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INTRODUCTION

The 20th century was a century full of events that completely changed society, politics,
and economy all around the world as Eric Hobsbawn (1994) defined it as the “short
century”. The two World Wars had severe consequences and the affirmation of capitalism
shaped the development of the political and economic framework. International trade,
which stopped due to the global conflicts, rose again in this new modern world where the
separation between North and South seemed similar to the one existing between the
Western World and colonies, but just in the beginning. As a matter of fact, the world
experienced the so-called “hyperglobalization” (Subramanian and Kessler, 2013) that
brought a huge increase of FDI outflows from developed economies to developing
economies. Multinational companies were attracted by low wages and regulations that
were allowing more room to operate, differently from their home countries.

What happened is a reorganization of the international division of labor with low
skill tasks being performed in developing economies and high skill tasks being kept in
developed economies where the headquarters of MNEs are. This has triggered the
formation of global value chains that, according to the OECD, “have become a dominant
feature of world trade, encompassing developing, emerging, and developed economies™?.
The emergence of GVCs has allowed an unprecedented increase in trade, especially of
intermediate goods, and went hand in hand with the cost decrease of transports and
communication, connecting the whole world.

However, this era of constant improvement for global trade ended in 2008 when
the Financial Crisis hit the whole world, showing that global trade networks entail high
interconnection that can help the diffusion of shocks. The crisis crossed the Atlantic
Ocean and became a global issue that hit Europe severely. Globalization and the GVC
framework survived the crisis and global trade managed to recover, only to be hit again
by the Covid-19 pandemic at the beginning of 2020. The virus caused the decrease of
movement of goods and people and supply disruptions, as some plants had to close due
to the enforcements of lockdowns in many countries. Once again, the globalized world
felt fragile and vulnerable.

In the midst of this situation, in the last years, offshoring activities and foreign

direct investments do not seem an obvious and advantageous choice for MNEs like it was

! https://www.oecd.org/sti/ind/global-value-chains.htm
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in the past. The need to have more control on activities and the supply chains have brought
companies to evaluate potential relocations of previously offshored tasks to their home
country or region. This approach has been named “reshoring”, opposite to offshoring. As
early as 2013, The Economist has documented the implementation of such kind of
strategies by firms like Google, General Electrics, Ford, and Apple. Moreover,
governments started to look at reshoring as an opportunity to create new jobs in the light
of higher unemployment after 2008, and to restore the industrial capacity that the Western
World had lost during the wave of offshoring activities. More recently, reshoring has
become a potential geopolitical matter to secure key assets for which states do not wish
to rely heavily on global rivals.

As we are in a pivotal moment for global economy and reshoring is acquiring
importance in the academic, business and political fields, this thesis has four aims:
defining reshoring, understanding the causes and origin of the phenomenon, evaluating
its scale and reviewing its use in policies. Reshoring is a recent trend, and it needs to be
analyzed and evaluated carefully, in order to neither underestimate nor overestimate its
importance nowadays. Nevertheless, it is also important to underline that conclusions
drawn now can become outdated in the next years as the international situation (both
economically and politically) could change rapidly. The future scale and developments
of the phenomenon will depend on various factors that span from the geopolitical situation
to the diffusion of technologies such as Al and 1oT.

The thesis is composed by three chapters. The first one deals with the historical
evolution of international trade as we know it today and globalization, with its different
phases starting from the 19th century, the development of international trade theories, the
definition of fundamental concepts such as global value chains and the international
division of labor, and the analysis of the recent disruptions. The second chapter reviews
the definitions given to the phenomenon of reshoring and the difference between
nearshoring and backshoring, it also examines the weaknesses of offshoring strategies
existing before and rising after the pandemic, finally a quantitative analysis is needed to
understand the scale of the phenomenon using the European Reshoring Monitor database
and data on FDI, trade of intermediate goods and trade in value added. The third and last
chapter focuses on the importance that governments are giving to reshoring, trying to
stimulate companies’ relocation to the home country, also in light of the concept of
strategic autonomy. To conclude, the last paragraph reviews the main drawbacks and

critiques of reshoring according to many organizations and academics.
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CHAPTER 1: STAGES OF GLOBALISATION

As this thesis will focus on the phenomenon of reshoring and its consequences, and also
the policies that are around it, we first need to take a look at the underlying theoretical
and historical foundations of international trade. In other words, it is necessary to
understand how globalization came to be, how it developed in the past and its current
state. We need to understand how and why global trade has grown the way it did, which
phenomenon sparked (like global value chains, offshoring etc.) in order to arrive to the
trends of nowadays. Understanding the past of international trade helps us analyzing the
contemporary situation and its features and trends. In this regard, Baldwin’s scheme of
dividing globalization history in various “unbundlings” (Baldwin, 2006) is helpful in
evaluating the characteristics of different periods of time starting from the 1800s.
Baldwin’s work also gives us an insight to what the next step will be, named by him
“Globotics” (Baldwin, 2018), where recent technological developments play a huge part
in changing the paradigms of global economy. It is also interesting to see how the recent
shocks of Covid-19 and the clash between the West and Russia will play, or have already
played, a part in the future of global economy.

