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ABSTRACT

COVID-19 has spurred calls for the renationalization of value chains to safeguard the
supply of essential goods. In this policy brief, we argue that global value chains (GVCs)
offer a solution to supply shortages and that the Group of Twenty (G20) must take
the lead in safeguarding production in GVCs. Focusing on essential industries such as
healthcare and food supply, we propose key policy actions to enhance the robustness
of production systems by reducing trade costs and increasing multilateral coopera-
tion.
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CHALLENGE

Currently, around 80% of global trade takes place in global value chains (GVCs; UNC-
TAD 2013), in which the production of goods is vertically fragmented across different
firms and countries. This vertical specialization generates efficiency gains, thereby
reducing costs and ultimately benefiting consumers (UNIDO 2018; World Bank 2019).
While GVCs have grown in importance since the mid-1980s (Johnson and Noguera
2017; Pahl and Timmer 2019), trade in GVCs appears to have been stagnating since
2008/2009 (IMF 2016), which is attributable to four general trends.

First, the factor prices of major offshore destinations (most prominently China) and
richer economies are converging, which reduces the economic benefit of engaging
in GVCs. Second, this trend coincides with the rise in automation and other new tech-
nologies. The use of labor-saving technologies may potentially shift patterns of com-
parative advantage away from labor-abundant economies, making it economical to
relocate production back to richer economies, thereby reducing trade in GVCs (Dachs
and Seric 2019; Rodrik 2018). Third, these trends are being fueled by political tensions.
While trade used to be organized on a rules-based multilateral trading system (WTO),
it is increasingly being buffeted by bilateral tensions (Evenett and Fritz 2015). Rising
trade costs make GVC trade less profitable, especially because these higher costs
are incurred at each border. Moreover, bilateral tensions generate unpredictability,
adding a source of unforeseen consequences for production in GVCs. Fourth, natural
disasters, which were previously localized, thereby affecting only specific stages of
production, represent yet another source of volatility. The 2011 earthquake in Japan,
for example, led to temporary closures of production facilities in the country, while
causing supply shocks in neighboring countries that depended on inputs from Japan
(Escaith et al. 2011). High dependence on inputs from other countries requires firms to
increase the robustness of their own production processes—defined as the ability to
maintain production despite disruptions triggered by supply shocks (Miroudot 2020).

The coronavirus pandemic led to supply shortages that were, from the onset, felt
around the globe because China was the first to be afflicted. Key intermediate inputs
supplied by China ceased to be available when China closed its production facilities
(Seric et al.2020). The ensuing shock was so severe because the closures affected firms
in essential industries such as healthcare. This quickly raised concerns about the ro-
bustness of production in GVCs because of the high dependence on China, and calls
for politically induced renationalization of value chains gained momentum. Although
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the initial shock associated with COVID-19 was localized to China, it soon spread to
other countries. Predicting the distribution and timing of shocks is extremely diffi-
cult; hence, pursuing a purely national strategy does not necessarily entail reduced
risk. Self-sufficiency concentrates risk domestically, while GVCs are associated with
risk distribution; thus, relying on well-diversified suppliers reduces the risk of supply
shortages, and supply can be scaled up in each location if other suppliers fail to deliv-
er. Inter-firm relationships in GVCs also facilitate dealing with supply shortages and
the sharing of best practices.

The answer to the current crisis caused by the COVID-19 pandemic is thus not to in-
tervene in the configuration of GVCs, but to safeguard their effective functioning. We
explore the effects of COVID-19 on the healthcare and food industry and subsequent-
ly propose actionable policies to strengthen GVCs.
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PROPOSAL

Healthcare and food value chains during COVID-19

The production of medical goods has taken center stage since the outbreak of the
coronavirus pandemic and has demonstrated that countries are highly dependent
on each other. Approximately 80% of personal protective equipment (PPE) sold in the
EU, for example, is imported from non-EU countries (Stellinger et al. 2020).

