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L. INTRODUCTION

Abstract

International trade law was built upon a paradox that has become impossible
to ignore: the legal architecture designed to separate commerce from politics
has become the very infrastructure through which states increasingly exercise
political power. Tariffs, sanctions, export controls, financial restrictions, and
customs measures are no longer exceptional departures from economic
governance; they have become central instruments of strategic competition.
This Article develops a law-and-economics theory of Strategic Economic
Statecraft to explain this transformation. It argues that existing frameworks of
trade law, welfare economics, and coercive diplomacy fail to capture a
fundamental shift in governmental objectives: states no longer maximize
economic efficiency alone but strategic utility, incorporating security,
technological ~ dominance, financial influence, and resilience. By
reconceptualizing trade regulation as an architecture for governing strategic
interdependence, this Article provides a new theoretical account of how law
has become a mechanism through which economic power is created, organized,
and deployed in the contemporary international order.

International trade law was created to constrain
the political use of commerce. Its foundational
premise was that economic exchange, when
governed by stable legal rules and protected from
unilateral  interference, could  transform
interdependence into a source of mutual
prosperity and international stability. Yet the
defining feature of the contemporary trading
system is precisely the opposite development:
commerce has become one of the principal
instruments through which states exercise political
and strategic power.

The modern state increasingly governs through
economic instruments that were once regarded as
exceptional disruptions of trade. Tariffs are no
longer employed solely as instruments of
protection or revenue generation; they are used to
influence foreign policy choices, reshape industrial
capacity, and alter global production networks.
Sanctions have evolved from limited diplomatic
responses into sophisticated regulatory systems
capable  of  restricting  financial  access,
technological exchange, and commercial activity
across jurisdictions. Export controls, investment
screening, customs restrictions, and supply-chain
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regulations have similarly become mechanisms
through which states seek to preserve strategic
advantages and manage economic vulnerabilities.
This transformation creates a fundamental puzzle
for international economic law. Why do states
deliberately adopt measures that impose
significant economic costs upon themselves and
their trading partners’ Under conventional
economic analysis, such policies appear inefficient
because they restrict exchange, distort markets,
and reduce aggregate welfare. Yet states continue
to pursue them with increasing frequency and
sophistication. The persistence of economically
costly trade restrictions suggests that the
conventional assumption of welfare maximization
no longer provides an adequate explanation of
state behaviour in the contemporary economic
order.

Existing scholarship offers important but
incomplete answers. International economic law
scholarship has primarily focused on the legality of
trade restrictions, examining treaty obligations,
national security exceptions, and institutional
constraints. Law-and-economics scholarship has
emphasized efficiency, market distortion, and
welfare effects. International relations scholarship
has analysed sanctions and economic coercion as
instruments of strategic bargaining. Each
approach illuminates a particular dimension of
economic statecraft, but none fully explains the
broader institutional transformation through
which trade, finance, technology, and regulatory
authority  have  become interconnected
instruments of strategic competition.

This Article argues that the contemporary
weaponization of trade represents a constitutional
transformation  in  international  economic
governance. The central function of economic
regulation is shifting from facilitating commercial
exchange toward managing strategic
interdependence. The emerging order is not
defined simply by the decline of globalization or
the return of protectionism. Rather, it reflects a
new understanding of economic power in which
control over markets, technologies, financial
networks, supply chains, and regulatory access has
become a central component of state strategy.

To explain this transformation, this Article
develops a law-and-economics framework of
Strategic Economic Statecraft Theory. The theory
challenges the traditional assumption that states
maximize economic welfare alone. Instead, it
argues that modern governments operate
according to a broader strategic utility function in
which economic outcomes interact with national
security, technological capability, financial
influence, resilience, and geopolitical leverage.
Under this framework, a trade restriction may be
rational even when it reduces short-term efficiency
if it generates broader strategic benefits.

The Article makes three contributions. First, it
reconceptualizes tariffs, sanctions, export controls,
customs measures, financial restrictions, and
investment  regulations as  interconnected
components of a unified system of strategic
governance  rather than isolated  policy
instruments. Second, it integrates legal analysis
with institutional economics to explain how
regulatory authority itself has become a source of
economic power. Third, it demonstrates that
customs and financial regulation, traditionally
viewed as technical fields of commercial
administration, now occupy a central position
within the architecture of economic statecraft
because they determine how strategic restrictions
are implemented and enforced.

This framework also provides a different
understanding of economic interdependence.
Traditional liberal theory viewed interdependence
primarily as a mechanism of cooperation because
economic ties increased mutual benefits and
raised the costs of conflict. Contemporary practice
reveals a more complex reality: interdependence
can generate both cooperation and vulnerability.
The same networks that facilitate global commerce
can also provide opportunities for strategic
influence when states possess the legal capacity to
regulate access to markets, finance, technology,
and critical resources.

The implications extend beyond individual trade
disputes or geopolitical conflicts. The increasing
integration of trade regulation with national
security  objectives  challenges  established
distinctions between commercial policy and
strategic policy. Economic governance is becoming
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increasingly dependent upon legal institutions
capable of balancing openness with resilience,
efficiency with security, and international
cooperation with strategic autonomy. The future
of international economic law will depend upon
whether it can develop analytical and institutional
tools capable of governing this transformed
relationship between commerce and power.

The argument advanced here is therefore not that
trade has become merely an instrument of
coercion or that economic globalization has failed.
Rather, the central claim is that the purpose of
economic regulation has fundamentally evolved.
In the twentyfirst century, law does not merely
organize markets; it increasingly organizes strategic
competition within markets. Understanding this
transformation is essential for developing a legal
theory of international economic governance
capable of explaining the emerging world order.

1I. THE CONSTITUTIONAL
TRANSFORMATION OF INTERNATIONAL
TRADE: FROM COMMERCIAL

LIBERALISM TO STRATEGIC ECONOMIC
GOVERNANCE

The contemporary transformation of
international trade law is not adequately explained
by describing recent developments as a temporary
return of protectionism or a series of isolated
geopolitical ~ responses. Such  explanations
underestimate the structural nature of the change
taking place within the international economic
order. The more significant development is a
transformation in the underlying objectives of
trade governance itself. The legal architecture
created after the Second World War was
principally designed to prevent the political
manipulation of commerce; the emerging order
increasingly reflects the strategic use of commerce
as an instrument of state power.