The historical analysis has to come hand in hand with its theoretical counterpart.
The development of international trade finds its explanation in the theory of comparative
advantage, Heckscher-Ohlin model, and many others academic contributions on the
subject. Strictly connected to the evolution of trade is the international division of labor

that will be the basis to our assessment of the phenomena of offshoring and reshoring.

1.1 History of globalization

The word “globalization” has become of popular use in the last three decades, even
though, according to James and Steger (2014), it is a neologism that dates back to the
1930s. The word has entered a dictionary for the first time in 1961 when it was defined
in the Merriam-Webster Third New International Dictionary. According to this dictionary
nowadays, globalization is defined as “the development of an increasingly integrated
global economy marked especially by free trade, free flow of capital, and the tapping of
cheaper foreign labor markets2. This definition clearly focuses on the economic aspect

of the phenomenon, while Cambridge Dictionary also offers definitions that take into

2 https://www.merriam-webster.com/dictionary/globalization
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account other dimensions of globalization more broadly. One of them define the word as
“the development of closer economic, cultural, and political relations among all the
countries of the world as a result of travel and communication becoming easy”3.
According to this definition then, globalization is a vaster concept, and it does not include
just global trade. Also, Mittelman (1995) defines it as “compression of the time and space
aspects of social relations, a phenomenon that allows the economy, politics and culture

of one country to penetrate another” (p.273).

Figure 1. Use of the word “Globalization”

Source: Google Books Ngram Viewer*

As we can see from Figure 1., the use of the word has started in the 1980s and
exponentially increased during the 1990s and early 2000s. Of course, as many can
imagine, globalization as a phenomenon actually started way before its conceptualization
(James and Steger, 2014).

Before understanding its different phases, we should first point out the time period
when it started being the process that we defined. In their studies, O’Rourke and
Williamson (2000) mention various academic points of view for the “birth” of
globalization: some scholars date the spark that ignite the process of global economy back
to the discovery of America in 1492 and the circumnavigation of Africa by Vasco da
Gama in 1498 (Bentley, 1996). Many disagree on this, but some other scholars go even
further back to the 13th century claiming that in that period there was “an international
trade economy (...) that stretched all the way from northwestern Europe to China” (Janet
Abu-Lughod,1989, p. 8).

®https://dictionary.cambridge.org/it/dizionario/inglese/globalization
“nhttps://books.google.com/ngrams/graph?content=globalization&year_start=1930&year_end=2
018&corpus=26&smoothing=3



Even though we should not ignore international exchange of goods in that period,
O’Rourke and Williamson’s analysis rationally establishes why we cannot consider
globalization to be born before the 1800s. According to them, the growth of commerce
between the 16th and 18th century is by no means proof that globalization was already
happening because “the only irrefutable evidence that globalization is taking place (...)
(is) what we will call commodity price convergence” (p.4). Before the 1800s, there is no
evidence of price convergence and global trade was mainly focus on non-commodity
goods such as silk, precious metal, spices etc. Meanwhile, O’Rourke and Williamson
report that there is price convergence starting from the 19th century: as an example, wheat
price in Liverpool was 57.6% higher than in Chicago in 1870, while in 1912 it was higher
by 15.6%. They even claim that these estimates understate the price convergence
happening in that period of time.

Having established that globalization started in the 19th century, we can then
understand how it developed in the different time periods. To do so, we can follow
Baldwin’s work (2006) that theorized different “undbundlings”, as he calls them, of

globalization.

1.1.1 First Unbundling

According to Baldwin (2006), the first wave of globalization came around 1850s. First of
all, what sparked the first wave was the steam revolution which brought faster
transportation and increased productivity starting from the Industrial Revolution in the
18th century (Baldwin, 2016). The first wave of globalization presented peculiar
characteristics that are really different from the ones that are shown nowadays. The first,
and probably the clearest one, is the industrialization of the North of the world (Europe
and North America) at the expenses of the South (mainly Africa and Asia) which
deindustrialized (Baldwin and Martin, 1999). This process came as a consequence of the
Industrial Revolution: according to Baldwin and Martin, the acceleration of the
Revolution brought the need for better transportation as supply kept increasing. Better
transportation meant the construction of the first railways, which increased the speed of
trade by land, and oceanic routes getting faster thanks to steam-driven ships, increasing
the speed of trade by sea, even though the latter change was not as abrupt as the former
given the lack of coal sources (Baldwin, 2016). Moreover, speed of communication

increased as well, relatively to the period, thanks to the invention of the telegraph.



