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Broader context

e An increase in commentary/attention/concern about the state of globalization,
raising the specter of a “retreat” or “backlash”
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Broader context (cont.)

We’ve been there before:
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From: League of Nations (circa 1932-3)

Current trends mild in comparison, though
the dropoff is more pronounced for FDI:
A “canary in the coal mine”?

Figure 4.1. “Slowbalization”
(Percent of GDP)

Foreign direct investment sharply declined after the global financial cnsis.
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Source: IMF staff calculations.




Sounding the early alarm: What’s at stake?

e Static gains: Gains from trade, gains from FDI, gains from GVCs

" (Arkolakis et al. 2012; Garetto 2013, Ramondo and Rodriguez-Clare 2013, Arkolakis et al. 2018;
Caliendo and Parro 2015, Antras and de Gortari 2020,...)

e Dynamic gains: Productivity spillovers or induced innovation

= Often mediated through forward or backward supply chain linkages (Javorcik 2003,
Harrison and Rodriguez-Clare 2010, Alfaro-Urefa et al. 2022,....)

e Geoeconomic fragmentation = foregoing these benefits

e Beyond purely economic stakes: Economic integration raises the cost of conflict
and war

= Casting an eye backward to the last major deglobalization episode (the Inter-War
period): A key reason behind the formation of the Bretton Woods institutions.




Summary of key points: “Geoeconomic Fragmentation
and Foreign Direct Investment”

= Greenfield FDI: |nCreaSing|y among Figure 4.6. Change in Outward US Foreign Direct Investment,
. oes . 2020:02-22:04 versus 2015:01-20:Q1
countries that are geopolitically aligned. (Percentage point deviation from aggregate change)
Decrease Sharper for C H N/ H KG US foreign direct investment partly shifted from less to more aligned countries.

compared to the rest of Asia.
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= Model-based assessments: Emerging and
developing economies likely to suffer more
severe welfare loss than advanced economies.

= Policy implication: “Keep one’s house in order”
— strengthen regulatory quality, remain open to
private-sector development — to navigate a
more uncertain and geoeconomically fraught
FDI landscape.




Comments

1.

Measuring FDI: Not easy to obtain comprehensive information on cross-
border direct investment.

= fDi Markets: Tracks reports of greenfield investment around the world.

= Decisions over new FDI projects should in principle be particularly sensitive to
shifts in geoeconomic risk, given the high sunk and fixed costs involved.

= But over time, as decisions over exit kick in, information on downsizing of
production and divestments will become increasingly important to assess the
full impact of geoeconomic fragmentation on FDI.

= More challenging to collect such information systematically:
Public announcements of exits? Unwinding of M&A stakes? Measures of
affiliate size/activity?

= A “call to arms” to think about creating such a database!




Comments

2. On the conceptual front:
= “Geoeconomic fragmentation”: Is this a polite synonym for polarization?

= |f so, geopolitical alignment should be thought of as an endogenous decision:
Which pole — the US, China, EU (maybe) — to align with?

= Economic linkages — particularly deep, longer-term engagements such as
FDI — could influence this alignment decision.

» E.g.: Does investment by China sway BRI countries toward their pole?

Worth thinking more holistically about the causality:

» E.g.: Examine “surprise” election results that lead to a change in
government and foreign policy stance.




Summary of key points: “Is US Trade Policy Reshaping
Global Supply Chains?”

= Approach the deglobalization phenomenon with detailed US product-level
import data

= US imports from China expanded between 2017-2022, but less so for tariff-
affected goods and strategic goods.

= China’s share in US imports have fallen = 5ppts.

(See also: Grossman-Helpman-Redding 2023)




Summary of key points: “Is US Trade Policy Reshaping
Global Supply Chains?”

= Decline in China import share.... Figure 3: 2017 and 2022 US import share by top ten countries
= Not accompanied by reshoring or All goods
diversification. § S
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indirectly coupled to China.




Comments

1. What's actually going on?

Eco I'Il‘ g‘fn ist = Menu Weekly edition The world in brief Q, Search v

26 Feb 2022

Finance & economics | Artful dodging

America’s tariff wall on Chinese
imports looks increasingly like
Swiss cheese

As avoidance booms, so does the trade deficit




Comments

1. What's actually going on?

= How much of this is pure trade re-routing, with minimal value added in the
transit country?

=  Sharpen the measures of third-countries’ linkages to Chinese supply chains:

> E.g.: Imports of goods from China that can be classified as intermediate
inputs?

= Future work: More direct evidence needed on...

trade flows from CHN to VNM, TWN, MEX
« production activity in VNM, TWN, MEX




Comments

2. Drawing out Big-Picture implications:
= How realistic a goal is full disentanglement of supply chains from China?

» Direct imports are easier to target with trade barriers, but not indirect
imports.

> Costly to police efforts at tariff evasion.

=  Will more geopolitically aligned countries (“friends”) stand to benefit?

Or will there be a role to play for non-aligned countries to intermediate trade
between China and the US?




To sum up

e The world is in the early stages of a “great reallocation” of economic
activity.

e Two timely and relevant papers sizing up the extent of this
reallocation — in FDI, in supply chains to the US — that can already
be discerned from the available data.

e Important trends that bear monitoring and vigilance, to guard against
the risks of even more severe fallout from geoeconomic fragmentation.




