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Abstract:

Purpose: The COVID-19 pandemic significantly affected the performance of global value
chains (GVCs) due to lockdowns, restricted labor mobility, and consumers’ access to retail
markets. Authors verify the research hypothesis as follows: recent disruptions in GVCs will
induce reshoring and permanent reconfiguration of economic activity whereas enhancing
deglobalization.

Design/Methodology/Approach: Authors conducted a critical analysis of economic papers
registered in the Web of Science and Scopus databases and ratio analysis based on the World
Bank’s World Development Indicators and Reports.

Findings: Authors argued that the reshoring of GVCs seems to lack solid, far-reaching
economic premises, whereas policy recommendations in favor of enhancing GVCs’ stability
and resilience proved to be significant.

Practical Implications: Authors provided a set of policy recommendations regarding
enhancing the stability and resilience of GVCs when facing shocks such as the COVID-19
pandemic to minimize negative impacts related to reshoring and reconfiguring economic
activity, e.g., discouraging productivity and competitiveness across regions, industries, and
enterprises.

Originality/Value: The paper discusses current and vital issues associated with implications
of the COVID-19 pandemic for GVCs activities, providing valuable policy recommendations
for mitigating deglobalization trends.
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1. Introduction

Global value chains (GVCs) have become an inherent property of the world economy
since the 1990s, triggered by the neoliberalist approach to international
macroeconomic policies and rapid progress in information and communication
technologies (ICT). Significantly, progressive regulatory changes, related to the
emergence of numerous regional trade agreements (RTAS), enhanced deeper
penetration of low-wage countries by multinational enterprises (MNESs), seeking cost
advantages through offshoring low-value-adding stages of the production chains.

Dynamic economic growth and foreign direct investment (FDI) flows resulted in the
expansion of GVC trade’s shares in total world trade, particularly in machinery,
automotive, electric, and electronics industries across East Asia, Europe, and North
America. In contrast, low-end outputs and activities concentrate within African,
Central Asian, and Latin American locations. However, the Global Financial Crisis
(2007-2008) has halted this upward trend, perceived as an advent of a slowdown in
globalization, also termed globalization. However, the gradual resurgence of the GVC
trade in the post-2008 world has been challenged by the COVID-19 pandemic in 2020,
which raised the concerns whether disruptions in cross-border supplies induced by
lockdowns and restricted labor mobility and consumers’ access to the retail market
might deglobalize the world (Khan et al., 2020; Grima et al., 2020).

The paper's main objective is to characterize the impact of the COVID-19 pandemic
on GVCs by verifying the hypothesis as follows: Recent disruptions in GVCs will
induce reshoring and permanent reconfiguration of economic activity whereas
enhancing deglobalization.

2. Literature Review

GVCs, also termed global production networks and global supply chains, combine
several attributes critical to MNEs, such as spatial flexibility, economies of scale, and
cost advantages. The managerial, innovation and marketing skills of MNEs have
enabled them to access skilled labor forces, natural resources, logistics service
providers, and markets at an unprecedented scale since the 1990s. Decision-making
processes related to fragmentation of value chains, determined by cost savings and
service link costs across spatially dispersed production blocks, have deepened
interdependencies across the regions, resulting in business cycle synchronization and
magnification effect in the world trade about world GDP (Jones and Kierzkowski,
1990).

Massive FDI inflows to lower-cost offshore locations boosted employment,
entrepreneurship, infrastructure development, and technology spillovers (Bobowski
2018). High-frequency GVCs, characterized by vertical specialization, agglomeration
effects, with intra-firm activities accompanied by arm’s length transactions, have led
to the expansion of cross-border production networks, with regard to network-friendly
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industries, i.e., machinery, automotive, electric, and electronics (Drelich-Skulska and
Jankowiak, 2020).

