of
oil, gas, metals, timber, and other natural resources, to total national income. The
high volatility of this category is due to the exposure of the raw materials sector
to global price fluctuations, which can lead to income volatility and vulnerability
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Figure 1.6 Total natural resources rents (% GDP/USD).

Source: Author’s own elaboration based on the World Bank database
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Figure 1.7 Military expenditure data as defined by NATO (% GDP/USD).

Source: Author’s own elaboration based on the World Bank database
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Figure 1.8 Influence of variables studied on the uncertainty index.

Source: Author’s own elaboration based on the World Bank database
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to global changes in supply and demand. In addition, the economy’s overdepend-
ence on natural-resource exports can hinder the development of other sectors of the
economy and make the economy less diversified and more vulnerable to external
shocks if new markets are not found in a timely manner and production is not
diversified.

Another variable analysed is military expenditure, calculated according to the
NATO definition, in which Russia for many years could rival with the United
States. However, since the start of the annexation of Crimea in 2014, Russia has
dethroned the United States becoming the undisputed leader in military expendi-
ture (Figure 1.7).

Based on linear regression econometric models, significant regression coeffi-
cients were determined for the variables studied in five groups (the United States,
Russia, China, India, and the EU).

For China and Russia, military expenditure has the strongest positive impact on
the growth of the uncertainty index. For the United States, military expenditure has
the strongest negative direction of dependence. The United States is also the only
country/group of countries with the strongest negative impact on the “trade in ser-
vice” uncertainty index. It is worth noting that in the case of Russia, only military
expenditure has a significant impact on the level of the uncertainty index.

The level of GDP significantly reduces the uncertainty index (the United States,
the EU, China), most in China and least in the EU. Country wealth calculated as
GDP per capita significantly increases the level of the uncertainty index, most in
China and least in the EU again.

In China and India, TRADE is a significant stimulant of the uncertainty index,
and TNR is a significant destimulant.

An increase in the uncertainty index significantly reduces the value of GDP
(PPP) in China, the United States, and the EU. The EU is a group of countries that
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Figure 1.9 Influence of variables studied on nominal GDP.

Source: Author’s own elaboration based on the World Bank database
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is most sensitive to this factor. An increase in military expenditure has the strongest
positive GDP stimulation in China and Russia. TRADE has a significant positive
effect on the level of GDP only in China. Trade in services significantly stimulates
GDP in the EU and India. TNR is a significant destimulant in China only.

China is most affected by the level of economic growth in the variables studied
(as many as three variables, i.e., total natural resources rents [% GDP], trade bal-
ance, and trade in services). The uncertainty index and trade in services signifi-
cantly reduce the rate of economic growth, while TRADE significantly increases
the level of economic growth (GDP_G). Total natural resources rents as a per cent
of a country’s GDP influence the level of economic growth, as measured by the
economic growth rate (GDP_Q), in India and Russia, but in opposite directions,
positively in Russia and negatively in India (natural resources and overexploitation
of natural deposits have a destimulating effect on economic growth). In the EU, the
level of economic growth is stimulated by trade (an increase in the Trade value by
one unit affects the average economic growth rate by 0.5 units).

All variables significantly affect the level of the trade balance (Trade) in China.
The level of TNR positively affects Trade, most in the EU and least in Russia.
Trade in services has the strongest stimulating effect in the United States and the
EU. The impact of military expenditure on the level of the trade balance (Trade) is
destimulating and strongest in the EU and China.

Clearly more factors have a significantly statistical impact on the level of trade
in services in the EU. The level of military expenditure and the uncertainty index
have no significant effect in any country/country group. In all countries, the level
of trade in services is significantly positively affected by trade (most in India and
the EU). This means that if a country in the EU has natural resources, it is less
interested in developing advanced and highly processed production.
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Figure 1.10 Influence of variables studied on the level of economic growth (GDP growth).

Source: Author’s own elaboration based on the World Bank database
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Figure 1.12 Influence of variables studied on trade in services.
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The correlations between military expenditure and total natural resources rents
(TNR) in China, the United States, and the EU are strongest. As military expendi-
ture increases, the upward pressure on natural resources exports increases (TNR:
strongest impact in China and the United States). Both an increase in the uncer-
tainty index and an increase in Trade in services reduce the level of TNR on aver-
age. The uncertainty index has the strongest impact in India. Trade in services
levels are strongest in China and the United States.

