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The new empty argument against
trade

If anything, the current crisis offers powerful evidence of
why we need global supply chains and widely distributed

production
Read this article in German.

The Covid-19 crisis has emboldened advocates of protectionism and
deglobalisation. Familiar concerns about lost manufacturing jobs and
rising inequality, or the desire in some circles to ‘punish’ (scapegoat)
China with higher tariffs, have now been augmented by an argument
against global supply chains. According to this view, widely distributed
production has made economies less self-sufficient, and therefore less
resilient. The solution is to re-shore existing business operations, offshore

less in the future and reduce reliance on trade more generally.

The argument for resilience is not new. Concerns about ‘food security’
are regularly used to justify protectionist interventions in the agricultural
sector. And, taken at face value, the claim — made frequently in recent
months — that food supply chains are more secure because they are
domestic seems valid. But, upon closer consideration, the situation is
much more nuanced, especially if one adopts a reasonably broad view of

< B bl
resilience.

To be sure, trade sceptics would say that the Covid-19 crisis has revealed
global supply chains’ vulnerabilities to export restrictions and external
shocks. Many countries, including EU member states, initially imposed
export restrictions on personal protective equipment (PPE) such as face
masks, which may have meant that some importing countries could not

obtain these items when they were most in need.

The argument against global trade

It is not surprising that governments would put their own citizens first in

an emergency. Even the World Trade Organization, which normally
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outlaws export restrictions, allows exceptions for ‘essential products.” But
the recent export restrictions were short-lived in most countries and their
negative effects were outweighed by the benefits of trade in PPE
elsewhere. Having emerged from the crisis earlier than most other
countries, China quickly resumed production and increased its exports of
PPE to all countries in need, alleviating global shortages at a critical
moment. According to the New York Times, China is now

manufacturing 12 times more masks per day than it did before the crisis.

A second argument focuses on a particular feature of modern trade: the
hyper-specialisation of production and distribution chains that stretch
across multiple countries. Specialisation allows global supply chains to
minimise costs and maximise efficiency, but it can present complications

when production needs to be ramped up quickly.

Ultima tely’ how we Recent ventilator shortages brought this point

manage risk and build

resilience is not a question

home. The standard ventilator technology used
to treat Covid-19 patients comprises 300

different parts whose production spans multiple

of ‘glo bal’ versus countries. Manufacturing more ventilators thus

‘domestic.’

calls for close coordination at a time when many
countries’ first instinct is to compete for scarce
parts. And even if all of the individual parts can
be procured, production still requires a high
level of technical know-how — a competence

that many countries may have offshored.

Domestic supply chains aren’t more
robust

Nonetheless, proponents of globalisation view these challenges as
evidence that global coordination and collaboration are more valuable
than ever. They would argue that having multiple sources spread across
countries improves resilience. Rather than being ‘only as strong as its
weakest link,” a global supply chain is actually more robust, because it can
fix broken links by replacing a source in one stricken country with an

alternative source in another country.

Trade sceptics might argue the opposite, claiming that coordination
problems could be avoided altogether if the supply chain for ventilators
were brought home, as in the case of food. And yet Covid-19 has been
running rampant in US meatpacking plants in recent weeks, disrupting
one of the country’s critical food sources. The only thing keeping many

plants going now is a threat from the federal government under the
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Defense Production Act.

In reality, domestic supply chains are more robust only in highly unlikely
scenarios where all other countries are simultaneously hit by a negative
shock. If you are the only one not afflicted by a global crisis, it obviously

helps to have production located at home.

In the case of a pandemic, every country is affected, but outbreaks tend to
peak at different times. When the United States is facing the worst of the
crisis, other countries may have already flattened their epidemic curves,

and can therefore serve as a source of trade — and of resilience.

Diversification creates resilience

Ultimately, how we manage risk and build resilience is not a question of
‘global’ versus ‘domestic.” Diversification — geographic or otherwise — is a
canonical principle of risk management. By operating multiple plants in
multiple locations, businesses can minimise the risk of systemic
disruption when any one location is knocked offline (such as by a natural
disaster). Similarly, businesses can mitigate the risks associated with
political upheavals by spreading operations across countries. Distributing
production globally not only maximises efficiency; it is also good risk

management.

That said, on the more general question of how we should build
resilience, critics are right to object to the obsession with short-term
efficiency and profits. This way of doing business clearly has left firms
and supply chains too lean to deal with a major crisis like Covid-19. A
certain degree of redundancy (or short-term inefficiency) may literally

prove lifesaving in the future.

Maintaining redundancy — such as by reserving a certain number of
hospital beds or operating an extra mask factory — would have alleviated
bottlenecks in the current crisis. In the future, we should look for ways to
build in this kind of extra capacity, by thinking in terms of dynamic
rather than static efficiency. The Covid-19 crisis offers important lessons;
but it has not furnished any good arguments against trade or global

supply chains.

(c) Project Syndicate

3/4


https://www.project-syndicate.org/commentary/covid19-case-for-global-supply-chains-by-pinelopi-koujianou-goldberg-2020-05

Pinelopi Koujianou Goldberg
New Haven

Pinelopi Koujianou Goldberg, a former World Bank Group chief
economist and editor-in-chief of the American Economic Review, is
Professor of Economics at Yale University.

4/4


https://www.aeaweb.org/journals/aer