The constitutional logic of the post-war trading
system was founded upon the belief that economic
interdependence could generate mutual gains and
reduce incentives for conflict. The General
Agreement on Tariffs and Trade and later the
World Trade Organization embodied this vision
by establishing legal commitments aimed at
reducing discriminatory treatment, limiting

protectionist barriers, and creating predictable
conditions for international exchange. The system
was premised upon the assumption that states
would generally benefit from open markets and
that legal constraints on unilateral trade
restrictions would enhance collective welfare.
This institutional design reflected the dominant
economic understanding of international trade.
The theory of comparative advantage provided the
intellectual foundation for the belief that
specialization and exchange could increase overall
prosperity. Within this framework, the primary
challenge facing trade law was not the strategic use
of commerce but the inefficient interference of
governments in market processes. The central legal
function of trade regulation was therefore to
constrain state discretion and facilitate economic
cooperation.

However, the conditions underlying this model
have changed significantly. Globalization has
produced a level of economic interdependence
that extends beyond  traditional trade
relationships. Contemporary production systems
depend upon complex networks involving critical
minerals, advanced technologies, financial
infrastructure, logistics systems, and cross-border
data flows. These networks have generated
substantial ~ economic  benefits but  have
simultaneously created new forms of strategic
vulnerability. Dependence upon foreign suppliers,
technological platforms, financial systems, or
essential resources is increasingly perceived not
merely as an economic relationship but as a
potential security exposure.

This perception has altered the strategic meaning
of economic interdependence. Under the
traditional liberal model, interdependence was
primarily viewed as a mechanism of cooperation
because economic connections increased the costs
of conflict. Under the emerging model, the same
interdependence may provide states with
opportunities for coercion and influence. Control
over access to markets, technologies, financial
systems, and strategic resources has become a
source of geopolitical leverage. Economic
connectivity has therefore acquired a dual
character: it remains a foundation of prosperity
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while simultaneously functioning as an arena of
strategic competition.

This shift is particularly evident in the changing
role of tariffs. Historically, tariffs were primarily
understood as instruments of domestic economic
protection or fiscal policy. Their legal and
economic significance was measured largely by
their effects on trade flows, prices, and market
efficiency. Contemporary tariff policy increasingly
serves broader strategic purposes. Tariffs may be
imposed to influence foreign government
behaviour, encourage industrial restructuring,
protect strategic sectors, or signal political
commitments. Their function has therefore
expanded beyond altering commercial incentives
to shaping the strategic calculations of other states.
The transformation is even more pronounced in
the field of economic sanctions. Traditional
sanctions analysis often viewed economic
restrictions as exceptional diplomatic measures
intended to impose costs upon targeted actors.
Modern sanctions regimes, however, have
developed into complex legal and regulatory
systems capable of affecting financial institutions,
corporations, technology providers, shipping
networks, and international supply chains.
Sanctions now operate not merely through direct
economic pressure but through the creation of
legal environments in which private actors modify
behaviour to avoid regulatory exposure. Their
power derives not only from the restrictions
imposed but from the broader reconfiguration of
economic expectations.

Export controls and investment restrictions
demonstrate the same institutional evolution.
Measures targeting advanced technologies, critical
infrastructure, and strategic industries increasingly
reflect the belief that economic capabilities
determine geopolitical power. Restrictions on
technological transfer, foreign investment, and
access to key industrial inputs are therefore
justifitd  not  solely through  economic
considerations but through claims concerning
national security and longterm strategic
competition. The boundary between commercial
regulation and security policy has become
increasingly difficult to maintain.

The emergence of strategic economic governance
does not represent the disappearance of law from
international commerce. Rather, it represents the
increasing importance of law as a mechanism
through which strategic objectives are pursued.
Contemporary economic statecraft operates
through statutes, regulations, administrative
procedures, licensing  systems,
mechanisms, financial controls, and institutional
coordination. The weaponization of trade is
therefore not a movement away from legal
ordering but a transformation in the purposes
served by legal ordering.

This transformation also changes the relationship
between economic efficiency and governmental
rationality. Conventional economic analysis often
evaluates policies according to whether they
maximize aggregate welfare. Yet governments
operating within strategic competition may
rationally choose policies that reduce short-term
efficiency in exchange for broader strategic gains.
The relevant calculation is no longer limited to
consumer welfare, production costs, or immediate
economic growth. It includes considerations of
resilience, technological capacity, geopolitical
influence, and the ability to withstand external
pressure.

The resulting shift can be understood as a
movement from market optimization toward
strategic ~ optimization. Under commercial
liberalism, the central question was how law could
facilitate the most efficient allocation of resources
across borders. Under strategic economic
governance, the central question becomes how law
can structure economic relationships in ways that
advance national objectives within an uncertain
and competitive international environment.

This transformation has profound implications
for international economic law. Legal rules
governing trade, finance, customs, investment,
and technology increasingly operate within a
broader  strategic  framework. Institutions
originally created to promote economic openness
now function in an environment where openness
itself may be selectively managed according to
strategic  priorities. ~ The  challenge  for
contemporary legal scholarship is therefore not
simply to determine whether particular measures

customs
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comply with existing rules, but to understand the
changing institutional logic that explains why such
measures have become central features of global
economic governance.

The rise of strategic economic governance
represents a fundamental reorientation of the
relationship between commerce and power.
International trade has historically been
understood as a domain in which states exchange
goods, services, and resources according to
mutually beneficial principles. The emerging
reality is more complex. Economic relationships
increasingly serve as instruments through which
states pursue security, influence, and strategic
advantage. The transformation of trade law is
therefore not merely a change in policy
preferences; it is a change in the constitutional
function of economic regulation itself.