In Russia, growth is significantly influenced by the growth of the trade balance
(Trade) and the rate of economic growth, which shows the high dependence of the
Russian economy on natural resources.
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Figure 1.13 Influence of variables studied on total natural resources rents (TNR).
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Figure 1.14 Influence of variables studied on military expenditure.

Source: Author’s own elaboration based on the World Bank database

The country with the strongest impact of macroeconomic factors on the level of
military expenditure is the United States. An increase in the TNR strongly increases
the level of military expenditure, while an increase in the uncertainty index reduces
military expenditure (conservative US policy). In the case of the EU as a group of
economically concentrated countries, an increase in the level of military expendi-
ture and an increase in the level of the trade balance (Trade) significantly reduce
military expenditure. Only in Russia does an increase in nominal GDP (GDP_PPP)
lead to the increase in the level of military expenditure.

Military expenditure in both Russia and China significantly reduces GDP
per capita. In Russia, this impact is stronger than that in China (higher military
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expenditure contributes to higher impoverishment dynamics). In the EU and the
United States, the uncertainty index has the strongest stimulating effect. In the
EU, the strongest destimulant relates to trade in services (oddly enough, trade in
services causes a real decrease in GDP per capita and not an increase in GDP per
capita dynamics). An increase in the uncertainty index in the EU results in a greater
degree of hedging against uncertainty and more efficient financial management of
households and businesses, influencing greater levels of welfare.

Conclusion

The world is entering a new era of polycritical economic competition, and the need
for unequal economic partnerships is apparent. A large group of countries will have
to decide which political and economic bloc they want to belong to, mainly around
the orbit of the United States and China.

One thing is for sure though: any decline of global economic ties will inevi-
tably make each and every nation in the world poorer than it was in the world
of flourishing globalization. Some countries or social groups will suffer
less than others. But generally speaking, sustaining high pace of economic
growth without an open global economy will hardly be feasible. This means
that the world is entering an era of lower prosperity, higher instability, and
prolonged uncertainty. The deeper the new divisions run, the stronger the
negative effects are going to be.”

The uncertainty of economic policy in the United States is not conducive to the
fragmentation of economic policy around the world as the risks of government
policy and regulation for the near future are significant,” and causality fluctuates. It
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is mainly due to the structural problems of the US economy, which have been built
up over many years, and the degree of variable effectiveness of geoeconomics on
foreign policy and international security within geopolitics.

Econometric studies of the international economic policy of the so-called
superpowers, such as the EU, the United States, China, Russia, and India, show
large disparities in the economic potentials of individual countries. The level of
increased dynamics of military expenditure is indicative of a sense of insecurity,
affecting mainly the level of the trade balance in the EU. The impact of military
expenditure on the level of the trade balance is therefore destimulating and strong-
est in the EU and China, leading to upward pressure on natural-resource exports,
mainly in China and the United States. Only in Russia does the increase in nominal
GDP lead to the increase in the level of military expenditure, leading to greater
impoverishment dynamics in Russia and China.

Total natural resources rents as a per cent of a country’s GDP influence the level
of economic growth in India and Russia, but in opposite directions, positively in Rus-
sia and negatively in India (natural resources and overexploitation of natural deposits
have a destimulating effect on India’s economic growth). In the EU, the level of eco-
nomic growth is stimulated by trade where a one-unit increase in the trade balance
affects the average economic growth rate by 0.5 units. The strength of the European
Union (EU) definitely lies in its ability to trade, as evidenced by data and its position
as the world leader in trade in industrial goods and services. The potential extension
of the Russia-Ukraine armed conflict to European countries would weaken the EU’s
position as a major global trading partner, leading to an attempt by other superpowers
and countries cooperating with these superpowers to take over these markets. Fur-
thermore, ensuring a significant increase in the dynamics of military expenditure in
EU countries could weaken the EU’s position and trade balance. However, if a coor-
dinated economic narrative is applied, in which military expenditure builds deter-
rence potential by influencing international relations and global stability, it could
lead to a greater importance of the EU in global economic relations. This expenditure
should be seen as an investment that protects the interests of the Community and its
citizens by building a deployable deterrence force as an element of peace stimulating
technological innovation that makes the entity independent.
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