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Abstract

This paper measures the structural realignment of Indonesia and Vietnam
economies away from neutral multilateralism toward bilateral U.S.-centric
dependency through the 2025 Trade Gambit and subsequent Middle East conflict.
Using a novel Geopolitical Distance Metric (GDM) based on Jensen-Shannon
Divergence, Poisson Pseudo Maximum Likelihood (PPML) gravity modeling, and
Conditional Comparative Advantage (CCA) analysis, we demonstrate that
Indonesia and Vietnam experienced measurable "geoeconomic drift" from January
2024 to March 2026. Unlike catastrophic trade war predictions, both countries
maintained nominal export volumes but surrendered regulatory and resource
sovereignty through "asymmetric reciprocity" arrangements. The March 2026 Strait
of Hormuz blockade amplified these dependencies, revealing critical vulnerabilities
in resource-based bargaining. Contemporary geoeconomic coercion creates "The
Double Squeeze" - simultaneous compression of profit margins and supply chain
logistics - establishing a qualitatively new form of economic interdependence.\
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1. Introduction

Since 2020, the global trading system has experienced a deep structural shift, and it
is marked by intensifying geopolitical tensions and the active weaponization of
economic interdependence (Soin et al., 2026). Strategically pursued tariff policies
— exemplified by protectionist policies from 2018 to 2026 — have fundamentally
undermined established rules-based multilateral regimes of economic stability in
Southeast Asia (Kassa, 2025). This transformation marks more than an occasional
volatility - to the extent that it represents a profound shift in the architecture of
global trade in which economic security is becoming an ever more important
constraint on firm and state behavior relative to cost optimization. ASEAN
economies — whose regional architecture was first framed as a balancing
mechanism in Cold War geopolitics — face new pressures of asymmetric
interdependencies enshrined in US versus Chinese supply chains; as a result, the
legacy of the ASEAN Way's equidistance commitment becomes increasingly
untenable (Ha & Hung, 2025).

The previous role of ASEAN as a neutral actor in the great power competition has
largely been predicated on the institutional logic of the "ASEAN Way"—that is,
willingness to work toward consensus, non-interference, and strategic ambiguity,
which ironically has since grown less effective in an era of forced binary alternatives
in international affairs (Husna, 2025). Structural integration of the region is
intertwined deeply with that of the US and China’s global value chains, with which
the region is linked; such "conditional sovereignty" implies economic resilience as
having become tied to bilateral political compatibility (Chin et al., 2026a). An
empirical view of this asymmetry can be found most clearly in the divergent paths
adopted by Indonesia and Vietnam. Vietnam has received significant foreign direct
investment through strategic trade-diplomacy exemplified by participation in the
Comprehensive and Progressive Agreement for Trans-Pacific Partnership (CPTPP)
and the European Union-Vietnam Free Trade Agreement (EVFTA), which is valued
at $8.2 billion (as seen in Samsung’s major manufacturing relocations).
Simultaneously, Indonesia's resource nationalism policies, in particular its nickel
ore export ban and strict down streaming conditions, have paradoxically
discouraged high-tech manufacturing investments at comparable magnitudes
(Fatimah & Nugroho, 2025). This asymmetry threatens traditional perspectives on
uniform supply chain reactions to geopolitical shocks and emphasizes how
important a regulatory infrastructure is in shaping which developing countries
capture value in the fragmentation of global supply chains.

The consensus among scholars concerning the impacts of trade wars is contested,
with considerable variability between theoretical expectations and empirical
evidence (Pozovna et al., 2025). Initial studies based on traditional trade theory
models had predicted catastrophic GDP deficits for developing countries.
Conventional computable general equilibrium models predicted that ASEAN
economies would face large output losses due to announcements of high-intensity
tariffs (Kumagai et al., 2021). Yet, empirical evidence, as well as evidence of the
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2018-2025 trade war cycle, offers much more non-homogeneous findings. A
comprehensive study on the effect of the US-China trade war on eight ASEAN
economies using two-stage least squares estimation (2SLS) between 2012 and 2023,
discovered significant trade diversion, and concluded that imposing higher U.S.
tariffs on Chinese products diverted US imports toward Cambodia, Vietnam, and
Thailand, subsequently stimulating Chinese FDI inflows to Indonesia, Thailand,
and the Philippines (Yanuar et al., 2026). This tariff-jumping FDI effect—wherein
foreign investors move production away from their home country to avoid tariffs—
identifies a way in which developing countries can, paradoxically, gain from trade
frictions by increasing their output capacities and creating jobs.

Quantitative evidence shows that the underlying dynamics are more complex than
a reductionist GDP contraction model would imply. The examination of
geopolitical risk indices and trade uncertainty over 2020-2024 indicates that while
the relative geopolitical risk levels peaked globally and reached heights not seen
since the Cold War, the trade openness coefficient declined from its 2022 peak but
remained significantly above lows in the 2008 financial crisis. Importantly,
friendshoring — when supply chains are reoriented toward locations more
politically aligned with domestic policies — has grown faster than nearshoring —
when those policies are driven by economic necessity — and the evidence suggests
geopolitical considerations are more important than mere economic optimization.
The Vietnamese firm-level analysis specifically documents empirical evidence that
such high geopolitical risk had positive and statistically significant effects on both
return on assets (ROA) and return on equity (ROE), which implies that firms that
can pivot supply chains rapidly are benefiting greatly from such geopolitical risk
factors, which might confer a competitive advantage (Vo, 2026).

The "TACO Effect" (Trump Always Chickens Out), in which the extreme initial
threat of tariffs is then negotiable downscaling that renders the threat of trade
policies predictable by the firm, has generated a great deal of controversial discourse
about the psychological pathways and the learning mechanisms that shape the firm’s
response to trade policy uncertainty (Salsabila et al., 2025). This process radically
changes the reaction of businesses and governments to tariff announcements.
Examination of Chinese greenfield investment trends suggests that although tariffs
dampened aggregate Chinese investment, they also spurred tariff-jumping
investments in the United States itself, alongside increased investment in countries
with strong political ties to Beijing, thereby potentially protecting the bilateral
relationship in the coming years (Zeng & Kim, 2025). Such a pattern of behavior
indicates that policy volatility does not bring with it paralysis, but rather, induces
strategic firm-level innovation as a possibility through timing of investments and
geographical selection.

In the face of extensive academic work on trade wars and supply chain
fragmentation, however, fundamental gaps still exist when it understands of how
intentional tariff strategies result in structural geoeconomic realignment, most
notably in the context of geopolitical shocks. Many studies in the present-day focus
on bilateral trade relations, or single-shock conditions, but there is a paucity of an
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integrated analysis of the interaction between trade policy instruments and military-
security externalities. The March 2026 Strait of Hormuz blockade created a second-
order shock that amplified initial trade-induced geoeconomic drift, yet trade policy
interaction with regional conflict remains largely unexplored in the literature. These
analyses tend to conceptualize trade policy and security disruptions as independent
variables rather than mutually reinforcing drivers of realignment.

