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Created in the 1940s and overseen by the World Trade Organization, the multilateral trading
order has been shattered. Trade has been weaponized for geopolitical ends, an historic shift
away from the liberal, open market ideals of the WTO-based system. We have entered an
era characterized by unilateral sanctions, embargoes and preferential friend-shoring and re-

configured supply chain arrangements.

There is no turning back. The question is: where do we go from here? Before answering

that, let us look at some history.

The decline in the multilateral order has roots in China joining the WTO in 2001. While
initially seen as an achievement, it became apparent that China’s system of State capitalism,
controlled directly and indirectly by the Chinese Communist Party, was fundamentally
inconsistent with the WTO Agreement and the liberal trading order it encapsulated. China’s

aggressiveness as a dominant economic power has destabilized the old order.

At the same time, there has been a dramatic increase in unilateral actions -- trade sanctions
and export controls -- applied by western allies against abhorrent regimes like Iran, Syria
and, most notably, Russia. This has further weakened the multilateral system, Russia’s

lamentable invasion of Ukraine added to the fracturing of the multilateral order.

This brings us to decoupling, friend-shoring and supply chain strategies. Signalled by Janet
Yellen, Chrystia Freeland and other leaders last year, friend-shoring has become a main

ingredient of trade policy in advanced industrialized democracies. While some say these are
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political declarations with too many things left undefined, recent developments suggest that

otherwise.

In January 2020, Canada and the US agreed on a Joint Action Plan on Critical Minerals
Collaboration aimed at advancing bilateral supply chains in strategic manufacturing
sectors, including communication technology, aerospace and defence, and clean
technology. On 24 March 2023 in Ottawa, President Biden and Prime Minister Trudeau
met in Ottawa and on agreed on further efforts to enhance the Action Plan and its strategic,

friend-shoring objectives.

On 27 March 2023, the US and Japan reached Agreement on Strengthening Electric Vehicle
Battery Critical Minerals Supply Chains to “facilitate trade, promote fair competition and
market-oriented conditions for trade in critical minerals”. Each side has agreed on steps to
increase critical minerals trade between them. The agreement allows supplies from
Japanese-based companies to qualify for US EV tax credits under the Inflation Reduction

Act.

On 24 May 2023, the US, Canadian and Mexican governments launched a trilateral
competitiveness committee to deepen efforts to grow North American semiconductor
supply chains to “enhance North America’s status as a trusted supplier of semiconductors,

printed circuit boards, and related technologies in the face of shifting global supply chains .
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On 27 May 2023, the US led Indo-Pacific Economic Framework (IPEF) concluded
negotiations on a preferential supply chain agreement, saying these countries will work
collaboratively “to increase the resilience, efficiency, productivity, sustainability,

transparency, diversification, security, fairness and inclusivity” of supply chains.
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The EU and the US are entering negotiations on a similar kind of agreement, although
reports are that the US Congress will require more extensive commitments from the EU

than in the case of Japan in order to qualify for IRA tax credits.

In a hugely significant step, the G7 issued a major document following the Hiroshima

summit last month entitled “Economic Resilience and Economic Security”, stating that,

“We will enhance resilient supply chains through partnerships around the world,
especially for critical goods such as critical minerals, semiconductors and
batteries. We will step up our efforts to strengthen channels of communication to
address supply disruptions and share insights and best practices, including from
respective scenario-based stress testing”, calling on G7 countries “to enhance our
ongoing strategic coordination on economic resilience and economic security by
reducing vulnerabilities and countering malign practices that exploit and reinforce

them.”

All this underscores major policy shifts, recognizing that the multilateral trading system
rooted in the 1944 Bretton Woods accords has been overtaken by events. Friend-shoring
and supply chain preferences, whatever their specific ingredients, are now central features

of G7 members’ collective trade policy.

So where do we go from here? There is no question that many elements are still uncertain.
The concept of “friends”, the extent of preferences and the definition of covered sectors,
including the list of critical minerals and technologies, are in flux. Some of these points will
take time to sort out. But it seems clear that key industrialized countries have moved into

this strategic channel. Others outside the G7 will certainly follow.

Signs are that international business is already accommodating itself to this directional

change, looking for investment and trade opportunities in this new world order. At the
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public level, it means that western governments will spend less political energy in trying to
reinvigorate the WTO and more time pursuing and consolidating strategic friend-shoring

deals as the framework for future international trade.
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