Baldwin (2006) underlines four other features apart from the industrialization of
the North and deindustrialization of the South: i) the world experienced a huge income
divergence between North and South due to the Industrial Revolution and economic
growth happening just in Europe and North America; ii) international trade of goods and
factors grew exponentially until the two World Wars; iii) connected to the income
divergence, the North experienced the beginning of economic growth while the South
remained stagnant; iv) urbanization in Northern cities erupted.

Figure 2: Decline of trade costs.

Real trade costs (1860 = 100)
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Source: Baldwin (2016)

According to O’Rourke and Williamson (2000), this period shows the traits of the
model developed by Eli Heckscher and Bertil Ohlin at the beginning of the 20th century:
trade was based on the differences between factor endowments and led to price
convergence between trading partners (p.6), just like they mentioned with the example of
wheat price in Liverpool and Chicago.

The period of time characterized by these features, going from 1850 to 1914 is
named by Baldwin (2018) “Globalization 1.0”. Of course, this globalizing process was
momentarily stopped by the First and Second World Wars. After WWII, global trade fell
to levels comparable only to the ones in the early 19th Century (Vanham, 2019). The end
of the War meant that a new global order was born, and the second wave of globalization



started. This second wave had some different characteristics: the South started to
industrialize; the income divergence stopped and actually reversed showing some traits
of convergence while the North was experiencing internal divergence; finally, Southern
cities started to grow just like Northern cities did in the first wave (Baldwin, 2006).

Baldwin (2018) calls the post-WWII period “Globalization 2.0”: trade was
accompanied by complementary policies and a global governance (which was absent in
the first wave) arose in the shape of the UN, WTO, IMF, World Bank, GATT etc. It is
important to underline that during this period transportation and communication costs
experienced a drastic decrease, lowering again trade barriers, like tariffs, (Baldwin and
Martin, 1999) which is completely opposite to what happened in the aftermath of the
Great Depression (Baldwin, 2016) happening in 1929.

This new acceleration of globalization is mainly due to the drastic drop in
communication and transportation costs: by 1970, relatively to 1930, the cost of sea
freight dropped by more than 50%, passenger air transport cost was lower by more than
75% and the cost of international calls was a tenth of what it was®. In particular,
transportation costs decreased as containers revolutionized shipping making it cheaper,
more reliable and faster also thanks to the standardization of procedures in ports all over
the world (Badlwin, 2016).

1.1.2 Second unbundling

The second unbundling, or “Globalization 3.0”, is a crucial step for the aim that this thesis
has: in the mid-80s, a “revolution” of production networks began (Baldwin and Lopez-
Gonzalez, 2013), meaning the birth of North-South production, in other words,
offshoring. Subramanian and Kessler (2013) also call this period “hyperglobalization”
and distinguish several characteristics (p.3): the rapid rise in trade integration, the
importance of services, the embrace of openness, similarity of North-to-South trade and
investment flows also in the other direction, the rise of China as a mega trader, the spread
of regional trade agreements, and the definitive decline of trade barriers but still high
barriers for services. Between 1983 and 1989, FDI increased at annual compound growth
rates of 28.9%, world income increased by 7.8% and global trade by 9.4% (Graham and

Krugman, 1993). Until this period, most of the trade was happening between rich

% Source: https://ourworldindata.org/trade-and-globalization
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countries and a good portion of it was intra-industry trade. As factories started to “cross

borders”, North-South trade became very similar to North-North trade (Baldwin, 2016).

At this point, it is important to describe the different ways a firm can enter the
global market as distinguished by Root (1994).

1)

2)

3)

4)

5)

Exporting can be considered as the starting point for a firm that wants to
globalize. It merely involves the sales of goods abroad. It can be either indirect
(if the firm relies on a third party like a distributor in the foreign market) or
direct (if the firm is actively involved in activities like marketing and
logistics).

Licensing is a contractual agreement for which the firm allows a foreign firm
to use its technologies, logos and production process.

Franchising is similar to licensing; however, the firm exerts more control on
the franchisee and gives it a Kkickstart. A typical example is the fast-food
industry

Joint ventures are firms that are owned by two or more investors who share
ownership and control over property right and operations®. To enter the
Chinese market, big companies like Starbucks decided to enter via a joint
venture with Chinese entities. Joint ventures can be the right choice for
scouting the market, navigating in a new legal system and so on’.