As the crisis began to intensify, many governments grappled with acquiring large
guantities of PPE, but instead of facilitating trade, they introduced export restrictions
on domestic goods (Bown 2020a; WTO 2020). Stellinger et al. (2020) point out that
import restrictions on medical equipment were already high even before the pan-
demic, particularly in less developed countries, suggesting a general trend towards
self-reliance rather than international collaboration. The healthcare industry is partic-
ularly prone to tight regulations and other administrative barriers. Although it is in-
disputable that regulations are necessary, they do add a layer of non-tariff trade costs,
especially if such regulations are not coordinated across countries.

Regarding the organization of production, it is important to highlight the heteroge-
neity of the healthcare industry. Simpler products, such as face masks, are produced
in relatively less complex and mostly regional value chains.! More advanced products,
such as pharmaceuticals, involve many distinct production stages such as chemical
production or assembly. Becoming insular is not the solution for either product type.

Even for simpler medical goods, trade barriers present major obstacles to meeting
sudden spikes in demand. Fiorini et al. (2020) indicate that export bans interrupt
trade routes and result in firms assisting local governments in building stockpiles of
essential supplies. As smaller, less developed countries cannot ramp up their produc-
tion capacities by quickly repurposing already existing manufacturing capacities, this
strategy affects them far more adversely than other countries. Retaliation from major
suppliers may also lead to supply shortages in larger, more advanced countries (Bown
2020b). Protectionist policies are even more harmful for goods produced in complex
GVCs, as final goods can no longer be produced. A protectionist approach essential-
ly leads to an additional supply shock because crucial inputs become unavailable.
Even countries with large manufacturing capacities may face difficulties executing all
stages of production domestically—or with limited efficiency—which ultimately leads
to higher prices and less innovation.

1. Itisimportant to note that not even face masks are necessarily manufactured independently. Even China,
the largest producer of face masks, requires a filter component that is sourced from fabric manufacturers
located in countries such as Germany and Canada (United Nations Department of Economic and Social
Affairs 2020).
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In contrast to the underlying notions of protectionist measures, GVCs have contribut-
ed to cushioning supply shocks and to meeting global spikes in demand. The health-
care industry has become more globalized over the past decade, with many compa-
nies increasing production to meet the rising demand of emerging economies and
adjusting to the demographic changes in richer countries. The demand for medical
supplies, including PPE, has doubled since 2008 (United Nations Department of Eco-
nomic and Social Affairs 2020), and firms have actively expanded their production
lines into emerging markets, thereby diversifying risk and leveraging local capacities
(Bamber and Gereffi 2013).

This has helped meet the spikes in demand that were triggered by the recent crisis
for at least two reasons. First, production was markedly scaled up, as many compa-
nies were able to acquire inputs from around the world at very short notice because
of their collaboration with a diverse range of suppliers. Second, this was facilitated by
the nature of trade within GVCs. Integrated firms do not only transact with goods but
typically also share know-how and expertise through inter-firm relationships. These
firms have been able to forge new partnerships to produce medical goods. GVCs have
thus facilitated the scaling up of production by allowing new alliances of producers to
enter the market—the individual firms would not have had the capacities to do so on
their own (Bamber, Fernandez-Stark, and Taglioni. 2020).

The second industry that has played a key role during the coronavirus crisis is food
production. While supplies were being hoarded in many developed countries, essen-
tial access to food has become a serious problem in low-income countries. The UN-
ECA (2020), for example, predicts that Africa’s current level of 40% undernourished
children under the age of five will worsen due to disruptions in food value chains.

The main challenges in food production are: a) the consistent supply of food (in par-
ticular, to net importers of food products), and b) price stability, so that food products
remain affordable. As with the healthcare industry, food value chains include relative-
ly simple products (traded as final goods), as well as more complex goods traded in
GVCs (including foods that require innovative food storage solutions to keep them
fresh).
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The impact of the coronavirus crisis permeates both containment policies and their
effect on the availability of factors of production (labor, in particular) and trade poli-
cies, as labor and food products are no longer flowing freely between countries.