In the era of hyper globalization (1986-2008), fueled by neoliberal macroeconomic
agendas of Reagan and Thatcher administrations, as well as the collapse of the Soviet
Bloc and entrance of several emerging markets to the global stage (e.g., China, India),
the world trade’ shares in the world GDP — a standard measure of globalization -
increased from 35.33 to 60.79%, with minimal decreases of less than 1% in years
1991, 1993, 2001-2002. In 2009, due to the Global Financial Crisis (2007-2008)
originated in the US mortgage market, the global economy experienced the highest
downturn since the Great Depression (1929-1933), while this ratio dropped by 8.46%.
Rapid recovery next year (by 4.70%), the second-highest positive annual change since
1974, however, was followed by a downward trend. In fact, before the COVID-19
pandemic year of 2020, the ratio scarcely recovered to the pre-crisis level
(macrotrends, 2021).

Numerous empirical studies by, e.g., Johnson and Noguera (2012), Wang et al. (2013),
Koopman et al. (2014), Borin and Mancini (2019), and Pichler et al. (2020),
addressing measurement of GVC trade by using input-output tables, confirmed that
during the period of hyper globalization (1986-2008) GVC participation in total world
trade increased significantly, but stagnated or declined since then. This, in turn,
complies with studies by Antras (2020), that hyper globalization was directly
associated with the expansion of GVCs, whereas slowbalization — with their
stagnation. As stated by the author, escalating nationalistic sentiments among societies
of advanced countries encouraged by the economic downturn and recent US-China
trade disputes and Brexit put into question the foundations of globalization.

Interestingly, another important measure of globalization, the stock of international
migrants, reached the peak of 280.6 million in 2020, nearly twice as much as in 1990,
with the highest annual growth rates in 2015-2020 (migration data portal 2021). Thus,
globalization hasn’t translated into a downward trend in international migrations so
far. Furthermore, both in terms of net inflows and outflows of FDI as % of GDP, the
2007 peak of 5.4-5.5% has never been recovered; similar trends were observed in the
case of portfolio investments (data world bank, 2021). The latter effect was mainly
triggered by risk aversion, macroprudential policies, and government bailouts
(Beck et al., 2020).

In respect of proliferation above of neoliberal macroeconomic agenda, it should be
noted that the Global Financial Crisis (2007-2008) didn’t reverse the downward trend
in the value of weighted mean applied tariff in the world trade — it dropped by 69.8%
since 1994 to less than 2.6% (macrotrends, 2021a). Tariff reductions were introduced
both within the WTO multilateral negotiation process and the proliferation of RTAs —
since 1986 cumulative number of RTAs in force has increased by more than 19 times
to 349 (RTA database, 2021). In regard to ICT development, it should be stressed that
since 1990 the total number of active Internet users worldwide has increased by 1.880
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times —from 2.5 million to 4.7 billion in 2020 (Statista, 2021), the power of processing
and memory capacity of computers used to double every two years (in line with
Moore’s law). In contrast, the cost of transmitting a bit of information through an
optical network decrease by half every nine months (Antras 2020). As argued by Fort
(2017), the ICT revolution enhanced fragmentation of value chains by MNEs due to
the possibility of organizing and managing production processes at a distance — for
instance, by separating design and manufacturing activities with the assistance of
computers and contract manufacturers within offshore locations.

According to the authors, the ratio analysis provided above suggests no
deglobalization trends, at least symptoms of slowbalization, as post-2008 ratios
recovered to early 2000s levels in respect of GVC trade, trade-in total as well as FDI
to GDP. However, the COVID-19 pandemic in 2020 and its implications may
complicate this picture.

According to recent WTO (2021) estimations, in 2020, world trade volume declined
by 5.3%, while GDP — by 3.8%, thus, the destructive impact of the COVID-19
pandemic proved to be smaller than expected, mainly due to the monetary and fiscal
response of national governments across the world. Nevertheless, globalization
processes have been jeopardized significantly for the second time within a decade,
this time, by a coronavirus and its numerous mutations, with nearly 180 million cases
and 4 million deaths reported to date (world meters 2021). Trade-distorting effects of
the COVID-19 pandemic spread throughout GVCs, starting with rising prices of
inputs imported by countries that manufacture final goods. The latter group of
producers suffers from rising costs and declining productivity of manufacturing
activities (Hayakawa and Mukunoki, 2021). The supply of final goods has been
reduced due to limited labor participation and mobility, and productivity.

