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Consider what it would take to freeze the global Al industry, halt production on every
advanced weapons platform in the U.S. arsenal, and snap the smartphone supply chain overnight
without firing a single shot. The answer is simply a successful blockade of one island. Taiwan
Semiconductor Manufacturing Company (TSMC) fabricates roughly 90 percent of the world’s
leading-edge microchips (Semiconductor Industry Association, 2023). Because almost every
sector of the modern economy runs on its hardware, this extreme concentration seems, in
hindsight, like madness. Yet it was no accident. It occurred precisely because global markets

spent thirty years doing exactly what standard trade theory told them to do.

Most contemporary debates around globalization and strategic risk get bogged down in
the minutiae of specific policy choices: which dependencies are acceptable, which sectors
warrant protection, and how much economic resilience is worth paying for. While these
questions matter, they miss a more fundamental flaw in our intellectual architecture. The core
problem isn't that policymakers made sloppy decisions within a sound framework. It is that the
framework itself—David Ricardo’s iron law of comparative advantage—Tlacks any conceptual
mechanism to model how concentrated economic dependencies can be politically weaponized.
Built to optimize welfare under conditions of peaceful, frictionless exchange, the theory excels at
what it was designed to do. What it cannot see is what happens when a trading partner decides
that a dependency cultivated in your economy is far more valuable as geopolitical leverage than
as a source of mutual wealth. By the time that realization dawns, the structural trap has been

decades in the making.

I. What Comparative Advantage Delivers



Before dismantling the strategic blind spots of the Ricardian framework, we should be
precise about its historic triumphs. Comparative advantage (the principle that nations gain from
specializing in what they produce relatively more efficiently, even if an adversary holds an
absolute advantage across all sectors) remains an incredibly durable insight. For decades, the
post-war era validated this logic. Between 1990 and 2008, global trade as a percentage of world
GDP surged from approximately 39 to 61 percent (World Bank, 2023), while the IMF calculated
that trade integration added roughly 24 percent to per capita incomes in advanced economies
over a fifty-year span (IMF, 2016). Richard Baldwin’s (2016) analysis of the “second
unbundling”—where falling communication costs allowed production to be fragmented by
specific tasks rather than whole products—demonstrated how global value chains could wring
unprecedented efficiencies out of specialization. The wealth generated was real, tangible, and

immense.

Crucially, this exact efficiency logic demanded concentration. If Taiwan accumulated a
clear comparative advantage in leading-edge semiconductor fabrication through specialized
engineering talent, clustered infrastructure, and targeted industrial policy, the globally rational
response was to source chips from Taiwan. If China developed comparative advantages in rare
earth refinement, the logical move was to centralize processing there. These choices were not
policy blunders; they were the model functioning exactly as intended. The systemic
vulnerabilities that Western governments are now spending billions to unwind are not the residue

of market failures. They are the direct, successful output of orthodox economic policy.

I1. The Missing Variable



The breakdown occurs because comparative advantage is fundamentally a theory about
trade between welfare-maximizing actors in a stable, rules-enforced vacuum. It features no
variable for what Henry Farrell and Abraham Newman (2019) term "weaponized
interdependence"—the capacity of states that control critical nodes in a global network to use the
denial of access as a coercive weapon. When the West cut Russia off from the SWIFT financial
messaging network following the 2022 invasion of Ukraine, it wasn't deploying traditional
military might; it was weaponizing a network node through which an adversary's survival
depended. China’s restriction of rare earth exports to Japan during the 2010 Senkaku Islands
dispute operated on this exact logic, as did Russia’s calculated gas curtailments to Europe ahead
of its winter campaigns. In every instance, what looked like an innocent commercial relationship

was revealed to be a power dynamic in disguise.

