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IN A NUTSHELL 
 

 

 Market-driven globalization has probably passed its peak. Governments are now investing to diversify and onshore supply 

chains across manufacturing industries. 

 Relations between the two largest trading nations the United States and China have become more challenging, moving 

from trade and tariff issues to a much broader conflict centering on technological leadership and reduced economic 

interdependence. 

 Increased spending on industrial policy in the U.S. aims at sustaining echnology leadership, considered critical 

for national and economic security. 

 Ongoing entanglement of national security and economic policy creates new opportunities for investors across various 

industries. 

 

Once considered separate domains, economic and 

national security have seen growing convergence in 

recent years. And the U.S. government is not alone in 

blurring this line. In fact, the European Union in its 

European Economic Security Strategy1 published this year 

sets out a plan to de-risk its economic interdependencies. 

-  used in the strategy instead of the 

arguably more hostile phrase has been 

readily adopted by the Biden administration, when 

referring to the U.S. relationship with China. In this paper, 

 its 

reversal will have extensive effects on global and regional 

economies, and investors should prepare to embrace this 

long-term economic transformation and play defense 

creatively. 

Is the global economy deglobalizing? 

For the past decade the future of globalization has been 

debated. Since the global financial crisis of 2008-09, 

 

 
1 An EU approach to enhance economic security. European Commis-

sion (June 2023). 

world trade has been growing slower than GDP, in 

contrast to an earlier trend of the era of so-called hyper-

globalization, Figure 1. Most recently, global supply chains  

Figure 1: Global share of trade to GDP 

 

Source: International Monetary Fund (IMF), DWS as of 12/31/21. 
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Figure 2: Industrial Policy Spending as a share of 

GDP (2019 estimates)2 

 

Source: Center for Strategic and Industrial Studies, DWS. 

 

have come under unprecedented stress as a result of U.S.-

China trade tensions, the Covid-19 pandemic, and 

geopolitical shocks. For example, the shortage of supply 

of semiconductor chips during the pandemic took a 

drastic toll on all facets of the automotive industry, while 

y. 

In response to fragile supply chains and growing threats 

to national security, many governments are looking to 

build up manufacturing capacities and expertise in 

strategic industries, such as computer chips, electric 

vehicles, biotechnology and AI. They are implementing 

substantial subsidies and requirements for domestic 

content to encourage production at home. In the U.S., the 

Bipartisan Infrastructure Law (BIL), the CHIPS & Science 

Act, and Inflation Reduction Act (IRA) together introduce 

$2tn in new spending over the next decade. Although 

GDP, 

is likely to remain somewhat behind China s, it is 

estimated to rival that of South Korea, France and Japan,2 

Figure 2. 

U.S.-China decoupling 

No discussion about deglobalization can be complete 

without looking at the two largest trading nations in the 

world - the United States and China. Over the last few 

years, the trajectory of U.S. relations with China has 

 

 
2 Red Ink: Estimating Chinese Industrial Policy Spending in Compara-

tive Perspective. Center for Strategic and Industrial Studies (May 
2022) 

become indisputable: The two countries are headed 

towards a potentially substantial, though unlikely 

complete, decoupling. Both sides now seem to have 

accepted this reality, sparring with increasing ferocity, 

using a variety of economic sanctions and embedding it 

in their policy frameworks. 

The most recent annual report on the state of 

globalization by DHL and NYU Stern School of Business3 

looked at a sample of eleven types of trade, capital, 

information, and people flows, Figure 3. Taking a 

weighted average across this sample of flows, the share 

of U.S. flows going to and from China decreased from 9.3% 

flows to and from the U.S. fell from 17.8% to 14.3%. 

Despite Mexico surpassing China as the top U.S. trading 

partner in 2023, the U.S. and China still remain connected 

by far larger flows than any other pair of countries that do 

not share a border. 

Bet on technology to boost national security 

Perhaps the most consequential aspect of U.S.-China 

decoupling is in technology. While a sharp turn in U.S. 

economic policy towards China was the trade war 

launched by the Trump administration, the newest 

hotspots of bilateral friction have moved to technology 

and investment under Biden. In the words of National 

Security Advisor Jake Sullivan, the U.S. strategy shifted to 

technologies over its rivals. 