In contrast, countries importing final goods experienced a drop in demand because of
lockdown measures and decreasing income. On the other hand, at least to some extent,
the trade-distorting effects can be offset. Manufacturing activities are maintained
when being performed at home - according to Dingel and Neiman (2020), this relates
to 22% of jobs in the manufacturing sector - however, it is limited only to selected
parts and components of finished goods. In this regard, ICT development proved to
be critical during pandemics to enable businesses and individuals to communicate,
organize home offices and purchase consumption goods online.

3. Discussion

Deglobalization - much ado about nothing? Deglobalization, conceptualized as a
process opposite to globalization, manifests itself through erosion of cross-border
interdependencies, integration processes, and interactions among the societies (Kim et
al., 2020), with the perception of the global market through the prism of declining
advantages and expanding set of risks, mainly in respect of manufacturing and trade
activities (Abdal and Ferreira, 2021). As pointed out by Bloom et al. (2020), there is
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also an essential technological context of globalization related to rising R&D
expenditures. Whereas there is still an upward trend in respect of speed of transmission
of information due to the development of fiber optic technology, it seems that returns
on such organizational and managerial innovations for MNEs that orchestrate GVCs
may gradually decline.

On the other hand, however, recent progress in industrial automation and robotics may
substitute for offshoring and lead to reshoring of GVC activities (Ancarani et al.
2019), while MNEs might opt for high automation within offshore locations when
considering domestic production factor prices (Rodrik 2018). This, in turn, would
threaten less developed countries (LDCs) in respect of reaping their cost advantages
by participating in GVCs. Nevertheless, it is non-consistent with empirical studies by
Artuc et al. (2018) and the World Bank (2020), according to which automation may
enhance MNEs’ productivity and economies of scale while inducing demand for
intermediate inputs from developing countries.

For instance, at first sight, 3D printing technology, trade-distorting proved to
positively impact productivity and input demand by MNEs (Freund et al., 2018). The
aforementioned technological novelties, e.g., automation, and robotics, may favor
better-skilled labor forces in LDCs and aggravate income inequalities. Furthermore,
digital platforms may select more significant market players in GVCs, able to collect
and utilize data on consumers at the expense of counterparts from developing
countries, thus, abusing market power and violating fair competition.

Digital innovations related to high-speed Internet and e-commerce proved to trigger
GVCs’ inclusiveness, considering reduction of entry barriers for smaller enterprises,
also from LDCs challenged by various infrastructure backwardness. On the other
hand, inventories and logistics management are enhanced by digital technologies,
favoring, next to services, manufacturing stages of GVCs (Antras, 2020). There is also
a massive potential for adopting machine learning systems, artificial intelligence, big
data, digital rating systems, and open distributed ledgers to mitigate information gaps
and distance in B2B and B2C relations (Brynjolfsson et al., 2019).

An upward trend in production factors’ prices within developing countries, e.g., rising
unit labor costs, resulting from massive FDI inflows by MNEs from advanced
economies, causes traditional advantages of the former to shrink, irrespective of
improving their productivity. This, however, doesn’t have to translate into
deglobalization, as MNEs facing deteriorating market conditions may consider
relocation of specific stages of GVC to other developing countries offering, for
instance, cheaper labor or more favorable environmental regulations (Belderbos and
Zou, 2006).

Taking into account sunk costs of GVC establishment, related to, e.g., relations-
specific arm’s length transactions between unrelated local small and medium
enterprises (SMEs) and MNEs, the latter are unwilling to exit the economy they’ve
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already entered (Kimura and Obashi, 2011), instead opting for a change in the profile
of their operations at a given location (Monarch, 2021), e.g., by reorienting to intra-
firm transactions to manage exchange rate fluctuations more effectively.