This structural vulnerability isn't unique to authoritarian regimes or fractured superpower
relations. In July 2019, Japan abruptly restricted exports of three chemical compounds critical to
South Korean semiconductor manufacturing (photoresists, fluorinated polyimide, and hydrogen
fluoride) in retaliation for a legal ruling over wartime forced labor. Here were two democracies,
both formal U.S. allies and signatories to major multilateral trade pacts, using economic
chokepoints as cudgels. Though the dispute eventually cooled, it exposed deep, untracked
dependencies and proved a broader point: weaponized interdependence isn't a behavior pattern
unique to rogue states. It is a tool available to any country that holds a chokehold and has an
incentive to squeeze. The strategic risks built into deep specialization are not anomalous bugs
caused by bad actors; they are structural features of an international economy organized entirely

around comparative advantage.



Ricardo’s model simply couldn’t foresee this. Traditional trade theory assumes that
exiting a commercial relationship is always an option at a manageable cost, and that trade
remains mutually beneficial as long as it continues. Weaponization works precisely because exit
is not equally viable for both parties; one side has structured its domestic production around
foreign inputs it cannot readily replace. Thus, the efficiency gain and the strategic trap are merely
the same phenomenon viewed from different angles. You cannot harvest the extreme benefits of

hyper-specialization without simultaneously inheriting the catastrophic dependencies it creates.

II1. The Taiwan Case

The semiconductor supply chain illustrates this vulnerability with frightening clarity.
TSMC’s dominance at the apex of microchip fabrication doesn't just stem from massive capital
investment, though capital is a prerequisite. It is anchored in what economists call "tacit
knowledge"—proprietary capabilities stored in institutional memory, hyper-refined
manufacturing processes, and a dense, localized ecosystem of specialized suppliers that took

decades to fuse together.

When the United States passed the $52.7 billion CHIPS and Science Act in 2022 to
rebuild domestic silicon manufacturing, it wasn't actually purchasing immediate capacity; it was
merely buying the opportunity to begin the decades-long process of accumulating that tacit
knowledge. Industry analysts estimate that meaningful, leading-edge fabrication outside of
Taiwan won't materialize until the early 2030s at the absolute earliest (Semiconductor Industry
Association, 2023). The most powerful government on Earth, deploying capital at a scale
unimaginable twenty years ago, is facing a ten-year runway just to marginally diversify a single,

critical supply chain.



The cascading risks elevate this far beyond a standard industrial policy headache.
Advanced semiconductors are the foundational architecture of modern economic and military
power (underpinning cloud infrastructure, Al clusters, electric vehicles, precision-guided
munitions, autonomous drones, and medical imaging systems). A catastrophic disruption to
TSMC'’s output would not cause a standard inflationary supply shock. It would stall entire
economic sectors simultaneously, paralyzing both civilian life and the defense-industrial base in
ways that capital alone couldn't fix. None of this was flagged by a comparative advantage
framework that instructed governments to let price signals dictate where production should
cluster. Markets concentrated it in a geopolitical fault zone because that is where it was cheapest

to build.

IV. The Liberal Peace Thesis and Its Limits

Defenders of orthodox integration frequently point to the liberal peace thesis: the idea
that deep economic interdependence raises the cost of conflict so high that it serves as an
automated stabilizer. This perspective, articulated elegantly by Robert Keohane and Joseph Nye
(1977), carries real historical weight. The United States and China have avoided direct kinetic

conflict for half a century, largely because a total economic rupture would be mutually ruinous.

However, relying on trade as an absolute deterrent ignores a bloody historical record. In
1910, Norman Angell published The Great Illusion, famously arguing that industrial and
financial integration had rendered major European warfare obsolete. Four years later, Britain and
Germany (each other’s largest trading partners) were locked in the trenches of World War 1.
Interdependence does not automatically generate the symmetrical constraints that the liberal

peace model requires.



The fatal flaw is asymmetry. Deterrence functions reliably only when both sides face
roughly equivalent exit costs. The U.S.—China dynamic lacks this symmetry; instead, it is an
interlocking puzzle of asymmetrical vulnerabilities. The United States holds leverage over
semiconductor design software, export control chokeholds, and the dollar-clearing global
financial architecture. China, conversely, dominates rare earth refining and controls the industrial
manufacturing base for dozens of critical components. Rather than creating a stable balance of
peace, this creates a volatile, multi-front bargaining environment where both states are

simultaneously potential coercers and vulnerable targets.