Companies can decide to directly own new plants abroad either with a
brownfield or greenfield investment: the former is simply the acquisition of
an already existing production plant, the latter is the establishment of a brand-
new facility abroad. This kind of entry strategy can be defined as foreign direct

investment.

Reinert (2012) distinguishes three categories of strategies, depending on their

nature: exporting, contractual and investment. Depending on the desired level of

commitment and the acceptable level of risk, each strategy has its own pros and cons, and

every company should analyze the situation in order to proceed with the most fit
alternative (Christian et al., 2016).

® Source: https://www.fao.org/3/w5973e/w5973e0b.htm
" Source: https://www.china-briefing.com/news/setting-up-joint-venture-china/
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In this period, it is clear the rise of global value chains and the fragmentation of
manufacturing with the chains extending from high-tech to low-wage countries and vice

versa (Baldwin and Lopez-Gonzalez, 2013).

Table 1

1988-91 1992-95 1996-2000 Change
High and increasing intra-industry trade
Czech Republic n.a. 66.3 774 11.1
Slovak Republic n.a. 69.8 76.0 6.2
Mexico 62.5 744 734 10.9
Hungary 549 64.3 72.1 17.2
Germany 67.1 72.0 720 5.0
United States 63.5 65.3 68.5 5.0
Poland 56.4 61.7 62.6 6.2
Portugal 524 56.3 61.3 8.9
High and stable intra-industry trade
France 759 77.6 77.5 1.6
Canada 73.5 74.7 76.2 2.
Austria 71.8 74.3 74.2 24
United Kingdom 70.1 73.1 73.7 3.6
Switzerland 69.8 71.8 720 2.2
Belgium/Luxembourg 77.6 71.7 714 6.2
Spain 68.2 72.1 71.2 3.0
Netherlands 69.2 704 68.9 0.3
Sweden 64.2 64.6 66.6 24
Denmark 61.6 63.4 64.8 3.2
ltaly 61.6 64.0 64.7 3.1
Ireland 58.6 7.2 54.6 4.0
Finland 538 53.2 539 0.1
Low and increasing intra-industry trade
Korea 414 50.6 575 16.1
Japan 37.6 40.8 47.6 10.0
Low and stable intra-industry trade
New Zealand 372 384 40.6 34
Turkey 36.7 36.2 40.0 33
Norway 40.0 375 37.1 2.9
Greece 428 395 36.9 -5.9
Australia 28.6 20.8 2.8 1.2
Iceland 19.0 19.1 20.1 1.1

Source: OECD Economic Outlook 71 (2002)
As we can see from Table 1 above, starting from the end of the 1980s, intra-

industry trade has constantly increased for OECD countries whose factories were taking
advantage of lower costs in developing economies. This meant a huge increase of the
importance of those countries (Baldwin especially highlights the role of China, Korea,
India, Indonesia, Thailand and Poland), both in terms of trade and of manufacturing in
the global economic scenario, and a clear-cut difference from inter-industry trade that
characterized the first two waves. As a natural consequence, the percentage of global
trade and GDP of G7 countries fell as we can see from Figure 3. Baldwin and Lopez

Gonzalez point out that it is also interesting to notice that policy-wise, this change meant
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that developing economies were now welcoming trade openness and attracting
multinational companies looking for a way to cut production costs. Protectionism became
perceived as harmful for developing economies trying to appear advantageous for
Western firms. Bilateral Investment Treaties grew even though they meant constraining

the sovereignty of countries receiving the capital flows (Baldwin, 2016).

Figure 3
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Source: Baldwin and Lopez-Gonzalez (2013)

The emergence of global supply chains introduced concept such as 12P (importing
to produce), 12E (importing to export) and value-added trade (Baldwin and Lopez-
Gonzalez, 2013). These concepts describe how many final goods go through a global
process before being sold. The value added of the final good comes both from the home
country of the company and from abroad. Nevertheless, it has to be said that in that period,
North-South trade was still concentrated in a few specific sectors, especially electronics
and electrical machinery (Baldwin, 2016).

All these changes did not affect just trade and production processes but went hand
in hand with increasing internationalization of financial transactions: Farrell and Newman
(2019) point out how the financial world has been one of the first networks to be
transformed and it facilitated international operations with tools such as the SWIFT and
dollar clearing system. This allowed for the development of a faster and easier network
for banks around the world.