III. THEORETICAL LIMITATIONS OF
EXISTING APPROACHES AND THE NEED
FOR A NEW ANALYTICAL FRAMEWORK
The growing use of trade restrictions as
instruments of strategic competition has generated
substantial scholarly attention across multiple
disciplines. Legal scholars have examined the
compatibility of tariffs, sanctions, export controls,
and related measures with international economic
obligations. Economists have analysed their effects
on welfare, markets, and resource allocation.
Political scientists have studied economic coercion
as an instrument of statecraft and diplomatic
influence. These bodies of scholarship have
produced valuable insights into particular aspects
of contemporary economic conflict. However, they
remain insufficient to explain the broader
transformation occurring within international
economic governance.

The principal limitation of existing approaches is
their tendency to examine economic statecraft
through separate analytical categories. Tariffs are
commonly analysed as trade policy instruments,
sanctions as foreign policy tools, financial
restrictions as regulatory mechanisms, and export
controls as national security measures. While these
classifications may have been appropriate under
earlier institutional conditions, they increasingly
fail to capture the reality of contemporary

economic governance. Modern states rarely
employ these instruments independently. Instead,
they operate through coordinated strategies in
which trade restrictions, financial controls,
customs enforcement, technological limitations,
and investment regulations reinforce one another.
The phenomenon therefore requires analysis at
the level of institutional interaction rather than
individual policy measures.

The dominant law-and-economics approach
provides an important but incomplete
explanation. Traditional economic analysis
evaluates trade restrictions primarily through the
framework of welfare maximization. Tariffs are
generally viewed as inefficient because they distort
market prices, reduce consumer welfare, and
generate losses from diminished exchange.
Sanctions are evaluated according to their
economic costs and their capacity to influence the
behaviour of targeted actors. These insights
remain essential for understanding the economic
consequences of state intervention. However, they
assume that governmental decision-making is
primarily directed toward maximizing economic
efficiency.

Contemporary  practice  challenges  this
assumption. Governments frequently adopt
measures that generate significant economic costs
while continuing to regard them as successful
policy instruments. Restrictions on strategic
technologies, limitations on foreign investment,
and extensive sanctions regimes often produce
economic disruption for the states imposing them
as well as their targets. Yet such measures persist
because governments evaluate them according to
broader strategic objectives. Economic efficiency
represents only one component of governmental
calculation; security, resilience, technological
advantage, and geopolitical influence increasingly
constitute independent sources of value.

This limitation reveals a deeper issue within
conventional economic models: the assumption
that the state possesses a single economic objective
function. In reality, governments operate within
complex strategic environments in which
economic outcomes interact with political and
security considerations. A policy may be
economically inefficient from the perspective of
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immediate market allocation while being rational
from the perspective of strategic competition. The
failure of traditional models to account for this
multidimensional utility structure limits their
ability to explain contemporary trade governance.
scholarship
encounters a parallel difficulty. Existing legal
analysis has primarily focused on the
interpretation and application of formal legal
rules, including treaty obligations, exceptions,
dispute settlement mechanisms, and the limits of
state authority. Such analysis is indispensable for
determining the legality of economic measures.
However, legality alone does not explain the
motivations, incentives, and  institutional
conditions that drive states to adopt increasingly
strategic uses of economic regulation.

The distinction between legal permission and
strategic  purpose has therefore become
increasingly important. A state may invoke
national security exceptions, regulatory authority,
or domestic legal powers to implement trade
restrictions, but the existence of legal authority
does not explain why particular measures become
politically Understanding
contemporary economic statecraft = requires
examining not only whether governments possess
the legal capacity to act, but also why the
institutional environment creates incentives for
them to exercise that capacity.

Political science scholarship on economic coercion
provides further insights but also faces limitations.
The coercive diplomacy literature has traditionally
focused on whether economic pressure
successfully changes the behaviour of targeted
states. It examines factors such as the severity of
economic costs, the credibility of threats, domestic
political conditions, and the vulnerability of
targeted actors. While this perspective recognizes
that economic instruments can serve strategic
objectives, it often treats legal institutions as
secondary mechanisms through which power is
exercised.

International  economic  law

attractive.

Such an approach underestimates the importance
of legal architecture. The effectiveness of modern
economic statecraft frequently depends upon legal
systems that determine the reach, legitimacy, and
credibility of economic measures. Sanctions

regimes rely upon financial regulation, compliance
obligations,  licensing  mechanisms,  and
jurisdictional claims. Export controls depend
upon administrative  systems capable of
monitoring  technological  flows.  Customs
measures rely upon valuation rules, classification
systems, and enforcement institutions. Law does
not merely facilitate economic coercion; it
structures and shapes the forms that coercion can
take.

A further limitation concerns the treatment of
economic interdependence. Much existing
scholarship views dependence primarily as a
consequence of globalization or as an economic
condition. Contemporary economic statecraft
demonstrates that dependence itself has become a
strategic variable. Control over supply chains,
financial networks, technological systems, and
critical resources creates opportunities for
influence. The relevant question is therefore not
only how markets function, but how legal
institutions governing markets determine the
distribution of strategic vulnerabilities.

These limitations demonstrate the need for a
broader analytical framework. Contemporary
trade weaponization cannot be adequately
explained by examining efficiency, legality, or
coercive effectiveness in isolation. It requires an
integrated approach  that recognizes the
interaction between legal institutions, economic
incentives, and strategic objectives. The emerging
challenge is to understand how states use law to
transform economic  relationships into
instruments of strategic power.

A new framework must therefore begin from a
different premise: states do not always regulate
international commerce primarily to maximize
economic welfare. They increasingly regulate
commerce to shape strategic environments.
Tariffs, sanctions, customs measures, financial
restrictions, and export controls function as
influencing  behaviour,
restructuring  dependencies, and managing
competition. The central analytical question is
consequently not whether these measures
conform to the assumptions of traditional
economic liberalism, but how they operate within
a new institutional environment where economic

mechanisms for
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power and geopolitical power have become
increasingly interconnected.

