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War and Industrial Policy

War means industry. CONTRIBUTORS
Wars cannot be fought with supply chains that crisscross a globalized world, Zoltan Pozsar
where production happens on faraway, little islands in the South China Sea, 212 538 5779
fram where chips can be transported only if airspaces and straits remain open,, altan. poesar@credit-susse, com

Global supply:chains work only in peacetime, but not when the world is at war,
be it a hot war or an economic war. The low inflation world had three pillars:
cheap immigrant labor keeping nominal wage growth “stagnant” in the U.S.,
cheap Chinese geods raising real wages amid stagnant nominal wages, and
cheap Russian natural gas fusling German industry and Europe more broadly.
Implicit in this *trinity” were two giant geo-strategic and gec-economic blocks:
Niall Ferguson called the first one "Chimerica”. [will call the other ane "Eurussia”,

Both unions were a “heavenly match”: the EU pald eures for cheap Russian gas,
the U.5. paid U.5. dollars for cheap Chinese imports, and Russia and China
dutifully recycled their eamings into G7 claims. All sides were entangled
commercially as well as financially, and as the ofd wisdom goes, if we trade,
everyone benefits and so we won't fight, But like in any marriage, that's true only
if there is harmony. Harmony is built on trust, and cccasional disagreements
can-only be resolved peacefully provided there is frust. But when trust is gons,
everything is gone, which is the scary conclusion from Dale Copeland’s book:
COonomic Infen ngen ngd W

Reviewing 200 years of history, including the Mapoleonic and Crimean wars,
the book explains that “when great powers have positive expectations of the
future trade environment, they want fo remain af peace in order fo secure the
economic benefits that enhance long-term economic power. When, however,
these expactafions fumn negative, leaders are likaly fo fear a loss of access fo
raw matenals and markefs, giving them an incentive to inffiate cnises o protect
their commercial interests™. This “theory of {rade expectations” holds lessons
for understanding not only today’s conflict between the U5, on the one hand,
and Russia and China on the other, but also the cutlook for inflation. Put simply...

... there is trust, trade works. If trust is gone, it doesn't. Today, trust is gone:
Chimerica does not work anymore and Eunussia does not work either, Instead,
we have a special relationship between Russia and China, the core economigs
af the BRICS block and the “king” and the "queen” on the Eurasian chessboard
= a new “heavenly match”, forged from the divorce of Chimerica and Eurussia. ..
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Russia Is a Commaodity “G-SIB”
share of global commodity exports as of 2020; commadities include mineral fuels and products, cereals, industrial metals, platinum, and palladium
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Emirates
4.2%

United States 10.7%

Source; OEC, Credit Suisse
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