The research on “conditional sovereignty,” in which economic resilience is
inextricably tied to bilateral political alignment, is still in its infancy. Although
research has been conducted on ASEAN’s hedging practices and strategic
diversification efforts, none has adequately assessed the structural permanence of
supply chain shifts or the sovereignty costs associated with regulatory integration
demands (such as on-site customs audits required in exchange for tariff concessions).
Indonesia is particularly susceptible to this dynamic: even as nickel production has
surged as a key input for electric vehicle batteries amid US-China competition, this
increased dependence on foreign investment (predominantly from China, Japan,
and South Korea) has left the country more vulnerable to geopolitical pressure
(Zulkifli et al., 2025).

The asymmetric reciprocity framework—wherein non-equivalent, strategically
tailored concessions (regulatory alignment, resource quotas, military basing rights)
are extracted in exchange for market access—remains largely underexplored. This
mechanism represents a qualitatively different phenomenon from traditional tariff
negotiations, marking a structural shift toward weaponized economic
interdependence that systematically erodes the sovereignty of participating states.
ASEAN economies, constrained by limited domestic market sizes and dependence
on external capital, face asymmetric bargaining positions relative to major powers,
yet studies specifically quantifying these sovereignty costs and regulatory transfer
mechanisms remain absent from the literature.

2. Literature Review and Hypotheses Development
2.1 Grand Theories of Economic Interdependence and Geoeconomic Power

The systemic transformation of the global trade architecture must draw on
theoretical foundations grounded in various complementary frameworks. The
weaponization of economic interdependence stands in sharp contrast to traditional
liberal institutionalism, which envisioned that increased economic interdependence
would bring conflict aversion through mutual benefit and transaction cost reduction.
Geoeconomic realignment today undercuts this premise, revealing how asymmetric
interdependence will increasingly undermine the sovereignty of states while the
economies maintain their nominal trade volumes.

Hirschman's power theory of unequal exchange lays the groundwork for
understanding asymmetry in bargaining power based on structural economic
relationships (Arslan, 2025). Within this framework, the state that has diversified
trade partnerships and reduces dependence on any one partner has disproportionate
power over trading partners with a concentrated export portfolio (Stiller, 2023).
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Indonesia and Vietnam have become “conditional sovereigns™ as they are linked to
competing US and Chinese global value chains, so economic resilience is not self-
determined but tightly associated with bilateral political alignment rather than
autonomous policymaking. It is this dynamic that changes trade relationships from
mutually beneficial to strategic instruments of subordination.

In addition, the "soft power" and the subsequent formation of "sharp power"
concepts developed by Nye shed more light on how major states deploy economic
levers—tariffs, investment restrictions, regulatory demands—as coercive
instruments hidden within multilateral frameworks (Reddy & Rani, 2026). The
emergence of "asymmetric reciprocity” arrangements, where strategically tailored
concessions (regulatory alignment, resource quotas, military basing rights) are
availed in exchange for market access, is qualitatively different from standard tariff
negotiations (Petrova, 2026). This approach is a structural transformation toward
weaponized economic interdependence that progressively undermines the
sovereignty of the states involved (Cha, 2023).

2.2 ASEAN's Strategic Positioning and the Declining Utility of Hedging

ASEAN’s historical status as a neutral actor in great power competition has
fundamentally been rooted in the institutional principle of the “ASEAN Way”—a
commitment to consensus-building, non-interference, and strategic ambiguity. This
framework, successful indeed during the bipolar era of the Cold War, has
paradoxically become a liability in an era characterized by forced binary choices
and weaponized economic interdependence. The region’s deep structural
integration into both the US and Chinese global value chains has created pressures
that render equidistance increasingly untenable.

Emerging empirical evidence shows sharp differences among the countries of the
ASEAN region in their responses to these structural constraints. Through strategic
trade diplomacy as a party to the Comprehensive and Progressive Agreement for
Trans-Pacific Partnership (CPTPP) as well as the European Union-Vietnam Free
Trade Agreement (EVFTA), Vietnam has received a substantial amount of foreign
direct investment (FDI) estimated at USD 8.2 billion (Fatharani & Choiruzzad,
2025), but it is the resource nationalism of Indonesia (with its nickel ore export ban
and strict down streaming requirements) that paradoxically has reduced the size of
high-tech manufacturing investments valued at comparable magnitudes (Zhao,
2025). Such an imbalance undermines conventional expectations of standardized
supply chain responses to geopolitical shocks and underscores the critical role of
regulatory frameworks in determining which developing economies capture value
from global supply chain fragmentation.
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2.3 Trade War Impacts and the Paradox of Tariff-Jumping FDI

While much has been debated among scholars about trade war impacts, theoretical
predictions and empirical outcomes differ sharply (Watanabe, 2025). Traditional
computable general equilibrium models predicted that the ASEAN economies were
likely to suffer strong output losses after high-intensity tariff announcements.
Nevertheless, real-world data from the 2018-2025 trade war cycle provide much
more diverse findings. Indeed, the US-China trade war impacts on eight ASEAN
economies could be described through a systematic analysis with evidence
suggesting distinct trade diversion effects, whereby high US tariffs on Chinese
products diverted US imports to Cambodia, Vietnam, and Thailand and thus spurred
FDI inflows from China into Indonesia, Thailand, and the Philippines (Yanuar et
al., 2026).

“The tariff-jumping” — when foreign investors move production out of their home
country to avoid tariffs imposed on their home country — demonstrates how,
paradoxically, growth in FDI, in times of rising trade tensions, leads developing
economies to benefit from trade tensions through capacity expansion and job
creation. The quantitative data show more complex dynamics than simple GDP
contraction models suggest (Qiao & Chen, 2026). Examination of the geopolitical
risk indices and trade uncertainty in the period 2020-2024 shows a situation in
which geopolitical risk peaked with the global Geopolitical Fragmentation Index
reaching levels not seen since the Cold War, although the trade openness coefficient,
though declining from its peak in 2022, stabilized at levels substantially above those
observed in the 2008 financial crisis.

24 Friendshoring, Supply Chain Realignment, and the Priority of
Geopolitics Over Economics

Importantly, friendshoring (the reallocation of supply chains toward politically
aligned jurisdictions) has been growing more quickly than nearshoring (cost-driven
regional relocation) — and hence proves that geopolitical considerations are more
important than pure economic efficiency (Chauhan, 2026). This reversion of the
cost-efficiency paradigm prevalent in the field of supply chain management for 30
years reflects a more fundamental restructuring of firms’ decision-making
structures (Matveenko and Kapustina, 2025). A Vietnamese firm-level analysis
specifically shows that for Vietnamese listed enterprises, return on assets (ROA)
and return on equity (ROE) are positively and statistically significantly affected by
elevated geopolitical risk, indicating that firms with fast supply chain pivots may
gain significant competitive advantages.

The behavioral reaction to trade policy uncertainty adds another level of complexity
(Wu, 2024). The TACO Effect (Trump Always Chickens Out), whereby extremely
high initial tariff threats are then replaced with negotiated reductions to predictable
levels, has generated much debate regarding the role of psychological cycles and
learning dynamics in shaping firms’ reactions to trade policy uncertainty. A review
of Chinese greenfield investment reveals that tariffs significantly reduced total
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Chinese investment, but in parallel produced tariff-jumping investments in the U.S.
itself and increased investment in countries with strong political ties to Beijing as a
hedge against future potential deterioration of the bilateral relationship (Qi & Wang,
2025). Such a behavioural pattern shows that policy volatility, rather than causing
paralysis, could drive strategic firm-specific innovation with conditional investment
timing and geography choice.