Moreover, while relatively inefficient intellectual property rights (IPR) regimes in
some developing countries offering cost advantages and market access do not
discourage MNEs from transferring technologies and operating there, expected
improvements and rising restrictiveness of regulatory frameworks in this field may
further enhance the spatial expansion of GVCs (Bilir, 2014). Similarly, the growth of
trade in services at a distance induced by structural transformation and technological
development potentially reduces the risk of globalization. On the other hand, however,
a downward trend observed in the aggregate world investment rate observed for the
last five decades, translating to, among others, reduction of trade in investment goods,
e.g., machinery and automotive, might reduce the contribution of work to world GDP
prospectively (Garcia-Santana et al., 2016).

There is also an important political context of deglobalization, related to the
intensification of trade protectionism at the expense of liberalization at multilateral
(e.g., series of impasses of Doha Round) and regional level (e.g., renegotiation of
NAFTA, US withdrawal from TPP and TTIP, Brexit, US-China trade war), new
waves of populism and nationalism (e.g., Trump, Bolsonaro, Orban, Kaczynski), anti-
globalist and anti-trade sentiments fueled by rising income inequalities both within
advanced and developing economies (Goldberg, and Pavcnik, 2007; Rodrik, 2020).

Fortunately, newly elected US President Biden declares a retreat from Trump’s
isolationism and protectionism in trade policy, which might weaken trends toward
deglobalization. On the other hand, eventual reshoring to domestic economies due to
uncertainty over US-China trade relations appears to be uncertain; instead, MNEs
would opt to relocate their GVCs to the other developing countries (Flaaen et
al., 2020). In an extreme scenario, political polarization may enhance fragmentation
of the global economy into opposite blocs and deglobalize GVCs.

4. Conclusions

The COVID-19 pandemic caused a significant drop in world trade and halted GVCs
in February and April/May 2020 due to lockdowns and related restrictions, with regard
to vehicle trade; however, it recovered to October pre-pandemic levels. Thus, the
COVID-19 crisis, if it appears to be temporary, will not enhance or speed up reshoring
and deglobalization in the shorter perspective. Nevertheless, in the medium- and
longer-term view, GVCs performance may be affected by a reluctance to personal
interactions and international travels, as well as relocation. In contrast, future location
decisions may include the aspect of spatial distance and related health risks. Due to
pandemic experiences, GVCs may become more regional or local, enhancing supply
security at the expense of productivity and efficiency (Shih, 2020; Gandoy and Diaz-
Mora, 2020; McKinsey, 2020).
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Thus, relocation to nearshore locations seems to be a more probable scenario than
reshoring MNE’s domestic economies. According to Zhan (2021), regional GVCs
would be shorter, less fragmented, and more concentrated regarding value-added per
stage.

Technological novelties studied in the paper would discourage offshoring decisions,
favoring mostly better-skilled labor forces within the developing world while leaving
poorer societies behind. This and more excellent recovery of stock markets compared
to real economies may further expand income inequalities across the regions,
disadvantaging losers of globalization, making them advocates and supporters of
deglobalization.

There is also an essential aspect of legal uncertainty among businesses caused by the
fact that regulatory restrictions concerning, e.g., prohibition of taking up and pursuing
economic activity in specific areas, restrictions on manufacturing, trade in goods and
services, often violate the exercise of constitutional freedoms and rights of financial
entities (Salter, 2020).

There is also uncertainty related to political and institutional dimensions of GVCs —
effects of cooperative programs and responses, e.g., the EU’ Recovery Fund,
distribution of vaccines across the globe, as well as investigation of the COVID-19
genesis may hypothetically fuel globalization, integration, and liberalization in favor
of GVCs expansion if being positive and successful, otherwise, would pave the way
to isolationism and deglobalization.

Considering the importance of GVCs in the world trade and gains from specialization,
governments should enhance GVCs’ resilience and stability by, among others, support
of risk management system, facilitation of investment, operational permits and
certification procedures, homogenization of norms, standards, and related logistics,
transport, and border procedures. However, a key challenge is to preserve gains from
specialization while stimulating competition and diversification across GVCs.
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