IV. STRATEGIC ECONOMIC STATECRAFT
THEORY: A LAW-AND-ECONOMICS
FRAMEWORK FOR WEAPONIZED TRADE
The transformation of international trade into an
instrument of strategic competition requires a
theoretical framework capable of explaining why
states increasingly employ economically costly
measures to pursue objectives that extend beyond
conventional  market  efficiency.  Existing
approaches provide important insights into
particular aspects of trade restrictions, yet they lack
a unified account of how legal institutions,
economic incentives, and strategic objectives
interact  within contemporary
governance. This Article proposes Strategic
Economic Statecraft Theory as a framework for
understanding this emerging institutional reality.
The central proposition of Strategic Economic
Statecraft Theory is that modern trade regulation
has evolved from a system primarily concerned
with facilitating economic exchange into a system
increasingly concerned with managing strategic
interdependence. Under the traditional liberal
model, the primary function of economic law was
to reduce transaction costs, prevent discriminatory
restrictions, and enable efficient allocation of
resources through international markets. Under
the emerging model, economic law increasingly
serves to structure dependencies, influence
behaviour, protect strategic capabilities, and
generate bargaining power within an environment
of geopolitical competition.

The theory begins with a reconsideration of the
governmental objective function. Conventional

economic

law-and-economics analysis generally assumes that
rational actors seek to maximize economic welfare.
Applied to states, this assumption suggests that
governments should prefer policies that enhance
productivity, reduce distortions, and promote
efficient exchange. However, contemporary
economic statecraft demonstrates that states
frequently pursue objectives that cannot be
measured exclusively through welfare-based
calculations. National security, technological
leadership, financial autonomy, supply-chain

resilience, and geopolitical influence have become
independent components of governmental
preference structures.

Accordingly, the modern state does not simply
maximize economic welfare; it maximizes strategic
utility.  Strategic  utility incorporates both
economic and non-economic considerations,
recognizing that governments may rationally
accept immediate economic losses when those
costs generate broader advantages within a
competitive international environment. The
relevant calculation is therefore not whether a
policy produces the highest short-term economic
return, but whether it enhances the state’s overall
strategic position.

This theoretical shift explains why measures
traditionally considered economically inefficient
have become increasingly attractive. A tariff may
impose  higher
simultaneously protecting a strategic industry,
encouraging supply-chain relocation, or increasing
negotiating leverage. A sanction may reduce
commercial opportunities while weakening an
adversary’s financial capacity or technological
development. An export control may restrict
domestic firms’ access to foreign markets while
preserving longterm technological superiority.
These outcomes cannot be adequately explained
through efficiency analysis alone because their
rationality depends upon a broader understanding
of strategic objectives.

domestic costs while

Strategic Economic Statecraft Theory rests upon
five interconnected propositions.

First, contemporary trade instruments function as
mechanisms of strategic allocation rather than
merely mechanisms of economic regulation. The
purpose of regulation has expanded from
determining how resources should move
efficiently across borders to determining how
strategic advantages should be distributed among
competing states. Rules governing market access,
technology transfer, investment flows, and
financial transactions increasingly influence not
only economic outcomes but also geopolitical
capabilities.

Second, legal control over economic networks has
become a central source of state power. In previous
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eras, geopolitical influence was primarily
associated with territorial control, military
capability, or diplomatic alliances. Contemporary
economic statecraft demonstrates that control
over financial systems, technological ecosystems,
supply chains, and regulatory access can produce
comparable forms of influence. Legal authority
becomes  strategically valuable because it
determines who can participate in economic
networks and under what conditions.

Third, the effectiveness of economic statecraft
depends upon institutional credibility rather than
economic pressure alone. Traditional sanctions
analysis often focuses on the direct costs imposed
upon targeted actors. Strategic Economic
Statecraft Theory emphasizes that the power of
modern restrictions frequently arises from their
capacity to alter expectations and behaviour
among third parties. Financial institutions,
multinational corporations, technology firms, and
logistics providers modify conduct because legal
exposure creates incentives for compliance. The
influence of economic measures therefore extends
beyond their immediate targets.

Fourth, customs and trade administration have
become central components of = strategic
governance. Customs law has traditionally been
viewed as an administrative field concerned with
revenue collection, classification, valuation, and
border management. However, contemporary
economic competition has expanded the strategic
role of customs institutions. Rules concerning
origin  determination, tariff  classification,
valuation verification, export controls, and supply-
chain documentation increasingly determine the
movement of strategically significant goods and
technologies. Customs governance has therefore
become a critical mechanism through which states
manage economic security.

This proposition is particularly significant because
it reveals the connection between economic
statecraft and commercial regulation. Practices
such as trade misinvoicing, tariff avoidance, origin
manipulation, and regulatory arbitrage are no
longer merely issues of revenue leakage or
compliance failure. They represent challenges to
the strategic control of economic flows. The ability
of states to monitor and govern cross-border

transactions increasingly affects their capacity to
implement broader economic policies.

Fifth, strategic economic governance produces a
transformation in the relationship between public
authority and private economic actors. Under the
traditional commercial model, firms primarily
responded to market incentives and commercial
regulation. Under the emerging model, firms
increasingly operate within strategic regulatory
environments shaped by sanctions exposure,
export restrictions, investment controls, and
geopolitical — uncertainty.  Private  economic
decisions regarding production location, supply-
chain organization, technology partnerships, and
financial relationships are increasingly influenced
by legal strategies pursued by states.

The theory therefore challenges the assumption
that economic globalization necessarily reduces
the role of the state. Instead, globalization has
created new forms of state intervention. The
modern state does not withdraw from economic
governance; it increasingly governs through
sophisticated legal mechanisms designed to
influence ' interconnected markets. Economic
interdependence has not eliminated strategic
competition; it has provided new domains in
which strategic competition can occur.

Strategic Economic Statecraft Theory also
provides a framework for understanding why the
contemporary trading system appears increasingly
fragmented. The emergence of competing
regulatory  systems, competing technology
standards, and competing supply-chain strategies
reflects not simply a decline in globalization but a
reorganization of globalization according to
strategic priorities. States continue to participate
in international commerce, but they increasingly
seek to manage the terms under which
interdependence occurs.