V. What Governments Are Actually Doing

We can look to current state behavior for an empirical test of these models. If
globalization’s strategic risks were truly manageable within an open, rules-based trading system,
states would handle them through standard trade diplomacy. Instead, we are witnessing the

largest state-directed industrial policy interventions since World War II.

Consider the global ledger:

e United States: The CHIPS Act ($52.7 billion) and the Inflation Reduction Act.

e European Union: The Critical Raw Materials Act (2023), which mandates local
sourcing quotas across 34 strategic mineral categories.

e Japan & South Korea: Multi-billion dollar domestic subsidies and national security

designations for semiconductor foundries.



These are not minor regulatory tweaks at the margins of an open system. They are explicit,

highly expensive rejections of the logic of comparative advantage in the precise sectors where

weaponized interdependence is most potent.

Country / Bloc

Policy Initiative

Strategic Target

United States

CHIPS & Science Act
(2022)

Leading-edge
semiconductor fabric

European Union

Critical Raw Materials Act
(2023)

Strategic mineral supply
chains

Japan

Domestic Foundry
Subsidies

TSMC onshore
diversification

South Korea

National Security Tech
Subsidies

Domestic memory & logic
security

Table 1. Reversals of Comparative Advantage: Major Peacetime Industrial Policy Initiatives (2022-2026)

These policies are being executed by administrations with access to premier economic

modeling, whose own advisers openly concede the efficiency penalties involved. Deliberately

taking massive hits to productive efficiency to minimize strategic exposure is not something

states do lightly. When sophisticated actors do so at this scale, it reveals that the risks they are

hedging against were completely omitted from the economic models that recommended those

dependencies in the first place. A framework requiring this level of massive, retrospective state

correction has failed at something vital: not at resource allocation, which it handled beautifully,

but at pricing the immense strategic liabilities that its optimized architecture created.

Conclusion




The core question—whether globalization has morphed from an economic advantage into
a strategic vulnerability—erroneously implies that these two outcomes can be separated and
weighed on a scale. They cannot. The efficiency gains and the strategic fault lines were forged
by the exact same policy choices, running on the exact same economic logic. The mechanism

that maximizes the wealth is the precise mechanism that manufactures the dependency.

The welfare gains delivered by comparative-advantage-guided trade are undeniable. The
IMF's data on per capita income improvements, the historic reduction of poverty across East
Asia, and the massive consumer surplus generated by globalized manufacturing are real victories
of the post-war architecture. The failure lies in the fact that this optimization model was adopted
wholesale as a blueprint for national security strategy, missing a critical, non-economic variable:
power, and the capacity of sovereign states to convert economic networks into tools of

geopolitical coercion.

The intelligent path forward is not a panicked, wholesale retreat into autarky or
deglobalization, which would destroy real economic gains for nominal security. Rather, it
requires a new trade architecture that treats supply chain concentration as a primary national
security variable rather than an afterthought. Just as central banks subject the banking system to
rigorous stress tests to catch systemic risks before a collapse, trade policy needs an analogous
mechanism: institutionalized, continuous analysis of which supply chain dependencies are
weaponizable, by whom, and at what cost. A modern framework would seek to identify the next
twenty TSMCs before they crystallize into structural crises, forcing states to price strategic
exposure into trade decisions at the moment they are made, rather than a decade later when the

costs of reversal are crippling.



The policy fixes we see today (the CHIPS Acts and raw materials directives) are hasty,
reactive interventions to a structural vulnerability that was allowed to compound for a
generation. They are expensive, messy, and imperfect. Yet they represent a necessary shift:
asking the right strategic questions at a price that reflects the long-overdue cost of treating global

trade as a purely economic exercise in a world where states do not merely maximize wealth.

Power, unlike price, does not automatically optimize itself.
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