2.5  Research Gaps and the Necessity of Geoeconomic Drift Analysis

Even with a rich literature on trade wars and supply chain fragmentation, there are
important gaps in our understanding of how intentional tariff strategies impact
structural geoeconomic realignment, especially when amplified by geopolitical
shocks (Rozenov & Zhang, 2025). Modern economic research generally studies
bilateral trade relationships or single-shock scenarios; few systematically integrate
the dynamic interaction between trade policy instruments and military-security
externalities. The nexus of trade policy and regional conflict is relatively unexplored
in the literature (Nurwahid, 2024) because most of the studies consider trade policy
and security disruptions as independent explanatory variables rather than mutually
reinforcing drivers of realignment.

The literature on “conditional sovereignty”—wherein economic resilience becomes
inextricably linked to bilateral political alignment—is severely underdeveloped.
Although literature has tracked ASEAN’s hedging moves and strategic
diversification attempts, none have examined the structural permanence of supply
chain shifts or the sovereignty costs associated with regulatory integration demands
(in the form of on-site customs audits required in exchange for tariff concessions).
This dynamic is especially acute in Indonesia, whose nickel production has rapidly
grown as a critical mineral input for electric vehicle batteries amid US-China
competition (Chin et al., 2026b), which at the same time deepens its reliance on
foreign investment (predominantly China, Japan, and South Korea), rendering it
more exposed to geopolitical pressure (Jong, 2022). Based on the theoretical
framework and empirical gaps identified in the literature review, this study proposes
the following research hypotheses:

H1: Between January 2024 and March 2026, Indonesia and Vietnam experienced
statistically significant geoeconomic drift away from neutral multilateralism toward
bilateral major power dependency, measured through changes in bilateral trade
concentration indices and supply chain sourcing patterns.

H2: The magnitude of geoeconomic drift varies systematically between Indonesia
and Vietnam as a function of their regulatory framework design, with more
liberalized trade regimes (Vietnam's CPTPP/EVFTA participation) demonstrating
greater resilience to unilateral coercion than resource-nationalist frameworks
(Indonesia's nickel export restrictions).
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H3: Asymmetric reciprocity arrangements (regulatory harmonization, resource
quota commitments, military basing concessions) extracted in exchange for tariff
concessions result in measurable erosion of state regulatory autonomy, quantifiable
through changes in policy space across monetary, labor, and environmental
dimensions.

H4: The March 2026 Strait of Hormuz blockade amplified pre-existing
geoeconomic drift by creating second-order resource scarcities that compressed
profit margins simultaneously with supply chain logistics disruptions (The Double
Squeeze), increasing the sovereignty costs of previous reciprocity arrangements.

3. Methodology

3.1  Research Design and Analytical Framework

The design of this study integrates quantitative geoeconomic measurement. To
operationalize "geoeconomic drift", the research framework specifies precise shifts
in trade concentration, supply chain sourcing, and regulatory autonomy across the
period of January 2024 to March 2026. Instead of a reliance on conventional
bilateral trade figures alone, the methodology explicitly quantifies sovereignty
erosion through demands for regulatory integration and asymmetric reciprocity
arrangements, directly addressing the research gap identified in the literature
regarding the permanence of supply chain shifts and sovereignty costs.

The analysis integrates three complementary methodologies: (1) the novel
Geopolitical Distance Metric (GDM) based on Jensen-Shannon Divergence to
capture geoeconomic drift; (2) Poisson Pseudo Maximum Likelihood (PPML)
gravity modeling to quantify trade pattern realignment, controlling for confounding
variables; and (3) Conditional Comparative Advantage (CCA) analysis for changes
in sectoral specialization. This triangulation allows us to measure not only trade
volume changes but also the structural permanence of supply chain reorientation
and the qualitative transformation in bargaining dynamics.

3.2 Data Sources and Variables

Primary Data Sources:

1. UN Comtrade bilateral trade flows (2020-2026) at 6-digit HS classification level
for Indonesia and Vietnam with 40+ trading partners.

2. Foreign Direct Investment (FDI) flows from Thomson Reuters (Refinitiv)
dataset, disaggregated by sectoral destination and source country (2020-2026).

3. Trade policy event data compiled from WTO notifications, US Executive
Orders, and national government policy announcements.

4. ASEAN Secretariat commodity production and export restriction data (nickel,
critical minerals).

5. Firm-level performance data from the Indonesia Stock Exchange (IDX) and the
Vietnam Stock Exchange (VNX) for manufacturing and export-oriented
enterprises.
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Key Variables:

Dependent Variables:

1. Geoeconomic Drift Index (GDI): Measured as the Jensen-Shannon Divergence
between quarterly export destination distributions, capturing the distance
between actual export patterns and a neutral multilateral baseline.

2. Trade Concentration Index (HHI): Herfindahl-Hirschman Index of bilateral
trade dependency, with separate measures for US-dependency and China-
dependency.

3. Regulatory Autonomy Index: Constructed from policy space indicators across
monetary policy (interest rate setting capacity), labor policy (minimum wage
flexibility), and environmental standards (emission regulation stringency).

4. Sovereignty Cost Proxy: Measured through imposed costs of regulatory
harmonization, including on-site customs audit requirements, technical standard
alignment, and intellectual property enforcement commitments.

Independent Variables:

1. Trade Policy Shock Magnitude: Cumulative bilateral tariff changes (Jan 2024-
March 2026), measured as percentage-point shifts in effective tariff rates by
sector.

2. Regulatory Framework Type: Binary indicator (1 = Liberalized trade regime:
Vietnam's CPTPP/EVFTA participation; 0 = Resource-nationalist regime:
Indonesia's nickel export restrictions).

3. Geopolitical Shock Indicator: Dummy variable for the March 2026 Strait of
Hormuz blockade and related supply chain disruptions.

4. Supply Chain Exposure: Sector-level vulnerability scores reflecting dependence
on Strait of Hormuz energy transit for manufacturing production.

Control Variables:

1. Exchange rate fluctuations (bilateral USD/IDR, USD/VND)

2. Global commodity price indices (especially energy and critical minerals)
3. COVID-19 disruption timeline effects

4. Macroeconomic stability indicators (inflation, reserve adequacy)

33 Geopolitical Distance Metric (GDM) Operationalization

The GDM measures geoeconomic drift by quantifying divergence in export
destination structures using Jensen-Shannon Divergence. For each country-quarter,
export destination probabilities are calculated across 40 major trading partners. The
Jensen-Shannon Divergence between the observed distribution in quarter t and a
reference multilateral baseline captures structural realignment:

GDM =[0.5 x DKL(Pt || M) + 0.5 x DKL(M || Pt)] (1)

where Pt represents the observed export distribution in quarter t, M represents the
multilateral baseline, and DKL denotes Kullback-Leibler divergence. A monotonic
increase in GDM from early 2024 onward would confirm HI1 (statistically
significant geoeconomic drift).
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Bilateral concentration changes are then decomposed into two components: (1) drift
toward US-centric dependency (share of exports to US and US-aligned partners),
and (2) persistence of China-dependency. This decomposition directly tests the
theoretical prediction that asymmetric interdependence follows a "hub-and-spoke"
pattern rather than balanced diversification.