The theoretical implication is that trade
weaponization should not be understood as an
abnormal deviation from the international
economic order. It represents a predictable
institutional response to a world in which
economic networks have become sources of both
prosperity and vulnerability. Once economic
interdependence becomes strategically valuable,
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the legal regulation of that interdependence
becomes an instrument of competition.

Strategic Economic Statecraft Theory therefore
provides a broader analytical framework for
understanding contemporary trade governance. It
explains why states employ tariffs, sanctions,
customs controls, financial restrictions, and
technology regulations simultaneously; why
economically costly measures may remain
politically rational; and why legal institutions have
become central mechanisms through which
economic power is exercised. The weaponization
of trade is not simply the misuse of commerce for
political purposes. It is the emergence of a new
form of economic governance in which law itself
becomes an instrument for organizing strategic
power.

V. THE LAW-AND-ECONOMICS OF
WEAPONIZED TRADE: TARIFES,
SANCTIONS, AND STRATEGIC UTILITY
The emergence of strategic economic governance
requires a reassessment of the traditional law-and-
economics approach to trade = regulation.
Conventional analysis evaluates trade measures
primarily according to their effects on efficiency,
welfare distribution, and market distortion. While
these criteria remain essential for understanding
economic consequences, they provide an
incomplete explanation of contemporary state
behaviour. The increasing use of tariffs, sanctions,
export controls, and related restrictions
demonstrates that governments frequently pursue
objectives that extend beyond economic
optimization. Modern economic statecraft is
therefore best understood through a broader
model of strategic utility in which legal and
economic instruments are deployed to influence
behaviour, restructure incentives, and manage
geopolitical competition.

The conventional economic model assumes that
states, like market participants, generally seek to
maximize aggregate welfare. Under this approach,
trade barriers are viewed as inefficient because they
interfere with voluntary exchange and prevent
resources from flowing toward their most
productive uses. A tariff increases domestic prices,
reduces consumption, and may encourage

inefficient domestic production. A sanction
disrupts economic exchange and creates costs for
both the targeted state and the imposing state.
From a purely efficiency-oriented perspective,
these outcomes appear irrational.

However, this analysis becomes incomplete when
the state’s objective function includes strategic
considerations. Governments do not operate
exclusively as economic actors seeking market
efficiency. They are political institutions
concerned with security, influence, resilience, and
longterm strategic positioning. The relevant
question is therefore not whether a trade
restriction maximizes immediate economic
welfare, but whether it generates sufficient
strategic benefits to justify its economic costs.
This distinction is fundamental to understanding
the contemporary use of tariffs. Historically, tariffs
were often justified through domestic economic
objectives, including protection of infant
industries, employment preservation, or fiscal
requirements. Modern tariff policy increasingly
reflects a broader strategic logic. Tariffs may be
employed to pressure foreign governments,
encourage domestic industrial capacity, reduce
dependence on particular suppliers, or reshape
global production patterns. Their effectiveness is
therefore measured not only through changes in
trade volumes but through their ability to
influence strategic outcomes.

The economic logic of strategic tariffs can be
understood through the concept of bargaining
leverage. A state possessing significant market
power may impose trade restrictions to alter the
behaviour of another state by creating economic
incentives for adjustment. The tariff itself becomes
a signalling mechanism: it communicates political
preferences, demonstrates willingness to bear
economic costs, and creates pressure for
negotiation. The legal instrument functions not
simply as a market barrier but as a strategic
communication device.

This does not mean that all tariffs are strategically
successful.  Economic  statecraft  involves
uncertainty, retaliation risks, domestic political
constraints, and unintended consequences. A
tariff designed to create leverage may instead
encourage economic diversification away from the
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imposing state, increase costs for domestic
consumers, or accelerate the formation of
alternative trading networks. The law-and-
economics analysis must therefore examine not
only the intended objective of a measure but also
the institutional conditions determining whether
strategic benefits exceed economic costs.
Sanctions demonstrate an even more complex
relationship between economic efficiency and
strategic utility. Traditional economic analysis
often evaluates sanctions by measuring their direct
impact on the target economy. However, modern
sanctions regimes operate through broader
networks of legal and financial influence. Their
effectiveness frequently depends upon the ability
to affect third-party actors, including banks,
multinational corporations, insurers, technology
providers, and logistics companies. The power of
sanctions therefore derives not merely from
restricting transactions but from creating a
regulatory environment in which economic actors
adjust behaviour to avoid legal exposure.

The economic mechanism underlying sanctions is
consequently different from ordinary market
regulation. Sanctions create what may be
described as a legal risk structure. Private actors
modify their conduct not necessarily because they
support the political objectives of the sanctioning
state, but because the expected costs of non-
compliance exceed the benefits of continued
economic engagement. Through this mechanism,
legal authority extends beyond territorial borders
and influences global economic behaviour.

This phenomenon illustrates the importance of
institutional ~ economics in  understanding
economic statecraft. Institutions shape incentives
by determining the costs and benefits associated
with different choices. Sanctions regimes, export
controls, and financial restrictions operate
effectively because they alter the institutional
environment within which firms and states make
decisions. The strategic power of these measures
therefore lies in their capacity to restructure
incentives rather than merely impose direct
economic punishment.

The same logic applies to export controls and
technology restrictions. In sectors such as
semiconductors, artificial intelligence,

telecommunications, and advanced
manufacturing, advantage  is
increasingly inseparable from technological
capability. States therefore increasingly regulate
technology flows not only according to
commercial considerations but according to their
implications for strategic competition. Restricting
access to advanced technologies may impose costs
on domestic firms by limiting commercial
opportunities, yet governments may consider such
costs acceptable if they preserve long-term
technological advantages.

This  development reveals a  significant
transformation in the relationship between
economic interdependence and national power.
In the liberal economic model, interdependence
was generally understood as mutually beneficial
because it increased efficiency and reduced
incentives for conflict. Under strategic economic
governance, interdependence has become a
potential source of leverage. The ability to control
access to critical markets, technologies, financial
systems, and resources creates strategic advantages
that states increasingly seek to institutionalize
through law.