The reduction in labor supply triggered by the pandemic has led to a supply shock
in the food industry where workers could not go to work due to lockdown measures
imposed by governments. This labor-induced supply shock is particularly relevant in
labor-intensive food value chains most prevalent in less developed countries (Rear-
don et al. 2020). More importantly, this reduction in labor supply has also induced an
income shock in many low-income countries—where a large proportion of the pop-
ulation is employed in agriculture (and often only informally)—that is exacerbated by
the absence of a social security system. This labor-induced supply shock could remain
relatively weak in the longer term because the prime working-age population is less
severely affected by COVID-19 relative to older populations (Martin and Glauber 2020).

Trade policies have, however, triggered a second supply shock. First, the flow of people
has been restricted due to border closures, whereby migrant workers could not reach
their workplace. This affected not only low-income countries but also more affluent
economies that are dependent on migrant labor. Second, many countries imposed
export bans on food products (Glauber et al. 2020). According to the WTO (2020), 80
countries have already enforced either export bans or restrictions in response to the
pandemic.

As with medical products, unfavorable trade policies induce a food supply shock, as
(final) goods may not reach their consumers. Another key discussion point in food
supply is the effect on price levels and price volatility (Giordani et al. 2016; Martin and
Glauber 2020). Export bans typically result in price increases due to the reduction in
supply. They also make prices more volatile as the supply of food is typically more
unstable in smaller markets than at the global level. Protectionist measures, for ex-
ample, contributed to a 40% increase in wheat prices and a 25% in corn prices during
the 2010-2011 food crisis (World Bank 2019). Similar effects have been reported in ini-
tial studies on the current trade restrictions (Espitia et al. 2020). Retaliatory export
bans may also have a multiplier effect (Giordani et al. 2016). Trade restrictions of more
complex food products may generate a supply shock of crucial inputs (similar to the
case of complex medical goods). For both simple and complex food products, the
adverse effects will be higher in countries that do not have the capabilities to rapidly
scale up production (due to insufficient land, capital, or labor), especially in food-defi-
cit countries with labor-intensive value chains. Such bans, therefore, severely affect
low-income countries.
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Actionable policies to safeguard value chains

Given the experiences of the healthcare industry, we recommend facilitating trade in

GVCs as a strategy to build robustness against supply shocks. Traditional trade costs

in the healthcare industry should be reviewed:
1. The international community should revive the WTO Pharmaceutical Tar-
iff Elimination Agreement signed in 1994. It abolished tariffs on final goods
and certain components. This agreement must be updated and enhanced to
better reflect the current state of production in the healthcare industry. GVC
complexities must be reviewed and reassessed (for example, the inclusion of
intermediate products), and a substantially greater proportion of countries
must be covered by the agreement.

2. A reduction of import tariffs on medical goods is crucial for lower-income
countries that usually pay higher prices for final medical goods. Furthermore,
firms from low-income countries are not integrated into GVCs and thus do
not develop the capacity to produce (components of) medical goods because
tariffs make it too costly for GVCs to pass through those countries.

We further propose the establishment of a new intergovernmental coalition among

the Group of Twenty (G20) nations to oversee healthcare value chains. This coalition

should provide a platform that brings together regulators from relevant bodies in

charge of controlling pharmaceutical and healthcare supply in the G20 while facili-

tating closer collaboration between the member states in developing smarter and

more effective approaches to regulation, trade, and distribution. The platform would:
1. Consolidate and enhance the development of shared databases within
member states that track the availability of medical supplies and impending
shortages to provide a clearer picture of existing healthcare value chains. This
would allow for higher data transparency and the monitoring of both health-
care system performance and capacity during states of emergency.

2. Promote procedures to reduce regulatory barriers, facilitate regulatory co-
operation, unify mandatory standard specifications for medical goods, and
eliminate unnecessary costs. This will ensure the integrity of medical supplies
while establishing globally accepted and achievable guidelines for production
methods and quality assurance systems.

3. Promote mutual recognition of pharmaceutical regulations within mem-
ber states based on widely-accepted accreditation programs that evaluate, by
mutually approved inspection units and certification bodies, the performance
of local and regional laboratories.
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4. Establish stand-by procedures among member states in the event of a state
of emergency that would facilitate logistics requests for the transfer of medi-
cal and pharmaceutical supplies and ease trade restrictions during emergen-
cies.