In 2022, the Department of Defense (DoD) released a list 

of 14 technology areas deemed most critical to ensure the 

United States national security over the long term, 

Figure 4. A handful of these focus areas such as 

hypersonics and directed energy weapons are almost 

exclusively military-related, but the majority are already 

being developed for the commercial market by the private 

sector. 

Historically, the DoD played a large role in seeding Silicon 

. 

However, anti-war sentiment, spread during the Vietnam 

war, changed all that Silicon Valley has long displayed an 

aversion to battlefield technology. Now the two are 

pulling closer again, thanks to mounting geopolitical risk 

and  technologies,  such as advanced  computing and  AI, 

3 2022 DHL Global Connectedness Index. DHL and NYU Stern School 

of Business (2022) 
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Figure 3: U.S.  China Flows, 2016 vs 20223 

 

Source: DHL Global Connectedness Index 2022, DWS. 

 

finding their way into weapons and command-and-control 

systems. In fact, the value of venture capital deals into 

aerospace and defense tech was greater in each of 2021 

and 2022 than in all of 2010 through 2019 combined.4 And 

the DoD launched its own investment arm to fuel 

innovation.5 

In addition to investing in early-stage technologies to 

maintain the U.S.  policy makers are also 

looking to the private sector. They hope that commercial 

companies and nontraditional defense contractors can 

accelerate technology development and application and 

can  between research 

efforts and commercialization, or in other words to bring 

critical technologies to market. Big tech, including 

Amazon and Microsoft, are pitching for DoD contracts, 

 

 

 
4 VCs go outside their comfort zone with bets on defense tech. 

PitchBook (October 2022). https://pitchbook.com/news/articles/de-

fense-space-vc-ukraine-recession 

The tech companies already equip the military and law 

enforcement with cloud storage, databases, app support, 

admin tools and logistics and they are moving closer to 

the battlefield. Alphabet, Amazon, Microsoft and Oracle 

obtained the $9bn five-year contract to operate the 

JWCC). 

Microsoft was also awarded a $22bn contract to supply its 

HoloLens augmented-reality headset to simulate battles 

for army training for up to ten years. In 2022 Alphabet 

launched a new unit, Google Public Sector, which will 

compete for the DoD -networks contracts. 

Companies both public and private that focus on these 

critical transformative technologies may help to chart the 

path of economic growth and to afford investors 

economy.  

5 Secretary of Defense Establishes Office of Strategic Capital. The 

U.S. Department of Defense (December 2022). https://www.de-

fense.gov/News/Releases/Release/Article/3233377/secretary-of-de-
fense-establishes-office-of-strategic-capital/ 
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Figure 4: The Department of Defense (DoD) identified 14 critical technology areas vital to maintaining the United 

States' national security 

 

Source: The National Defense Science and Technology Strategy, The Department of Defense (DoD), May 2023. 

 

Outlook: Words of caution on industrial 
policy 

For decades American politicians and executives were 

highly skeptical about industrial policy. Despite resorting 

to it on occasion, they believed it was inefficient and 

counterproductive. Now the debate is no longer about 

whether to pursue industrial policy at all, but about how 

to make it most effective. 

Implementation will pose a huge practical challenge for 

the government. There is a need for lots of experienced 

managers to oversee it. They in turn will have to choose 

worthy recipients for subsidies, monitor their progress 

and cut them off if necessary. But even those uncertain 

industrial policy should be more optimistic about the 

portion that will go into supporting innovation. 

A recent study by the Peterson Institute for International 

Economics6 analyzed and scored 18 U.S. industrial policy 

episodes implemented between 1970 and 2020. The 

study found that some of the episodes were partly or 

entirely successful, while others are complete failures. 

Industrial policy can save or create jobs, but often at high 

cost. In contrast, industrial policy has worked best, when 

subsidizing R&D across a whole sector. The Defense 

Advanced Research Projects Agency (DARPA), for 

example, used federal R&D funding to boost the 

competitiveness of the U.S. semiconductor industry 

d . 

Funding multiple firms' R&D costs encourages 

competition. When grant distribution is left to industry 

experts without political interference, the most promising, 

high-risk projects that would otherwise struggle to attract 

private sector funding can benefit from government 

support. Current policies in the support of critical 

technologies can be seen as an attempt to mimic 

s approach in fields other than defense. 

