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Geoeconomic Fragmentation
• Topic is extremely relevant:

– Despite great progress through globalization, peak with GFC? 
– Various reasons for slowdown, including maturing of supply chains
– However, policy trends have contributed to “slowbalization”   
– I agree with the authors of the first paper that geopolitical approaches to 

“de-risking” in supply chains threaten the liberal global order 
– Irony: before GFC, econ cooperation as carrot. Now, will there be friend-

shoring stick?
– The first paper focuses explicitly on “friend-shoring”
– Second paper focuses on trade in commodities and scenarios of 

geoeconomic fragmentation. 
– Each generates important insights

• In what follows I would like to:
– Make a few comments on the papers
– Add some of our own estimates of costs of GEF in terms of not only friend-

shoring but also near-shoring and reshoring using a CGE model.
– Given instructions, link to policy



Brief Comments on Both Papers

• Each paper underscores high costs of geopolitical 
fragmentation, particularly for the most vulnerable

• Not much on political economy in papers, but origins 
are not just about risk but domestic political priorities

• Each develops cutting-edge empirical approaches and 
offers insights for policy analysis

• Both add to growing literature on GEF
• Very refreshing that both papers also underscore the 

“limits” to their models/results 
• I will just give some brief comments on each paper 



Comments on Paper 1:
Economic Costs of Friend-shoring

• I enjoyed this paper: straightforward and rigorous
• Motivation is clear, given Secretary Yellen’s statement
• Difficult to define blocs, as is clear from the entire 

literature. But Bloc A a problem: Many who voted against 
Russia’s aggression at UN are not obvious US “friends”

• Still, the use of many definitions is useful
• Also useful to include both tariff and iceberg costs, as 

sanctions tend to be both
• Could subsidies also be included? E.g., IRA evolution….
• In friend-shoring results, some “neutral” countries benefit 

due to TD. Wouldn’t they also be punished, but less?



Comments on Paper 2 (1):
Fragmentation in Global Trade

• Interesting and carefully articulated model based on 
Fally and Sayre (2019) and Caliendo and Perro (2015)

• It walks through effectively a complicated framework
• For data: Eora26 and MRIO, commonly used
• Applications underscore importance of granular data for 

commodities:
– one exercise that shows negative effects on LICs: world moves to 

autarky and losses to LICs would be double and for others 4-25%  

• Methodological contribution is important; scenarios are 
illustrative but useful to think about them:



Comments on Paper 2 (2):
Fragmentation in Global Trade

• Scenarios:
– A, B and C: barriers prohibit trade in energy, agr., and ‘high-tech’
– Strat dec: isolation of Russia by US, EU and barriers to US+EU and 

China in high tech
– GEF assumes barriers on all trade between US+EU and China+Russia; 

other countries forced to join groups based on trade shares
– Results are expected but the numbers higher with data disaggr.
– Strat dec: AEs lose in s-r, less so in l-r; LICs gain from trade diversion
– Very large losses under GEF, especially for LICs (commodity trade)

• Interesting scenarios and results. Questions:
– Third-country effects with Strat decouple?
– Unlikely countries join groups based on trade intensities (Australia with 

China?)
– These scenarios are illustrative, but….



Additional Work

• Peter Petri, and I recently published a paper with ADB on 
GEF with a focus on East Asian value chains*

• We use a CGE model (WTO’s GTM, which we will no 
doubt see next section with Eddy’s paper) and MRIO

• Useful to add here because in addition to friend-shoring, 
we include reshoring and near-shoring

• No time to go through model but I will review the approach 
and results that complement this session’s papers

• Focus on ASEAN as a set of open, developing econ

*Petri, Peter A. and Michael G. Plummer, Scenarios for a Global New 
Normal and ASEAN Value Chains, March 2023)



Scenarios
Scenarios Key policy measures

New Normal

Russian war NATO+ applies 40% AVEs, export taxes + 10% costs to Russia

High resource prices Long-term resource prices up ~20% over 2021

Global slowdown IMF projection revisions (approximately as model predicts) 

De-globalization

Re-shoring Large countries apply 15%/7.5% AVEs

Near-shoring Eight large regions apply 15%/7.5% AVEs

Friend-shoring US-led, China-led blocs apply 15%/7.5% AVEs to each other, half 
those levels on neutral countries



De-globalization scenarios: real income 
(percent change in 2035)



De-globalization scenarios: exports
(percent change in 2035)



De-globalization: GVC participation effects

De-globalization: GVC participation          Cooperation: GVC participation
(percent change in 2035)                                            (percent change in 2035)



De-globalization takeaways
• Deglobalization has widespread, negative effects

– Virtually all regions lose
– Worst: near-shoring scenario for smaller open economies
– Least bad: friend-shoring for large, well-connected blocs

• Trade effects follow income effects, 2x – 3x larger
• Sensitive to design—risky unintended consequences
• With GVCs products cross borders multiple times so they are 

unusually sensitive to trade barriers. 

• De-globalization scenarios harm GVCs, reducing GVCs share of 
trade by 5-10 percent

• Generally echoes the results of the two papers that GEF has 
significant negative economic effects, especially on open 
developing economies 

• In sum, strategic issues are important: but given economic costs 
and unintended consequences, keeping “de-risking” limited and 
coupled with cooperation elsewhere would be best! 