34 PPML Gravity Modeling for Trade Pattern Analysis

Poisson Pseudo Maximum Likelihood estimation controls for zero-trade
observations and heteroskedasticity issues inherent in bilateral trade data. The
gravity model specification tests whether trade diversion toward the US and away
from neutral multilateralism occurred conditional on geopolitical alignment:

Tradeijt = exp(o. + piGeoAlignment; + p:TariffShocky + ps:FDIInflow; +
PsRegulatoryFramework; + 4; + A, + 2, + &) (2)

where:

Tradeijt = bilateral trade flows between exporter i and importer j in quarter t
GeoAlignmentij = index of bilateral geopolitical proximity (0-1 scale)
TariffShockjt = tariff changes imposed by importing country j

FDIInflowit = foreign direct investment into exporter i's economy
RegulatoryFrameworki = country-level trade regime classification (Vietnam vs.
Indonesia)

Ai, Aj, i = exporter fixed effects, importer fixed effects, and time fixed effects

The inclusion of the regulatory framework as a country-level predictor directly tests
H2 (differential resilience as a function of liberalization). Interaction terms between
geopolitical alignment and tariff shocks test for "friendshoring" behavior. This
specification explicitly captures the tariff-jumping FDI phenomenon documented
in prior research by including FDI flows as a mediating variable.

3.5 Conditional Comparative Advantage (CCA) Analysis

The shift in sectoral specialization is assessed by the Balassa Index of Revealed
Comparative Advantage, adapted to test whether supply chain realignment reflects
genuine comparative advantage shifts or geopolitical coercion:

RCAijt = (Xijt / 2Xijt) / (2iXijt / 22X djt) 3)
where X _ijt represents exports of product i from country j in period ¢. A value > 1

indicates comparative advantage. The methodology compares RCA trajectories in
pre-shock (2020-2023) versus post-shock periods (2024-2026).
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The focus of critical examination is on sectors most susceptible to "asymmetric
reciprocity”" requirements: electronics manufacturing (regulatory harmonization
demands), resource extraction (quota commitments), and defense-related advanced
manufacturing (military basing concession linkages). The analysis specifically tests
whether Vietnam’s participation in CPTPP/EVFTA creates sectoral specialization
resilience compared to Indonesia’s resource-nationalist policies.

3.6  Regulatory Autonomy Measurement and Sovereignty Cost
Quantification

To operationalize H3 (the quantifiable decline of state regulatory autonomy), we

construct a Regulatory Autonomy Index along three dimensions:

1. Monetary Policy Space: Aided by the ability to set interest rates independently,
and interpreted as a correlation between domestic policy rates and the rates of
bilateral partner central banks. Asymmetric reciprocity arrangements involving
credit market access would produce forced rate convergence.

2. Labor Policy Space: Quantified by flexibility in minimum wage setting in terms
of percentage change in real minimum wages compared to productivity growth,
accounting for trade pressure between countries. Frequently, reciprocity
agreements include standards on labor standard harmonization requirements
that curtail the autonomy of wage policy.

3. Environmental Standards Space: By way of domestic emission regulations and
pollution limits relative to trading partner requirements. On-site customs
examinations and alignment to technical standards frequently embed
environmental criteria friendly to dominant power predilections.

We measure variation of each dimension as policy shift magnitudes over 12 months

after an asymmetric reciprocity arrangement announcement. These measured

sovereignty costs are then matched to trade concession values to examine the
equivalence (or asymmetry) of commitments exchanged.

3.7 The Double Squeeze Analysis: Amplification Through Second-Order
Shocks

H4 argues that the Strait of Hormuz blockade of March 2026 produced simultaneous
profit margin compression and disruptions to supply chain logistics (The Double
Squeeze). The analysis uses difference-in-differences methodology by examining
sectors with high Strait dependence (petroleum, natural gas, critical minerals)
versus low dependence across the blockade date:

Impact = [AProfitHigh-Strait - AProfitLow-Strait] After - [AProfitHigh-Strait -
AProfitLow-Strait] Before 4

At the firm level, profit data is generated through financial statements for IDX and
VNX listed companies. Freight rate indices and availability of shipping containers
are the proxies of supply chain logistics costs. This prediction would also be
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supported by the model of significant amplification of sovereignty costs in sectors
most sensitive to blockades, defined as the incidence of regulatory concession
announcements during the post-blockade period.

3.8 Robustness Checks and Sensitivity Analysis

Multiple measures of robustness help to validate the findings under different

specifications:

1. Alternative GDM Specifications: Testing with Kullback-Leibler divergence
alone (non-symmetric variant) and Wasserstein distance to confirm drift
measurement consistency

2. PPML Specification Variants: Estimating with alternative sets of fixed effects
(bilateral, sector-time) and sub-sample analysis (ASEAN-4 only, non-ASEAN
APEC members)

3. Regulatory Autonomy Measurement: Cross-checking autonomy indices
through principal component analysis and alternative weighting schemes

4. Temporal Boundaries: Lagged-shock specifications testing whether effects
propagate gradually or manifest instantaneously

3.9 Temporal Scope and Study Period Justification

The observation window from January 2024 to March 2026 includes 3 phases: (1)
escalation of US tariff policy under renewed protectionist momentum (Jan-Aug
2024), (2) formalization of negotiation and asymmetric reciprocity arrangement
(Sept 2024-Feb 2026), and (3) amplification through geopolitical shock coinciding
with Strait of Hormuz blockade (March 2026-present). This quarterly-level
resolution allows detection of policy announcement effects distinct from slower
structural supply chain reorientation, directly addressing the research gap regarding
dynamic interaction between trade policy and security disruptions.

4. Main Results
4.1 Geoeconomic Drift Index (GDI)

Geopolitical Distance Metric results show both Indonesia and Vietnam have
exhibited statistically significant and monotonic increases in geoeconomic drift
from January 2024 onward, confirming H1. The GDI of Indonesia reached 0.387 in
March 2026 from a baseline of 0.142 (Q1 2024), indicating a 172% increase over
the observation period. The increase for Vietnam was more moderate but still
significant, rising from 0.138 to 0.289, a 109% increase. Significantly, the
magnitude of drift accelerations sharply intensified after the March 2026 Strait of
Hormuz blockade, with both countries experiencing 0.058-0.063 quarterly increases
in GDI, compared to pre-blockade average quarterly increases of 0.031-0.034.
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Table 1: Geoeconomic Drift Index

Metric Indonesia | Vietnam | Difference | P-value
GDI Q1 2024 (Baseline) 0.142 0.138 0.004 —
GDI Q1 2026 (Post-Shock) 0.387 0.289 0.098 —
GDI Change (%) 172% 109% 63 p.p. <0.001
US-Dependency Component +0.245 +0.151 +0.094 <0.01
China-Dependency Component | +0.000 +0.000 0.000 ns
Trend Linearity (R?) 0.912 0.887 — —

The process of trade-centred decomposition finds that both countries drift
geoeconomically due to greater dependency on the US, and less toward balanced
geographic transition. Indonesia’s exports to the US and US-aligned partners (South
Korea, Japan, and Australia) grew from 14.2% of total exports (Q1 2024) to 38.7%
(Q1 2026), at a change of 0.245. In contrast, Vietnam's proportional shift was
smaller, from 13.8% to 28.9%, 15.1 percentage points, suggesting its earlier
CPTPP/EVFTA commitments were already well-anchored in significant US-
aligned trade. Importantly, neither country showed a reciprocal decrease of China-
dependency, but China-dependency was structurally embedded at 18-22% for
Vietnam and 15-19% for Indonesia; thus, the simplistic “decoupling” story was not
only disproved by evidence of asymmetric data but also verified the hypothesized
“hub-and-spoke” reorientation patterns (H1).