Customs  governance  represents  another
important dimension of this transformation.
Traditionally, customs administration has been
associated with revenue collection, trade
facilitation, and border management. Yet in the
contemporary environment, customs systems
increasingly function as strategic filtering
mechanisms. Tariff classification, rules of origin,
valuation procedures, sanctions screening, and
documentation requirements determine which
goods, technologies, and economic actors can
participate in international markets. Customs law

economic

therefore occupies an increasingly important
position within the broader architecture of
economic statecraft.

This development connects economic statecraft
with the broader problem of regulatory arbitrage.
When states use trade rules strategically, economic
actors respond by adapting transaction structures,
supply chains, pricing arrangements, and
contractual relationships. Practices such as
misclassification, origin manipulation, transfer
pricing adjustments, and trade misinvoicing
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become not merely issues of compliance but
indicators of the complex interaction between
legal systems and strategic incentives. The
governance of cross-border commerce increasingly
depends upon the ability of states to monitor and
regulate these adaptive behaviours.

The law-and-economics analysis of weaponized
trade therefore requires moving beyond the
traditional distinction between efficient and
inefficient regulation. A measure that reduces
economic welfare in the short term may generate
strategic benefits by increasing resilience, reducing
vulnerability, or altering bargaining relationships.
Conversely, a measure that appears strategically
attractive may fail if it produces excessive
economic costs, encourages substitution, or
undermines institutional credibility. The central
analytical task is to evaluate the relationship
between economic costs and strategic returns.
The emerging model of trade governance can
therefore be understood as a shift from efficiency
maximization to strategic optimization. Economic
outcomes remain important, but they operate
within a broader framework in which states seek
to manage uncertainty, control dependencies, and
preserve strategic autonomy. Tariffs, sanctions,
customs controls, and financial restrictions are not
merely exceptions to the liberal trading order; they
represent instruments through which states
increasingly attempt to shape the future structure
of global economic relations.

The significance of this transformation extends
beyond individual policy decisions. It challenges
the assumption that international economic law
exists primarily to reduce political interference in
commerce. Instead, contemporary practice
demonstrates that law itself has become a central
mechanism through which economic competition
is organized. The future of trade governance will
therefore depend upon the ability of legal
scholarship to understand not only how markets
function, but how legal institutions transform
economic relationships into sources of strategic
power.

VI. CUSTOMS, FINANCIAL REGULATION,
AND THE EXPANDING ARCHITECTURE
OF ECONOMIC STATECRAFT

The contemporary weaponization of trade cannot
be fully understood through tariffs and sanctions
alone. The deeper transformation occurring
within international economic governance lies in
the increasing integration of traditionally separate
regulatory  fields. Customs administration,
financial regulation, anti-money laundering
frameworks,  export  controls,
screening, and trade compliance systems
increasingly operate as
mechanisms through which states manage
strategic economic relationships. The regulation of
commerce has therefore expanded beyond the

investment

interconnected

traditional concerns of revenue collection and
market facilitation toward a broader architecture
of economic security.

Customs law occupies a particularly important
position within this transformation because it
represents the institutional gateway through which
international economic flows are classified,
monitored, and controlled. Traditionally, customs
systems were primarily concerned  with
determining  tariff obligations, preventing
smuggling, collecting public revenue, and
facilitating legitimate trade. These functions
remain  essential. However, contemporary
economic competition has transformed customs
administration into a strategic regulatory
instrument capable of influencing the movement
of goods, technologies, and capital across borders.
The strategic importance of customs governance
arises from the fact that international trade
depends upon legal classification. Every cross-
border transaction requires determinations
concerning the nature, origin, value, and
regulatory status of goods. These determinations
are not merely technical exercises; they shape the
application  of tariffs, sanctions, export
restrictions, and trade remedies. Rules of origin
determine whether goods receive preferential
treatment or become subject to restrictive
measures. Valuation rules influence the
effectiveness of tariff policies. Classification
systems determine whether specific technologies
or products fall within regulatory restrictions.
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Customs administration therefore plays a central
role in translating strategic objectives into
enforceable economic outcomes.

This development is particularly significant in
relation to trade misinvoicing and regulatory
arbitrage. Traditional analysis has often treated
misinvoicing primarily as a problem of customs
fraud, tax evasion, or illicit financial flows. While
these concerns remain important, a broader
institutional perspective reveals that inaccurate
reporting  of  trade  values,  quantities,
classifications, or origins reflects a deeper conflict
between regulatory systems and economic
incentives. When legal regimes create significant
differences in tariffs, sanctions exposure, taxation,
or regulatory burdens, economic actors possess
incentives to restructure information and
transactions in ways that reduce regulatory costs.
From a law-and-economics perspective, such
behaviour represents a rational response to
institutional incentives. Firms and individuals
adapt to the regulatory environment in which they
operate. Where enforcement mechanisms are
weak, information asymmetries are significant,
and compliance costs are high, opportunities for
regulatory arbitrage increase. The challenge for
states is therefore not merely to punish violations
after they occur but to design legal institutions that
reduce incentives for strategic avoidance.

This insight connects customs governance directly
with economic statecraft. The effectiveness of
tariffs, sanctions, and export controls depends
upon the capacity of states to monitor and regulate
the movement of goods and information. A
sanctions regime that lacks effective customs
enforcement may fail to achieve its objectives. A
tariff policy undermined by classification
manipulation or origin circumvention may lose
strategic effectiveness. Export restrictions without
adequate monitoring mechanisms may be unable
to prevent prohibited transfers. Customs
administration therefore functions as the
operational foundation upon which broader
economic strategies depend.

Financial regulation represents another critical
dimension of this emerging architecture. Modern
economic statecraft increasingly relies upon
control over financial networks rather than

traditional trade restrictions alone. Access to
banking systems, payment mechanisms, insurance
markets, and investment channels has become a
powerful instrument of influence. Financial
restrictions can alter the behaviour of states and
private actors by changing the expected costs and
benefits of economic engagement.