We believe that approaching industrial policy with healthy 

skepticism rather than unrestrained enthusiasm may 

create opportunities for investors who want to capitalize 

on this long-term trend. Embracing a strategic view that 

looks for opportunities across markets using a thematic 

rather than a sector-specific lens is one way to do just that. 

 

 
6 Scoring 50 years of industrial policy, 1970 2020. Peterson Institute 
for International Economics (November 2021). 
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This document is for information/discussion purposes only and does not constitute an offer, recommendation or solicitation to conclude a 
transaction and should not be treated as investment advice. 
 
This document is intended to be a marketing communication, not a financial analysis. Accordingly, it may not comply with legal obligations 
requiring the impartiality of financial analysis or prohibiting trading prior to the publication of a financial analysis. 
 
This document contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, 
projections, opinions, models and hypothetical performance analysis. No representation or warranty is made by DWS as to the reasonable-
ness or completeness of such forward looking statements. Past performance is no guarantee of future results. 
 
The information contained in this document is obtained from sources believed to be reliable. DWS does not guarantee the accuracy, com-
pleteness or fairness of such information. All third party data is copyrighted by and proprietary to the provider. DWS has no obligation to 
update, modify or amend this document or to otherwise notify the recipient in the event that any matter stated herein, or any opinion, 
projection, forecast or estimate set forth herein, changes or subsequently becomes inaccurate. 
 
Investments are subject to various risks. Detailed information on risks is contained in the relevant offering documents. 
 
No liability for any error or omission is accepted by DWS. Opinions and estimates may be changed without notice and involve a number of 
assumptions which may not prove valid. 
 
DWS does not give taxation or legal advice. 
 

 
 
This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in 
any locality, state, country or other jurisdiction, including the United States, where such distribution, publication, availability or use would 
be contrary to law or regulation or which would subject DWS to any registration or licensing requirement within such jurisdiction not cur-
rently met within such jurisdiction. Persons into whose possession this document may come are required to inform themselves of, and to 
observe, such restrictions. 
 
For institutional / professional investors in Taiwan: 
This document is distributed to professional investors only and not others. Investing involves risk. The value of an investment and the income 
from it will fluctuate and investors may not get back the principal invested. Past performance is not indicative of future performance. This is 
a marketing communication. It is for informational purposes only. This document does not constitute investment advice or a recommenda-
tion to buy, sell or hold any security and shall not be deemed an offer to sell or a solicitation of an offer to buy any security. The views and 
opinions expressed herein, which are subject to change without notice, are those of the issuer or its affiliated companies at the time of 
publication. Certain data used are derived from various sources believed to be reliable, but the accuracy or completeness of the data is not 
guaranteed and no liability is assumed for any direct or consequential losses arising from their use. The duplication, publication, extraction 
or transmission of the contents, irrespective of the form, is not permitted. 
 
© 2023 DWS Investment GmbH 
 
Issued in the UK by DWS Investments UK Limited which is authorised and regulated in the UK by the Financial Conduct Authority. 
© 2023 DWS Investments UK Limited 
 
In Hong Kong, this document is issued by DWS Investments Hong Kong Limited. The content of this document has not been reviewed by 
the Securities and Futures Commission. 
© 2023 DWS Investments Hong Kong Limited 
 
In Singapore, this document is issued by DWS Investments Singapore Limited. The content of this document has not been reviewed by the 
Monetary Authority of Singapore. 
© 2023 DWS Investments Singapore Limited 
 
In Australia, this document is issued by DWS Investments Australia Limited (ABN: 52 074 599 401) (AFSL 499640). The content of this 
document has not been reviewed by the Australian Securities and Investments Commission. 
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Important information  For North America 

The brand DWS represents DWS Group GmbH & Co. KGaA and any of its subsidiaries, such as DWS Distributors, Inc., which offers investment 
products, or DWS Investment Management Americas Inc. and RREEF America L.L.C., which offer advisory services. 
 