Concerning food value chains, we propose focusing on the following key policies: the
free flow of goods, services, and people; trade facilitation; price stability; and food
availability.
1. As an immediate response, the G20 should end deliberate restrictions on
food exports to ensure global food security. The food trade must be improved
by eliminating food export barriers and/or prohibitions.

2. In terms of labor supply, the G20 should expedite refugee and migrant
work permits to bridge the shortfall of workers in agriculture and food pro-
cessing caused by the pandemic, thereby ensuring food availability.

3. Food supply chains and logistics must facilitate regional and international
trade to ensure the flow of food inputs. Global food accessibility and stability
measures, such as enhanced food trade liberalization, must be vigorously pur-
sued to alleviate food shortages, with emphasis on perishable food commodi-
ties.

4. The G20 should support low-income countries by sharing scientific and
technological know-how in labor-intensive food value chains to accelerate
global food supply and stabilize food prices.

5. International loan facilitation for low-income countries should be promoted
through the World Bank and IMF, among others, to incentivize improvements
in production in food value chains and accelerate global food availability, espe-
cially for food-deficit countries.

6. In the long term, the digitalization of the food system, agro-investment/
capital flows, and the use of e-commerce will be essential for food value chains,
particularly for GVCs that are capital-intensive, thereby ensuring the stability
of global food supply chains.
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Thus, the free trade of goods, services, and people must be guaranteed. Restrictions,
even as emergency measures, must be introduced as temporary policies only and
must be proportionate to the assessed severity. The WTO should be notified of such
measures to mitigate negative impacts on the GVC trade. Moreover, the diversifica-
tion of production, increased regionalization, the locality of value chains, and a greater
emphasis on the robustness of firms or industries are not necessarily detrimental to
the development of GVCs if such measures are driven by economic rather than by
protectionist policies.

To achieve longer-term goals that ensure the international free flow of goods by se-
curing a level playing field, we further suggest:
1. Reinforcing trade safeguards against dumping, illegal subsidies, and oth-
er practices by strengthening the WTO dispute resolution and notification
system. This would further ensure that export restrictions do not evolve into a
common response tool and that retaliation measures do not lead to generally
higher levels of trade costs.

2. Aligning trade and climate policy goals by eliminating barriers to trade in
goods and services, fighting climate change, and safeguarding sustainable
development—the development of a specific set of G20 recommendations.

3. Creating a G20 task force to remove the bottlenecks in the trade of essen-
tial goods, especially perishable goods.

These policies require a coordinated international approach with the UN, the G20,
and regional organizations taking the lead. While individual governments have un-
dertaken swift and decisive actions to respond to the impacts of the pandemic, the
lack of concerted action at the global or regional level has led to supply chain disrup-
tions. Disrupting the vicious cycle of mutual restrictions requires restoring trust and
re-igniting muiltilateral cooperation and coordination. Any relevant progress will have
to rely on the ability of multilateral institutions to deliver and a conscious decision by
sovereign nations to refrain from actions that could hamper their functioning.

Such multilateral efforts should focus on two areas. First, with the increased risk of
secular stagnation, new incentives for investments are needed. In lieu of simple finan-
cial measures, governments should focus on agreeing on global public goods such as
investment framework stability, transparency, accountability, and comyparability. This
could build on the existing provisions in the WTO TRIMs Agreement and service-relat-
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ed sections of GATTS or the OECD Declaration on International Investment and Multi-
national Enterprises, albeit requiring a review that accommmodates the interests of all
stakeholders. Second, the shift in internet and mobile-based trade has underscored
the need for a multilateral framework for e-commerce. The G20—as an inclusive for-
mat of international cooperation, grouping together developed and developing na-
tions—should spearhead efforts to conclude these agreements.

To summarize, we propose that governments:
1. Empower existing multilateral institutions by providing them with the
necessary resources and competences to deliver results.

2. Adopt a multilateral investment agreement.

3. Increase trade resilience against disruptions caused by pandemics and nat-
ural disasters by concluding a new agreement on e-commerce.
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Disclaimer

This policy brief was developed and written by the authors and has undergone a peer
review process. The views and opinions expressed in this policy brief are those of the
authors and do not necessarily reflect the official policy or position of the authors’

organizations or the T20 Secretariat.
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