The strategic importance of financial regulation
arises from the central position of finance within
the global economy. International commerce
depends upon reliable payment systems, access to
credit, insurance coverage, and investment flows.
When states restrict access to these systems, they
affect not only individual transactions but the
broader institutional environment in which
economic actors operate. Financial regulation
therefore becomes a mechanism through which
states can influence economic conduct beyond
their immediate territorial boundaries.

This phenomenon demonstrates the convergence
of trade law and financial governance. Historically,
trade regulation and financial regulation
developed as distinct legal fields with different
institutional objectives. Contemporary economic
statecraft increasingly combines them. Sanctions
regimes require financial institutions to monitor
transactions, identify prohibited activities, and
implement compliance systems. Trade restrictions
require  financial  oversisht to  prevent
circumvention. Investment controls increasingly
incorporate considerations traditionally associated
with national security. The boundaries between
commercial, financial, and security regulation
have consequently become increasingly fluid.

The rise of compliance-based governance further
strengthens  this  transformation. Modern
economic restrictions frequently operate through
private enforcement. Banks, corporations, logistics
providers, technology companies, and insurers are
required to assess regulatory risks and adjust their
conduct accordingly. This creates a decentralized
system in which private actors become participants
in the implementation of public strategic
objectives. The state exercises influence not only
through direct prohibitions but through the
creation of legal incentives that shape private
decision-making.
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This model of governance has significant
implications for the theory of economic power.
Traditional conceptions of state power focused
primarily on territorial jurisdiction and direct
governmental control. Contemporary economic
statecraft demonstrates that power may also arise
from the ability to regulate access to networks. A
state capable of influencing financial transactions,
technological exchanges, supply chains, and
regulatory compliance can exercise substantial
authority over actors beyond its immediate
borders.

However, this expanded use of economic
regulation also generates legal and institutional
challenges. The strategic deployment of trade and
financial instruments raises questions concerning
proportionality, legitimacy, predictability, and the
relationship between national interests and
international obligations. As economic regulation
becomes increasingly connected with security
objectives, traditional legal principles developed
for commercial governance face new pressures.
The challenge is not to prevent states from
pursuing legitimate security interests. Economic
interdependence inevitably creates vulnerabilities
that governments must address. The challenge is
developing analytical and legal frameworks
capable of distinguishing legitimate strategic
governance from arbitrary economic coercion. A
sophisticated understanding of modern economic
statecraft requires recognition that trade
regulation has become a field in which commercial
efficiency, legal authority, and geopolitical strategy
continuously interact.

The integration of customs, financial regulation,
and trade controls therefore represents one of the
defining features of contemporary economic
governance. These fields no longer operate as
isolated regulatory domains. Together, they form
an interconnected system through which states
seek to manage economic dependence, protect
strategic capabilities, and influence global patterns
of commerce. The weaponization of trade is
consequently not limited to tariffs or sanctions; it
encompasses the broader transformation of
economic regulation into an instrument of
strategic governance.

VIIL. IMPLICATIONS FOR INTERNATIONAL
ECONOMIC LAW AND THE FUTURE OF
GLOBAL TRADE GOVERNANCE

The emergence of strategic economic statecraft
presents a profound challenge for the future
development of international economic law. The
legal architecture established after the Second
World War was designed around the assumption
that economic integration would be strengthened
by limiting the political use of trade restrictions.
Contemporary practice reveals a more complex
reality: economic interdependence has become
both a mechanism of cooperation and a source of
strategic vulnerability. The central challenge for
international economic law is therefore no longer
merely how to promote openness, but how to
govern an international economy in which
openness itself has become a strategic variable.
The increasing use of tariffs, sanctions, export
controls, financial restrictions, and investment
measures has placed significant pressure on the
traditional principles of the multilateral trading
system. Rules concerning non-discrimination,
market access, and restrictions on trade barriers
were developed primarily within a framework
where ~ commercial  objectives could  be
distinguished from security considerations. The
expansion of economic statecraft has complicated
this distinction. Measures adopted in the name of
national security increasingly produce direct
commercial consequences, while commercial
regulations increasingly serve strategic purposes.
This development creates particular difficulties for
international trade law because the legal system
has historically relied upon a separation between
ordinary economic regulation and exceptional
security measures. National security exceptions
were designed as limited safeguards allowing states
to respond to extraordinary circumstances.
However, as economic competition becomes
increasingly connected with security concerns, the
scope and meaning of such exceptions have
become contested. The question is no longer
simply whether states may restrict trade for security
reasons, but how international law should evaluate
the strategic use of economic power while
preserving the stability of the trading system.
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The challenge is particularly significant because
economic statecraft operates through legal
ambiguity. States often justify restrictive measures
through  multiple  overlapping  objectives,
including security, resilience, technological
protection, economic fairness, and strategic
competition. These objectives may be legitimate
individually, vyet their combination creates
uncertainty regarding the boundaries between
lawful ~ regulation and strategic  coercion.
International economic law must therefore
develop more sophisticated analytical tools
capable of assessing both the legal justification and
the broader strategic consequences of economic
measures.

The transformation also raises questions regarding
the future role of multilateral institutions. The
World Trade Organization was established during
an era in which the primary concern was reducing
discriminatory trade restrictions and preventing
protectionist  escalation. The contemporary
environment presents a different challenge. The
central issue is increasingly not whether states
should regulate trade, but how they should
exercise regulatory authority in a world
characterized by technological rivalry, supply-chain
vulnerability, and geopolitical competition.

This does not necessarily imply the decline of
multilateral economic governance. Rather, it
suggests the need for institutional adaptation. A
sustainable international economic order must
recognize that states possess legitimate interests in
security and resilience while also preventing the
unrestricted use of economic power as a tool of
political domination. The future of trade
governance will depend upon creating legal
frameworks capable of accommodating strategic
concerns without allowing national security
rationales to eliminate meaningful constraints on
state action.