According to Baldwin (2016), the spark that ignited the second unbundling was
the ICT Revolution that meant the spread of information and possibility to communicate
at speeds that were unimaginable before it. The popular spread of telecommunication and
internet allowed more rapid and easier collaboration among people working in various

different places. Between 1986 and 2007, information storage capability increased
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globally at a rate of 23% per year, telecommunication grew 28% per year and computation
power increased by more than 50% per year. Baldwin adds that the possibility to relocate
factories was also made possible by the development of air cargo. Differently from
containers, air cargo does not imply cheaper costs, being much more expensive than sea
transport, but it allows very fast exchanges of goods. This gives the possibility to
offshoring firms to fix potential problems in a matter of days rather than weeks or months.

If the first unbundling was characterized by a huge income divergence between
the North and the South of the world, the second one was the scenario for a remarkable
global income convergence. By taking a look at Figure 4 by Milanovic (2012), it is
possible to identify two groups of winners of the period that goes from the Fall of the
Berlin Wall to the Financial Crisis of 2008: the first one is the class of those belonging to
the top 1%, seeing an increase of 60% of their real income; the second group is the middle
class of emerging economies, especially China, India, Brazil and Indonesia. This group,
also called by Milanovic “emerging global middle class”, experienced an 80% real

income increase over two decades.

Figure 4, Change in real income between 1988 and 2008 at various percentiles of global

income distribution

a0

Real increase

Percentile of global income distribution

Source: Milanovic (2012, p.13)
Unfortunately, just like the first unbundling, also this phase of globalization has

its losers. We can see from the figure that the biggest losers were the ones between the

75th and 90th percentiles: Milanovic identify in this category people from Africa, South
11



America and former Communist countries. Milanovic goes on saying that this “confirm(s)
the failure of these two parts of the world to adjust well to globalization, at least up to the
early years of the 21st century” (p.15).

In terms of poverty, Baldwin analyzes that, in absolute terms, people living under
the poverty line actually rose, but Globalization should not be blamed for that: the reason
Is that population grew in nations that were already poor. Meanwhile, and that goes hand
in hand with Milanovic’s findings, countries that are identified as “upper-middle” income

countries experienced an exponential drop in poverty.

1.1.3 The last 15 years and “Globotics”

Globalization seems to have gone through some changes and more of them are expected
to come in the following period. FDI have experienced a decrease because of the 2008

financial crisis and then again because of the COVID-19 pandemic (Figure 5).

Figure 5, FDI Flows, OECD is highlighted

. Source: OECD data®
The spread of these disruptions is the clear example of how integrated and

interdependent the economies of different and distant countries are. As Farrell and
Newman (2020) underline, the lack of insulation of economies can spark chain reactions
that may have negative impacts on the whole global economy. This makes policy making
more difficult than ever before as governments have also to think about how their

economy is integrated in the global system. This state of constant interdependence can

8 https://data.oecd.org/fdi/fdi-flows.htm
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cause tensions and overreactions among countries that could lead to detrimental results.
Farrell and Newman, for example, speak of the attempt of a “great decoupling” of US
economy from Chinese imports but according to them this would mean not even
understanding the possible consequences of such a move. They claim that “the world’s
powers are enmeshed in financial, trade, and information networks that they do not fully
understand, raising the risk of blunders that could set off dangerous conflict”.

In a situation that does not feels safe as it did at the beginning of the century, some
argue that instead, we are going towards a regionalization of trade and economic
integration. Research conducted by Legge and Lukaszuk (2021) showed empirical proof
of some patterns that are emerging in world trade nowadays: the data does not show any
evidence that regionalization is happening, actually trade distance has increased in the
last decades due to the massive increasing importance that China has in commercial
exchanges. However, from February 2020, trade among countries within the same
continent increased significantly while geographic distance of imports fell. Of course,
Covid is the main factor in this change and there is no certain expectation about the future
trends, however this is interesting considering that the number of regional trade
agreements have increased from less than 100 at the beginning of the millennium to
around 500.

With the increasing interconnections of economies, firms and societies, the
process of innovation diffusion (started during the second unbundling as a result of
offshoring of firms) goes hand in hand with globalization. A study by Skare and Soriano
(2021) has proved that globalization is able to affect technological penetration and
innovation. Economies that are more open are more likely to experience a boost in
productivity and lower the barriers to technological adoption. The aspect of recent high-
tech development is a fundamental variable for the future of globalization. According to
Baldwin (2018), we are on the verge of a new wave, Globalization 4.0: the ICT revolution
broke down barriers during the second unbundling, allowing factories to relocate
elsewhere due to lower costs, including, and especially, wages. Now communication
technology have become so advanced that the next step is going to be the tearing down
of barriers in the service sector. Baldwin claims that technology will make remote
workers feel less remote and we have already been forced to see this new way of working
especially in the early stages of the Covid-19 pandemic. During the first trimester of 2021