4.2 PPML Gravity Model Results: Trade Pattern Realignment

As can be seen from Table 2, the CPTPP/EVFTA liberalization regime of Vietnam
showed significantly more resilience to shocks of trade policy. The coefficient for
the interaction term (GeoAlignment; % TariffShock;) for Vietnam was 0.042
(p<0.05), but for Indonesia it was 0.067, so a one-unit increase of tariff shock
generates a 59% smaller relative trade diversion effect for Vietnam. This resilience
gap is characteristic of Vietnam's institutional embeddedness in the CPTPP
framework that inhibits unilateral tariff escalation and provides dispute resolution
mechanisms.

Table 2: PPML Gravity Model Result

Variable Coefficient | Std. Error | t-statistic | Significance

Geopolitical Alignment 0.387 0.124 3.12 ke
Tariff Shock -0.156 0.089 -1.75 *

FDI Inflow 0.089 0.041 2.17 *E
Regulatory Framework (IDN=1) -0.154 0.052 -2.96 HA*
Geo-Alignment X Tariff (Vietnam) 0.042 0.018 2.33 hok
Geo-Alignment x Tariff (Indonesia) 0.067 0.021 3.19 ke
Constant -8.234 1.456 -5.66 oAk
Model R? (Pseudo) 0.734 — — —
N (Observations) 2,880 — — —
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The regulatory framework binary variable (Indonesia =1) led to a coefficient of -
0.154 (p <0.01), reflecting that Indonesia's resource-nationalist regime - illustrated
by nickel ore export ban and tight downstreaming controls - systematically
depresses bilateral trade flows by about 14.3% (1- e-0.154) compared to Vietnam.
Conversely, Vietnam experienced a coefficient of 0.089 on FDI inflows (p < 0.05),
indicating that the relaxed trade regime in the country fostered investments.
Samsung’s anticipated 2024-2025 manufacturing relocations, amounting to about
$8.2 billion in capital investment, provide the clearest illustrative demonstration of
this differential.

As for trade policy shocks, Vietnam's coefficient on the interaction term (Geo-
Alignment x Tariff Shock) was 0.042, compared to 0.067 for Indonesia. This means
that both gain from alignment, but Vietnam's institutional embeddedness in the
CPTPP framework makes it more resilient to shocks, causing a 59% smaller relative
trade diversion impact when compared with the baseline shock.

Fixed-effects analysis yielded considerable time-varying heterogeneity. The Sept
2024-Feb 2026 period (reciprocity arrangement formalization phase) produced
much larger trade diversion coefficients than the Jan-Aug 2024 period did (f =
0.078, B =0.052), thus indicating that asymmetric reciprocity negotiations amplified
trade policy effects beyond their tariff shock magnitudes alone. The post-blockade
period (after March 2026) exhibited added acceleration, with time-fixed effects
estimates of 0.091, in accord with H4's amplification hypothesis.

4.3 Sectoral Specialization Shifts: Comparative Advantage Analysis

Based on the results in Table 3, the Balassa Index showed that the sectoral
vulnerabilities to asymmetric reciprocity arrangements are fundamental. Vietnam’s
electronics manufacturing RCA (HS codes 8471-8544) showed a degree of
resilience, with RCA indices for electronics manufacturing increasing from 1.42
(2020-2023 average) to 1.58 (2024-2026 average), an RCA index appreciation of
11.26%. This resilience speaks to the constraints of regulatory harmonization
requirements of the CPTPP framework. By contrast, Indonesia's RCA in the same
sector dropped from 0.78 to 0.63, a 19.2% decrease, showing that asymmetric
reciprocity arrangements leading to regulatory harmonization commitments
undermined competitiveness and thus were even less effective in sectors in which
rapid regulatory adaptation was necessary.

Resource extraction sectors (HS codes 2601-2699) exhibited inverted patterns.
Indonesia's RCA in nickel ore (HS 2604) rose to 3.11 from 2.14, implying expanded
production driven mainly by demand for EV batteries and increased output. But this
expansion hid worsening downstream production (nickel oxide, alloys). Vietnam's
RCA in rare earth processing (HS 2844) held stable at 0.42, revealing an
institutional deficiency in the strategic area. The RCA indices of petroleum products
in both countries were volatile with respect to the indicators of Strait of Hormuz
disruption (HS 2709; Pearson r = 0.78, p<0.01) and aligned well with the
vulnerability predicted for H4.
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Table 3: Sectoral Comparative Advantage Shifts
Sector Indonesia | Indonesia | Vietnam | Vietnam A A Interpretation
RCA 2023 | RCA 2025 RCA RCA Indonesian | Vietnamese
2023 2025
Electronics 0.78 0.63 1.42 1.58 -0.15 +0.16 Vietnam gains;
Indonesia loses
Resource 2.14 3.11 0.34 0.29 +0.97 -0.05 Indonesia
Extraction deepens
(Nickel Ore) specialization
Defense-Related 0.31 0.18 0.27 0.15 -0.13 -0.12 Both countries
Advanced experience
Manufacturing contraction
Petroleum /Gas 0.89 1.14 0.03 0.02 +0.25 -0.01 Indonesia pivots
to energy

Defense-related advanced manufacturing (HS codes 8901-8906, military vessels;
8803-8805, aerospace products) revealed the clearest sign of regulatory coercion.
Indonesia's RCA in these sectors fell from 0.31 (pre-shock) to 0.18 (post-blockade),
and Vietnam showed a similar decline (0.27 to 0.15), further suggesting that military
basing concession requirements obtained by asymmetrical reciprocity arrangements
precluded both countries from building their domestic defense-industry capacities.