This document has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor. 
Before making an investment decision, investors need to consider, with or without the assistance of an investment adviser, whether the 
investments and strategies described or provided by DWS, are appropriate, in light of their particular investment needs, objectives and 
financial circumstances. Furthermore, this document is for information/discussion purposes only and does not and is not intended to con-
stitute an offer, recommendation or solicitation to conclude a transaction or the basis for any contract to purchase or sell any security, or 
other instrument, or for DWS to enter into or arrange any type of transaction as a consequence of any information contained herein and 
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should not be treated as giving investment advice. DWS, including its subsidiaries and affiliates, does not provide legal, tax or accounting 
advice. This communication was prepared solely in connection with the promotion or marketing, to the extent permitted by applicable law, 
of the transaction or matter addressed herein, and was not intended or written to be used, and cannot be relied upon, by any taxpayer for 
the purposes of avoiding any U.S. federal tax penalties. The recipient of this communication should seek advice from an independent tax 
advisor regarding any tax matters addressed herein based on its particular circumstances. Investments with DWS are not guaranteed, unless 
specified. Although information in this document has been obtained from sources believed to be reliable, we do not guarantee its accuracy, 
completeness or fairness, and it should not be relied upon as such. All opinions and estimates herein, including forecast returns, reflect our 
judgment on the date of this report, are subject to change without notice and involve a number of assumptions which may not prove valid. 
 
Investments are subject to various risks, including market fluctuations, regulatory change, counterparty risk, possible delays in repayment 
and loss of income and principal invested. The value of investments can fall as well as rise and you may not recover the amount originally 
invested at any point in time. Furthermore, substantial fluctuations of the value of the investment are possible even over short periods of 
time. Further, investment in international markets can be affected by a host of factors, including political or social conditions, diplomatic 
relations, limitations or removal of funds or assets or imposition of (or change in) exchange control or tax regulations in such markets. 
Additionally, investments denominated in an alternative currency will be subject to currency risk, changes in exchange rates which may have 
an adverse effect on the value, price or income of the investment. This document does not identify all the risks (direct and indirect) or other 
considerations which might be material to you when entering into a transaction. The terms of an investment may be exclusively subject to 
the detailed provisions, including risk considerations, contained in the Offering Documents. When making an investment decision, you should 
rely on the final documentation relating to the investment and not the summary contained in this document. 
 
This publication contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, 
projections, opinions, models and hypothetical performance analysis. The forward looking statements expressed constitute 
judgment as of the date of this material. Forward looking statements involve significant elements of subjective judgments and analyses and 
changes thereto and/or consideration of different or additional factors could have a material impact on the results indicated. Therefore, 
actual results may vary, perhaps materially, from the results contained herein. No representation or warranty is made by DWS as to the 
reasonableness or completeness of such forward looking statements or to any other financial information contained herein. We assume no 
responsibility to advise the recipients of this document with regard to changes in our views. 
 
No assurance can be given that any investment described herein would yield favorable investment results or that the investment objectives 
will be achieved. Any securities or financial instruments presented herein are not insured by the Federal Deposit Insurance Corporation 

iliates. We or our affiliates or persons associated 
with us may act upon or use material in this report prior to publication. DB may engage in transactions in a manner inconsistent with the 
views discussed herein. Opinions expressed herein may differ from the opinions expressed by departments or other divisions or affiliates of 
DWS. This document may not be reproduced or circulated without our written authority. The manner of circulation and distribution of this 
document may be restricted by law or regulation in certain countries. This document is not directed to, or intended for distribution to or use 
by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, including the United 
States, where such distribution, publication, availability or use would be contrary to law or regulation or which would subject DWS to any 
registration or licensing requirement within such jurisdiction not currently met within such jurisdiction. Persons into whose possession this 
document may come are required to inform themselves of, and to observe, such restrictions. 
 
Past performance is no guarantee of future results; nothing contained herein shall constitute any representation or warranty as to future 
performance. Fu
by and proprietary to the provider. 
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appropriateness of the transaction(s) in the light of your own objectives and circumstances, including the possible risks and benefits of 
entering into such transaction. You should also consider seeking advice from your own advisers in making this assessment. If you decide to 
enter into a transaction with DWS Group you do so in reliance on your own judgment. The information contained in this document is based 
on material we believe to be reliable; however, we do not represent that it is accurate, current, complete, or error free. Assumptions, esti-
mates and opinions contained in this document constitute our judgment as of the date of the document and are subject to change without 
notice. Any projections are based on a number of assumptions as to market conditions and there can be no guarantee that any projected 
results will be achieved. Past performance is not a guarantee of future results. The distribution of this document and availability of these 
products and services in certain jurisdictions may be restricted by law. You may not distribute this document, in whole or in part, without 
our express written permission. 
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