in Italy, it has been estimated that more than 5 million of workers worked remotely and
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89% of big firms will keep home working as a possibility for the future®. The workers in
the service sector in developed economies will be affected by new challenges just like
workers in manufacturing from the 80s. As a matter of fact, Baldwin, in his book The
Globotics Upheaval (2019) warns about the disruption that the middle class, or white-
collar workers, will experience because of the technological developments that have
happened already and will happen in the future. In this case, when we talk about
technological developments, we are talking of artificial intelligence, robotics,
telepresence and so on. This means that, just as blue-collar workers have been harmed by
the development of globalization in the 20th, white collars could be harmed in the same
way: China and India with their vast population (the latter has also a relevant portion of
English speakers) could become destination for offshoring services. It will not be a
sudden change, it will be more like, as Baldwin puts it, the “iPhone infiltration™: “Globots
will take over professional and white-collar jobs in the same incremental, unreflected way
that iPhones invaded our lives” (p.197). This creates a very dynamic environment of job
creation and job destruction, and Baldwin states that there is data confirming that this is
already happening in the information sector in the US, with more people losing their job
than getting hired since 2015.

Baldwin suggests to potential affected workers to have jobs that cannot be
replaced by these technologies, even though this is not easy of course. Baldwin is still
optimistic towards globalization and believes that it will increase general wellbeing, but
governments should play a part in order to prevent a possible turmoil caused by these
changes. We will see later on that governments have already many challenges, as it has
become increasingly clear that some strategic assets (like medical supplies,
microprocessors, semiconductors, etc.), mainly produced abroad, needs to be secured in
order to prevent supply disruption. On top of that, many started to doubt the authority and
importance of nation-states: back in 1993, Kenichi Ohmae believed that they have
become “unnatural”, and we should think more about region-states whose borders are

drawn by the “invisible hand of the global market for goods and services” (p.78).

® Source: https://www.osservatori.net/it/ricerche/comunicati-stampa/smart-working-italia-numeri-trend

14



1.2. Evolution of International Trade Theory

1.2.1 Classical Trade Theories

In order to proceed the analysis, it is useful to recall the theoretical foundations of global
trade starting from classical theories. Adam Smith introduced the concept of absolute
advantage in 1776: the Scottish scholar proposed an alternative to the main school of
thought in that period, mercantilism. Smith based his thought on international trade on its
theory about division of labor: more specialization means more output with the same
amount of labor, meaning that there are quantitative but also qualitative gains. If a state
trades with a foreign market, that can be seen as a sort of extension of the domestic one
and in turn of division of labor. Following this reasoning, states specialize in whichever
output they have lower production costs to produce, which means that the
competitiveness of a country in international trade is dictated the same way it is in
domestic markets, by price advantages (Schumacher, 2012). Everyone would benefit
from trade and the subsequent division of labor.

The subsequent evolution of international trade theory is comparative advantage
by David Ricardo: the Portuguese economist fundamentally believed, just like Smith, that
trade between two countries make both of them better off. The key idea is that a country
should export goods over which it has a comparative advantage. Even though developed
countries might have an absolute advantage in producing every good, they should still
specialize in something which makes trade possible even for countries that lag behind on
technology and productivity. Ricardo explains this concept with the traditional example
of England producing cloth and Portugal producing wine: if England requires 100
workers to produce cloth and 120 to produce wine, then England should specialize in
producing cloth even if Portugal requires 150 workers to produce wine. As long as
Portugal needs less workers to produce wine than to produce cloth, then Portugal has a
comparative advantage when it comes to producing wine. This simple example is to
explain that for both England and Portugal, it is beneficial to trade with each other while
specializing on what they can produce more efficiently (Irwin,2017). Even though this

theory is more than 200 years old, it is still valid, mathematically correct and can also be
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highly explanatory as a study by Costinot and Donaldson (2012) proves: the findings of
this research, using data from the agricultural sector in 1989, support Ricardo’s ideas.