4.4  Regulatory Autonomy Erosion: Sovereignty Cost Quantification
Table 4: Regulatory Autonomy Index
Policy Indonesia Vietnam Post-Reciprocity
Dimension (Baseline 2024=100) | (Baseline 2024=100) Change
Monetary 92.3 96.7 -7.7 (IDN), -3.3 (VNM)
Policy Space
Labor Policy 97.7 98.9 -2.3 (IDN), -1.1 (VNM)
Space
Environmental 77.4 91.4 -22.6 (IDN), -8.6 (VNM)
Standards
Composite 85.9 933 -14.1 (IDN), -6.7 (VNM)
Autonomy
Index

H3 was further confirmed with substantial evidence of regulatory erosion, as shown
in Table 4. Indonesia suffered a loss of autonomy by 14.1 percentage points versus
Vietnam's 6.7 percentage points, which reflects asymmetry in costs associated with
reciprocity. The erosion of Environmental Standards is the most brutal (22.6 p.p.
for Indonesia), which is influenced in large measure by technical standard alignment
requirements embedded in tariff-reduction agreements. This operationalization in
three dimensions led to:
1. Monetary Policy Space: The correlation between Indonesia's central bank (BI)
policy rate and the US Federal Reserve rate increased statistically significantly
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from 0.34 (2020-2023 baseline) to 0.68 (2024-2026) (t-test p<0.01). Vietnam’s
correlation rose from 0.41 to 0.54 (smaller, but still significant; p<0.05). Such
divergence illustrates Indonesian negotiators’ willingness to accept a more strict
monetary policy coordination to reciprocate in the form of lowered tariff rates.
In the 12 months after the September 2024 announcement of asymmetric
reciprocity arrangements, measured quarterly-interest rate shifts show that
Indonesia had 6 of 8 episodes of changing its policy rate in lockstep with Federal
Reserve policy moves, compared to only 2 of 8 in the pre-shock period.

2. Labor Policy Space: As countries followed reciprocity arrangements, real
minimum wage growth, which adjusts for productivity growth, decreased in
both countries. Indonesia, measured over 12 months after the arrangement,
showed a -2.3 percentage point deviation (minimum wage growth running at 2.3
percentage points below productivity growth), versus a +0.8-point premium
observed under the baseline regime. Vietnam's deviation was -1.1 percentage
points, smaller but still statistically significant (p<0.05). These changes also
parallel the reciprocity arrangements provisions necessitating the harmonization
of labor standards against the specifications set by trading partners as well,
which usually limit wage-setting autonomy to remain cost-competitive.

3. Environmental Standards Space: Based on regulatory stringency indices along
four facets (emission limits, pollution fines, wastewater standards, soil
protection rules), the index fell for both nations. The environmental autonomy
index decreased by 22.6% for Indonesia, dropping from 0.62 (baseline) to 0.48
(post-arrangement). Its decline was relatively small in Vietnam: it dropped from
0.58 to 0.53, down 8.6%. Under Indonesia, the asymmetry stemmed from
similar reciprocity arrangements that laid down stricter conditions for on-site
customs audits embedded with environmental verification protocols, thus
outsourcing regulatory authority to major power trading partners.

Quantifying sovereignty costs — which are operationalized as the size of regulatory

concessions vs values of trade concessions — showed systematic asymmetry. For

Indonesia, the average value from regulatory concessions (the opportunity costs of

limited policy space) was around 2.4x the value of tariff rate reductions given in

asymmetrically distributed reciprocity arrangements. Vietnam's ratio was 1.3x, in
line with H3’s prediction that resource-nationalist frameworks incur steeper
sovereignty costs.

4.5 The Double Squeeze: Amplification Through the March 2026 Strait of
Hormuz Blockade

As we can see from Table 5, H4 was confirmed robustly. The March 2026 Strait of
Hormuz blockade produced a "Double Squeeze": 3.1 percentage-point margin
compression across blockade-vulnerable sectors combined with 98% shipping cost
increases. Regulatory concession announcements spiked sixfold in vulnerable
sectors post-blockade, showing how second-order shocks amplify sovereignty
transfer mechanisms. Petroleum/LNG/critical minerals sectors (26 firms tracked)
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reported an average 41% ROE decline post-blockade versus 8% decline in other

sectors.
Table 5: The Double Squeeze Analysis
Metric High Strait Low Strait Difference-in- P-value
Dependence Dependence Differences
Sectors Sectors
Pre-Blockade 12.4% 14.7% -2.3 p.p. —
Profit Margin
Post-Blockade 8.2% 13.6% -5.4 p.p. <0.001
Profit Margin
Margin -4.2 p.p. -1.1 p.p. -3.1 p.p. rHE
Compression
(4)
Freight Rate 145 102 — —
Index
(Pre-Blockade)
Freight Rate 287 108 — —
Index
(Post-Blockade)
Logistics Cost +98% +6% +92 p.p. *oxk
Increase
Regulatory 2.67 (quarterly) | 0.99 (quarterly) +1.68 ok
Concession announcements/q
Frequency

The difference-in-differences analysis on H4 verified that the March 2026 Strait of
Hormuz blockade generated simultaneous profit margin compression and supply
chain logistics disruption. Sectors with high Strait dependence (petroleum, natural
gas, critical minerals—classified as those with >35% of input sourcing from Middle
Eastern or East African suppliers transiting the Strait) had markedly larger impacts.
Profit margins in high-Strait-dependence sectors shrank an average of 4.2
percentage points in the immediate post-blockade period (March-June 2026)
relative to the pre-blockade trend, versus a 1.1 percentage point decline for low-
dependence sectors. The difference-in-differences estimate provided 3.1 percentage
points (95% CI: 2.4-3.8), statistically significant at p<0.01. Petroleum refining
companies (IDX and VNX listed) reported a median profit margin collapse from
8.4% (Q4 2025) to 3.8% (Q2 2026), representing a 54.8% relative decrease.

Costs of supply chain logistics, proxied via freight rate indices and shipping
container availability metrics, rose in parallel. The shipping container rates in
Shanghai-Rotterdam went from $5,200 (the average before the blockade) to $8,900
(the peak) just a few weeks after the blockade, a 71% jump. The rerouting through
the Cape of Good Hope increased transit time by 14-21 days and raised carrying
costs, and the inventory financing burden for just-in-time manufacturing operations
concentrated in Southeast Asia. Importantly, the sovereignty costs of previous
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asymmetric reciprocity arrangements were exacerbated by the blockade-induced
resource scarcity. In the immediate aftermath of the blockade, Indonesia and
Vietnam similarly made additional regulatory concessions (including expanded on-
site customs audit provisions, accelerated technical standard harmonization
schedules, and enhanced intellectual property enforcement commitments),
indicating that the Double Squeeze constrained bargaining positions to an even
greater extent. There was an increase in frequency of regulatory concession
announcements from an average pre-blockade situation of 0.99 per quarter to 2.67
per quarter in March-May 2026, a statistically significant increase (¥ test p<0.01).

4.6 Robustness Checks and Sensitivity Analysis Results

For the outcome given in Table 6, the robustness specifications verified the stability
of the outcome. Other GDM specifications with Kullback-Leibler divergence also
resulted in GDI estimates within 0.02-0.04 of the original Jensen-Shannon
specification, which supported its use of the metric. Wasserstein distance
specifications showed qualitatively identical drift patterns, revealing that the
measurement method did not drive results.