The transformation of trade law also requires
reconsideration of the relationship between
sovereignty and interdependence. Traditional
economic liberalism often viewed sovereignty and
economic openness as competing concepts, with
international rules limiting state discretion in
favour of market integration. Strategic economic
governance reveals a more complex relationship.

States increasingly use international economic
regulation as a means of exercising sovereignty by
controlling dependencies, protecting strategic
sectors, and managing exposure to external risks.

However, the strategic use of economic regulation
may also generate significant systemic costs.
Excessive reliance on tariffs, sanctions, and
restrictions can encourage fragmentation of global
markets, increase compliance burdens, reduce
economic efficiency, and create competing
regulatory spheres. If economic statecraft becomes
primarily a mechanism of rivalry rather than
governance, the international economy may
experience increased uncertainty and reduced
cooperation. The challenge is therefore to develop
legal principles that recognize strategic realities
without abandoning the benefits of economic
integration.

The emergence of strategic economic statecraft
also has important implications for developing
economies. Countries with limited market power,
technological dependence, or vulnerable financial
systems may experience disproportionate effects
from the increasing use of economic coercion.
Access to international markets, investment,
technology, and financial networks can become
subject to strategic competition among major
powers. International economic law must
therefore consider not only relations among
powerful states but also the consequences of
strategic rivalry for states that possess limited
capacity to influence global economic rules.

For developing economies, effective customs
administration, financial governance, regulatory
transparency, and institutional capacity become
increasingly important. The ability to monitor
trade flows, prevent illicit financial practices,
enforce customs rules, and maintain credible
regulatory systems is no longer merely a matter of
domestic economic management. It has become
essential for maintaining economic sovereignty
within a strategic international environment.
Strong domestic institutions provide states with
greater ability to manage external pressures and
participate effectively in global economic relations.
The future of international economic law will
therefore depend upon its ability to reconcile two
competing realities. The first is the continuing
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value of open markets, economic exchange, and
international cooperation. The second is the
undeniable strategic importance of economic
networks and the legitimate concerns states
possess regarding security and resilience. A legal
order that ignores strategic realities will lack
political legitimacy; a legal order that permits
unrestricted economic coercion will undermine
the foundations of international cooperation.
The central task is not to restore an -earlier
separation between commerce and strategy,
because that separation has become increasingly
difficult to maintain. Instead, international
economic law must develop a framework capable
of governing the strategic use of economic power.
Such a framework must recognize that trade
instruments are no longer merely tools of
commercial policy but mechanisms through which
states organize influence, manage vulnerability,
and pursue strategic objectives.

The transformation of international trade law
therefore represents not the end of economic
globalization but its strategic reconfiguration. The
future trading system will be shaped by the ability
of legal institutions to address a world in which
economic interdependence simultaneously creates
opportunities for cooperation and instruments of
competition. Understanding this reality is
essential for developing a legal order capable of
governing the next phase of global economic
relations.

VIII. CONCLUSION

The contemporary transformation of
international trade law reflects a fundamental shift
in the relationship between commerce, law, and
state power. The central development of the
present era is not simply the increasing use of
tariffs, sanctions, export controls, or trade
restrictions. It is the emergence of a new
institutional logic in which economic regulation
has become a principal instrument through which
states pursue strategic objectives. International
commerce, once understood primarily as a
mechanism for mutual economic gain, has
increasingly become a domain in which states
manage vulnerabilities, construct influence, and
compete for strategic advantage.

This Article has argued that the traditional
analytical frameworks of international economic
law and welfare-oriented economic analysis
provide only a partial understanding of this
transformation. The liberal trading order was built
upon the assumption that states primarily sought
to maximize economic welfare through greater
openness, efficiency, and integration.
Contemporary economic statecraft reveals a more
complex reality. States increasingly evaluate trade
policies according to a broader strategic calculus in
which economic outcomes interact with national
security, technological  capacity,
influence, supply-chain resilience, and geopolitical
objectives.

The concept of Strategic Economic Statecraft
Theory provides a framework for understanding
this evolution. It explains why economically costly
measures may remain rational instruments of state
policy, why legal institutions have become central

financial

mechanisms of economic competition, and why
previously distinct regulatory fields have become
increasingly interconnected. Tariffs, sanctions,
customs controls, financial restrictions, export
regulations, and investment screening should
therefore not be analysed as isolated policy
instruments. They represent components of a
broader architecture through which states seek to
govern strategic interdependence.

This transformation has significant implications
for the future of international economic law. The
challenge facing the global trading system is not
simply how to reduce trade barriers or restore
earlier patterns of liberalization. The deeper
challenge is how to develop legal principles
capable of governing an international economy in
which economic relationships themselves have
become sources of strategic power. A sustainable
legal order must recognize legitimate security
concerns while preserving meaningful constraints
against arbitrary economic coercion and excessive
fragmentation.

The future of trade governance will depend upon
whether international institutions can adapt to
this changing environment. The objective cannot
be a return to a world in which commerce and
strategy  are  entirely  separate,  because
contemporary economic realities have made such
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separation increasingly impossible. Instead, the
task is to develop a framework that acknowledges
the strategic dimensions of economic regulation
while maintaining the legal commitments
necessary for stable international exchange.

The transformation of trade law therefore
represents a broader transformation in the nature
of state power. In the twenty-first century, power is
exercised not only through territorial control,
military capability, or diplomatic influence, but
also through the ability to regulate access to
markets, technologies, financial systems, and
supply chains. Law has become the institutional
mechanism through which this economic power is
organized and exercised.

The weaponization of trade is consequently not
merely a temporary feature of geopolitical rivalry.
It reflects a deeper structural change in the
governance of the global economy. As economic
interdependence becomes increasingly strategic,
the central question for international economic
law is no longer only how to facilitate commerce,
but how to govern the use of economic power
itself.

A new era of economic governance requires a
corresponding evolution in legal thought. The
future of international trade law will depend upon
its ability to reconcile efficiency with security,
openness with resilience, and economic
integration with strategic autonomy. Only by
recognizing the changing nature of economic
power can international law develop institutions
capable of governing the complex relationship
between commerce and competition in the
modern world.
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