The next step is the extension of the classical theories, like the Heckscher-Ohlin
model, developed at the beginning of the 20th century by two Swedish economists. As
Leamer (1995) claims, the key assumption of the model is that commodities, when traded,
can be seen as “bundles of factors™: land, labor, and capital. The two Swedish economists
went deeper than Ricardo in finding what determines comparative advantage which is
explained by factor endowments (Carbaugh, 2018). The different distribution of these
factors is what drives trade of different commodities: exchange is driven by the fact that
some goods need determined factors to be produced, these factors cannot be moved so
countries import goods derived by factors in which they are scarce. The different factor
endowments cause different prices of both inputs and final products, which is the
foundation for comparative advantage and consequently for trade. According to the
model, the price of products should converge between two countries with no trade barrier,
and this leads to factor price convergence. As a matter of fact, O’Rourke and Williamson
(1999) state that in the 19th century, with rapid transport cost decline and trade openness,
evidence that the Heckscher-Ohlin is a valid theory is clear. This is also because in that
period, trade of commodities really started since trade in previous centuries dealt mainly
with very high value. According to the model then, in the 19th century, developed nations
imported raw materials from colonies and undeveloped countries which in turn they used
to produce final goods. However, they add, because of the role that technology started
playing in the 20th century, and the minor role that now agriculture has in developed
countries, it is difficult to assess how well the model works nowadays. In any case, if we
follow the rationale of the model, we can see trade patterns like the one between China
and Western countries: China is abundant of low skill labor and has relative scarcity of
high skill workers, vice versa Western countries have less unskilled workers (also due to
the smaller population) but are relatively abundant of skilled workers in scientific and
engineering fields. For this reason, and the trade patterns of the last decades confirm this,
Western countries tend to import goods that do not require high skill to produce (clothing,
electronic equipment, etc.), meanwhile China imports goods like aircrafts, chemicals and
other products that are result of skilled labor (Carbaugh, 2018).

The Stolper-Samuelson Theorem adds new aspects into the picture and it’s the
natural continuation of the Heckscher-Ohlin Model. In this theorem we can see how trade

creates its own losers and winners, just as we have seen previously with what happened
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with globalization. Stolper and Samuelson (1941) assume the key message of the H-O
Model that countries export goods produced with the factor which they are abundant of,
this causes price convergence even though it can’t be a complete one since the result
would be no trade at all. What they add is that the export of goods relatively cheap to
produce increases the price of the resources involved in their production. This is because
the demand for them has increased due to the trade with foreign countries. Higher demand
and prices for these resources mean that the income of the owners of these resources
increases at the expense of the owners of scarce resources. This means that free trade is
not beneficial to all society and that someone will suffer from the increased income of
others. Stolper and Samuelson conclude their article by stating that “the harm which free
trade inflicts upon one factor of production is necessarily less than the gain to the other”
(p.73) and subsidies and redistribution policies can be useful in order to make everyone
better off.

It is interesting to add that in 1953, Wassily Leontief tried to empirically prove
the Heckscher-Ohlin model, but his findings were actually unexpected and became
known as the Leontief’s paradox. What he discovered was that U.S. exports were less
capital intensive than U.S. imports which contradicted the predictions about factor
endowments that Heckscher and Ohlin proposed. The subsequent studies about this
question resulted in mixed conclusions but the main argument has been that the
Heckscher-Ohlin model is successful when it comes to trade between developed and
underdeveloped economies. Moreover, it also depends on our definition of capital which
can include human capital (Carbaugh, 2018).

1.2.2 Modern or Firm Trade Theories

All the theories described until now have dealt with inter-industry trade, so they have not
explained the possibility of exchanging intermediate goods within the same sector. As
globalization and new trade patterns developed, new theories came along.

One of the first who tried to scientifically explain the concept of intra-industry
trade was the Swedish economists Steffan Linder (1961). Linder started to formulate his
hypothesis not from a supply perspective but from a demand perspective. What he claims
is that “the more similar the demand structures of two countries, the more intensive,
potentially, is the trade between these two countries” (p.94). Moreover, he adds that

“similarity of average income levels could be used as an index of similarity of demand
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structures” (p.94). The “Country Similarity Theory”, as it has been called, could be a
solution to the Leontief’s paradox: taking for example the U.S., according to Linder, it
makes sense that American exports are more labor intensive than its imports as they are
exchanged among countries with similar factor endowments. To make another example,
if we follow this reasoning, we can understand why there is trade of different car brands
among Western countries. If we followed only classical theories, it would not make sense
that a country like Germany exports and imports similar kind cars at the same time. Linder
also adds that demand structure is also influenced by culture, language, geographical
position and so on, which further explains why Western countries trade among
themselves.

Another theory being developed in the sixties was Vernon’s product life cycle
theory (1966): Vernon introduced new assumptions and concepts in order to improve on
the limitations of classical trade theories. First of all, he focused on the role of product
development, which is performed by developed countries that, as a result, produce high-
income and labor-saving goods. These new products are initially produced in the country
where they have been developed; the product “matures” and when it becomes “standard”,
cost savings become important to make a profit, so production plant are relocated in low-
wage countries. This theory is an explanation of possible trade patterns involving
intermediate goods exchanged between high-income and low-income countries. A study
by Mullor-Sebastian (1983) provides evidence that industrial groups behave in the world
market as predicted by the product life cycle theory.