Table 6: Robustness Checks and Alternative Specifications

Specification GDI t-statistic | R?> | Conclusion
Coefficient

Base PPML Model 0.387 3.12 0.734 | Benchmark
KL-Divergence Only (GDM) 0.357 3.08 0.731 Robust
Wasserstein Distance (GDM) 0.384 3.09 0.735 Robust
Sub-sample: ASEAN-4 Only 0.401 2.94 0.718 Robust
Lagged Specification (t-2) 0.384 2.87 0.705 Robust
Bilateral FE Model 0.025 3.04 0.741 Robust

PPML specifications using alternative fixed effects structures (bilateral, sector-
time) yielded coefficients within 0.015-0.035 of primary estimates for the
regulatory framework variable that were consistent with statistical significance.
Sub-sample analyses restricted to ASEAN-4 countries (Indonesia, Vietnam,
Thailand, Philippines) still have coefficient signs and significance, meaning that the
findings indicate that the findings were more characteristic of country-specific
dynamics than regional features.

Temporal boundary lagged specifications (1-, 2-, and 3-quarter lag for tariff shock
conditions) demonstrated significant effects on policy announcements that occurred
when major effects were present in 1-2 quarters lag to policy announcement, with
their magnitudes decreased in magnitude for larger time lags (coefficient decreases
of ~8% per additional quarter), demonstrating that firm adaptation measures
occurred relatively rapidly. A principal component analysis confirming the validity
of the Regulatory Autonomy Index resulted in the single-factor solution with
eigenvalue 2.14, accounting for 71.3% of the variance across three domains. In
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addition, autonomy index estimates were performed across countries and time
periods with alternative weighting schemes (equal weighting, variance-inverse
weights), ranging within 0.04-0.08 of the primary specification.

5. Discussion

5.1 Confirming the Geoeconomic Drift Phenomenon: Structural
Permanence vs. Cyclical Volatility

The findings offer sound confirmation of H1: Indonesia and Vietnam experienced
statistically significant and structurally durable geoeconomic drift from neutral
multilateralism toward bilateral US-centric dependency from January 2024 until
March 2026. The monotonic 172% increase in Indonesia's GDI and 109% increase
in Vietnam's GDI, accompanied by sustained elevation in bilateral concentration
indices rather than mean-reverting fluctuations, indicates that observed reshaping is
not volatile in the short term but rather marks the structural reorientation by the two
countries. This difference has deeply significant implications for development
strategy and regional stability.

The hub-and-spoke pattern in decomposed trade concentration — in that both
countries expanded US-dependency even as they expanded China-dependency
instead of achieving balance in diversification — contradicts the reductive narrative
"decoupling" that characterized policy discourse between 2024 and 2025. Instead,
our results uncover a qualitatively dissimilar fact, conditional sovereignty within an
asymmetric interdependence architecture. Indonesia and Vietnam did not decrease
exposure to Chinese trade channels; they instead further entwined and deepened
US-aligned commitments, making them structurally vulnerable to competing
challenges from rival great powers. This convergence of dependencies is the
primary mechanism of geoeconomic coercion.

The pre-blockade GDI acceleration pattern strongly refutes the theory that drift was
a function of rational firm optimization responding to tariff disparities. If merely
tariff-driven cost calculations motivated reallocation, again assuming GDI
trajectory stability following the formalization of the Sept 2024-Feb 2026
reciprocity arrangement, they would have not only had to reallocate as cost
calculations determined by tariffs, but if GDI trajectory could have stabilized, once
uncertainty around final tariffs decreased. But rather, GDI was growing year-on-
year in an incremental (0.031-0.034 quarterly) manner during that period, implying
that firms reacted not only to tariff levels but also to the perceived durability of
geopolitical alignment preferences. The subsequent quarter-on-quarter increment in
the blockade-period acceleration to 0.058—0.063 quarterly increments under this
condition in the years since indicates that there was additional strategic uncertainty
for firms' supply chain security, which contributed to a tariff-induced realignment,
a characteristic relatively neglected by traditional trade theory models.
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5.2 Differential Resilience and the Critical Role of Regulatory Framework
Design
H2's hypothesis is highly empirically justified: the CPTPP/EVFTA-anchored
liberalized trade regime in Vietnam exhibited significantly more resilience to
unilateral trade policy coercion than the resource-nationalist framework in
Indonesia. The 37.3% difference in susceptibility to trade diversion (PPML
coefficient: 0.042 vs. 0.067) confirms institutional-related limitations of the CPTPP
framework that restrain unilateral tariff escalation and permit dispute settlement
resources not available to Indonesia.
This study directly contradicts the policy consensus that promotes resource
nationalism to shield sovereign rights. Indonesia’s nickel ore export ban,
traditionally perceived as a way to capture downstream value and protect resource
sovereignty, led to exactly the reverse: by capturing Indonesia’s comparative
advantage in raw material extraction while discouraging high-value-added
downstream investment, resource nationalism diluted Indonesia’s negotiating
power in asymmetric reciprocity bargaining. Downstream producers who do export
elsewhere have lower regulatory barriers to entry and are therefore less sensitive to
Indonesian policy pressures. In contrast, Vietnamese electronics manufacturers face
a lot of constraints, including complex CPTPP-mandated supply chain
commitments and technical standards, which will require continuous fixed
investment stability in order to achieve competitiveness further, to gain leverage in
a bilateral negotiation process among other countries.
The Samsung investment differential, amounting to $8.2 billion, goes toward
Vietnam but does not reach Indonesia despite Indonesia’s relatively cheaper labor
costs. Samsung’s location choice balanced benefits from lower labour costs against
regulatory certainty as well as framework impediments to expropriation and the risk
of uncertainty in policymaking. This implies that these participatory, rules-based
trade mechanisms serve to promote, and not restrict, the independent development
of developing countries whenever large powers can't easily bypass the multilateral
system of settling disputes.
Indonesia’s 14.3% trade flow disadvantage (PPML coefficient: -0.154) in
comparison with Vietnam’s among non-tariff imposing counterparts highlights a
largely unexamined mechanism: the design of regulatory frameworks impacts not
only trade with strong powers but also developing countries’ access to neutral
trading partners. Open, rules-based trade regimes lure investment and trade from
conservative competitors; unpredictable resource nationalism policies face
systematic trade marginalization from even those partners with no geopolitical
alignment preferences.

53 Asymmetric Reciprocity Arrangements and the Systematic Erosion of
Regulatory Sovereignty

H3 is consistently confirmed across all three dimensions of regulatory autonomy.
The 2.4x balance of regulatory concession values to Indonesian tariff reduction
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values points to the fact that asymmetry in reciprocity arrangements is actually a
mechanism of disguised protectionism as they appear in free trade arrangements.
The bilateral settlement that consists of an agreement that reduces nominal tariff
rates while extracting monetary policy coordination requirements, labor standard
harmonization demands, and environmental regulation alignment effectively
transfers regulatory authority without transparency.

The monetary policy coordination effect is a particularly significant one. The rise
from a correlation in Indonesia from 0.34 to 0.68, the value of the correlation with
Federal Reserve policy rates, to 0.68, is a critical deterioration of monetary policy
freedom. Central to this mechanism, with policy rates mechanically tracked to US
Federal Reserve decisions, Indonesia surrendered the ability to pursue
countercyclical monetary policy in times of domestic recession. The 12-month post-
arrangement pattern in which Indonesia has changed policy rates in lockstep with
the Federal Reserve on 6 out of 8 occasions would seem to signify that provision of
the reciprocity arrangement actually imposed restrictions on central bank
independence, the aspect of sovereignty very seldom measured in trade analysis.
Through its —2.3 percentage point deviations in real minimum wage growth relative
to productivity, labor policy erosion reveals asymmetric reciprocity provisions that
require labor standard “harmonization” with trading partner specifications. These
provisions usually embed wage moderation requirements legitimized by
“competitiveness” considerations, thus limiting domestic wage-setting autonomy.
Where labour cost advantages are considered the basis of competitiveness in export,
such provisions systematically undermine workers’ ability to realize productivity
gains — a distributional effect that is largely under-discussed in macroeconomic
trade impact analyses.

The erosion of environmental standards had been particularly acute for Indonesia,
resulting in the decline of the autonomy index, being 22.6% relative to the 8.6%
decrease in Vietnam. This disparity captures how resource-nationalist regimes are
particularly sensitive to demands for environmental reciprocity. Indonesia accepted
on-site customs audits with embedded environmental verification protocols, in
effect devolving environmental standard-setting power to the major power trading
partners. Such transfers look innocuous in trade agreements—just “transparency”
provisions—but effectively result in outsourced environmental regulation, blurring
domestic policy space.

The asymmetry in the costs of sovereignty (Indonesia 2.4x, Vietnam 1.3x) is crucial,
as this indicates that the way that regulatory frameworks are designed aggravates
imbalanced bargaining power. Liberalized frameworks limit great powers’ ability
to extract surreptitious transfers of sovereignty; resource-nationalist frameworks, in
contrast, do not contain multilateral mechanisms of dispute resolution, providing no
counterbalance to hegemonic impulses.
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5.4 The Double Squeeze: Second-Order Shock Amplification and
Qualitatively New Economic Interdependence

The H4 prediction that the March 2026 Strait of Hormuz blockade would amplify
pre-existing geoeconomic drift through simultaneous profit margin compression
and supply chain logistics disruption has been given firm empirical evidence. The
3.1 percentage-point difference-in-differences estimate for profit margin
compression in high-Strait-dependence sectors, compared to 1.1 points for low-
dependence sectors, indicates second-order shock amplification mechanisms not
visible in conventional trade war analysis.

The scenario in the petroleum sector provides a dramatic example of the
phenomenon. Median profit margin contractions of 54.8% (from 8.4% to 3.8%)
within three months pushed returns to unsustainable levels for risk-averse investors.
Concurrently, 71% increases in shipping costs added 14-21 days to transit times,
incurring costs related to inventory financing that disrupted just-in-time
manufacturing schedules. This simultaneous squeeze—margin compression and
logistics disruption—creates qualitatively distinct pressures from isolated tariff
shocks.

Importantly, the Double Squeeze exacerbated the bargaining asymmetry in
asymmetric reciprocity arrangements. With profit margins narrowed to
unsustainable levels, firms were unable to absorb further regulatory compliance
costs. Expropriation risks existed for incumbent suppliers if alternative suppliers
surfaced; new entrants suffered supernormal profit hurdles to offset increased risk.
In either case, firms made a choice to accept regulatory concessions instead of
bearing commercial risks. The post-blockade acceleration of regulatory concession
announcements (from 0.33 to 0.89 monthly frequency) implies that governments
under firm-level pressure extracted further reciprocal concessions, setting up a self-
reinforcing dynamic in which geopolitical shocks strengthen their efforts at eroding
sovereignty.

This mechanism is a qualitatively new form of economic coercion that is distinct
from customary sanctions or tariffs. Sanctions cause observable, bounded economic
harm that elicits a political backlash; tariffs impose visible, quantifiable costs that
invite negotiated resolution. The Double Squeeze works through supply chain
vulnerability mediated through profit margin compression—harm registers
“economic” instead of political, diffusing political attribution, allowing incremental
transfers of sovereignty that aggregate into fundamental reorientation without
conscious policy choice.
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6. Conclusion

As a quantitative measure, this research establishes that Indonesia and Vietnam
witnessed a direct geoeconomic shift from neutral multilateralism to bilateral US-
centric dependency from January 2024 to March 2026 in terms of trade
concentration escalation, erosion of regulatory autonomy, and delegation of
sovereignty costs in reality. Crucially, this drift was not precipitated by a
catastrophic trade collapse and shows the complex ways in which the geoeconomic
coercion of the current era operates, not as an obvious imposition of tariffs that
invites a political backlash but as an embedded regulatory challenge hidden within
the fagade of trade that promises reciprocal trade, only activated when supply chain
stress is tight.

The key finding that regulatory framework design mediates developing-country
exposure to asymmetric coercion undermines orthodox development philosophy.
Indeed, Vietnam’s engagement in the CPTPP/EVFTA, which curtailed policy
discretion, would, in comparison to resource-nationalist autonomy in Indonesia,
reinforce its resilience. This contradictory situation illustrates an architecture of
sovereignty that is fundamentally reorganized in a period of weaponized
interdependence: institutional constraints on unilateral actions paradoxically
safeguard sovereignty by lowering important countries’ costs of coercion below the
threshold of explicit threats.

The March 2026 Strait of Hormuz blockade exacerbated existing drift via the
Double Squeeze mechanism—profit margin squeeze and supply chain logistics
disruption at the same time—demonstrating how second-order geopolitical shocks
use existing regulatory vulnerabilities as a pretext for further sovereignty transfer.
This mechanism constitutes an alternative type of coercion, working via
commercial coercive pressure, dispersing political attribution, and facilitating
incremental erosion of sovereignty without explicit policy choice.

The empirical results have direct strategic implications for ASEAN policymakers
operating under geoeconomic pressure. Firstly, Indonesia's resource-nationalist
rule, usually rationalized as safeguarding sovereignty, progressively eroded
bargaining options and made them subject to punitive regulatory demands.
Although institutional constraints on policy discretion were nominal, involvement
in the CPTPP/EVFTA by Vietnam increased resilience to unilateral coercion,
enabled formal dispute resolution mechanisms, and constrained the major power’s
regulatory imposition capacity. The paradox implies that developing countries that
face asymmetrical great power pressure should embrace transparent, rules-based
trade frameworks with strong mechanisms to settle disputes rather than nationalist
autarky responses. Ironically, this is why institutional limitations on policy
discretion actually make coercive demands explicit and transparent for multilateral
review, and therefore, less vulnerable to hidden sovereignty transfers. Frameworks
of this kind — where resource nationalism and regulatory autonomy become the
accepted norm — represent much lower costs than the sovereignty costs of bilateral
settlement under asymmetric dependence.
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Second, the Double Squeeze amplification pattern, in the context of the March 2026
Strait of Hormuz blockade, indicates that supply chain vulnerability to geopolitical
shocks constitutes a critical vulnerability largely absent from development
planning. Southeast Asian policymakers should prioritize supply chain resilience
investments (redundant sourcing, regional logistics capacity, inventory buffers) as
strategic assets equivalent to conventional military capabilities in an era of
weaponized economic interdependence. Third, monetary policy coordination
requirements embedded in asymmetric reciprocity arrangements constitute hidden
transfers of macroeconomic policy autonomy. Central banks should explicitly resist
reciprocity provisions mandating policy rate coordination or reserve requirement
alignment, recognizing such provisions as sovereignty erosion mechanisms
equivalent to political coups.
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