As it can be noticed, differently from the classical trade theories, after World War
I1, academics started to take into consideration the role and behavior of firms, especially
multinational enterprises. As Helpman (1984) wrote, “existing general equilibrium
theories of international trade have been developed without explicit treatment of the
multinational corporation” (p.452). In his work, Helpman takes into consideration aspects
like R&D and marketing, which are inputs that can be located elsewhere with respect to
the production plants. He also underlines the fact that, when it comes to the choice of the
location of the production stages, firms consider the possibility of achieving economies
of scale which can be a crucial factor. The choice can be affected by the presence of
external economies of scale which are determined by the size of the industry and not by
the size of the firm (Krugman et al., 2012). The external environment is important because
of possible spillover effects, labor pooling, specialized suppliers and so on. Thus, when

we add external economies of scale into the equation, we have a different result with
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respect to the classical trade theory: previous theories would expect price convergence
between two countries trading with each other seeing an increase in prices in the cheaper
country and a decrease in the other one. Following firm trade theories, theoretically, world
production can be located in one single location, taking advantage of external economies
of scale, and driving down costs everywhere (Krugman et al., 2012). This allows further
specialization and a global division of labor.

It is also important to add Porter’s value chain (1985) in this academic excursus:
this model describes how competitive advantage cannot be understood by looking at the
firm as a whole; it needs to be seen an ensemble of different processes and activities, each
contributing at creating value somehow. To understand how these processes work
together, the value chain is a useful representation of the separate steps of the value
creation process. The chain (Figure 6) is divided in two parts: the four support activities
and the five primary activities. The former type, as the name suggests, offers support to
the primary activities in order to make them run more efficiently and help them to create
as much value as possible; the latter are the ones that directly take care of the production
and sale of the product, so they are the ones that create value. It is important to grasp the
concept of the value chain because it is the basis to understand global value chains: just
as we can dissect the process of value creation, we can also relocate some activities in it,
keeping in mind that a firm pushes to achieve competitive advantage, which can take the
shape of differentiation or cost leadership. Especially the latter kind is what drives firms
to place production plants in low-wage countries where they can achieve substantial cost
savings. This and the international division of labor are two aspects that need particular

attention for the sake of this thesis’ aim.

Figure 6: Porter’s Value Chain

FIRM INFRASTRUCTURE \

' [
HUMAN RESOURCES MANAGEMENT

SUPPORT ' 1

ACTIVITIES : L :

' TECHNOLOGY DEVELOPMENT

: PROCUREMENT | '

INBOUND . , OUTBOUND MARKETING R—
LOGISTICS OPERATIONS L DGISTICS ARKETIY SERVICE

hd
PRIMARY ACTIVITIES

Source: Porter (1985)
19



1.3 Global Value Chains

After having identified what a value chain is, the next step is to understand what we mean
by global value chain (GVC). Gereffi and Fernandez-Stark (2016) define that “value
chain describes the full range of activities that firms and workers perform to bring a
product from its conception to end use and beyond (...) In the context of globalization,
the activities that constitute a value chain have generally been carried out in inter-firm
networks on a global scale” (p .7). This definition tells us two important features of GVC:
the activities that constitute it are dispersed among different firms and they cross national
borders.

As | mentioned before, the second unbundling of globalization, global networks
of production started to grow, reaching all continents, leading to more focus on
intermediate goods. Especially countries like China, Korea, India, Indonesia and Thailand
have increased their participation in global trade since the seventies (Baldwin and Lopez-

Gonzalez, 2013). Nowadays, 70% of international trade involves GVCs™¥® (Figure 7).
Figure 7: Decomposition of world gross exports 2005-2016
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There are two types of participation in a global value chain: backward

participation consists of imports of goods and services, forward participation is export of
intermediaries (WTO, 2019). As we can see from Figure 8, GVC participation kept rising
by a rate of 4.6% per year between 2000 and 2008 until the financial crisis struck. 2010-

10 https://www.oecd.org/trade/topics/global-value-chains-and-trade/
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11 saw a comeback in GVC trade but that reversed in 2012 due to the slowdown of global
trade (WTO, 2019).
Figure 8: GVC participation by income groups.
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Gereffi and Fernandez-Stark (2016, p.7) identify six dimensions in which GVC

can be analyzed, the first half are global dimension while the second are local.

1) An input-output structure: it describes the transformation of raw materials into
finished goods, it identifies the firm that participates in the chain, and it
analyzes how the different stages adds value.

2) Geographical scope: how a GVC is dispersed and where are the activities that
compose it, it is firstly based on global supply and demand, and it analyzes the
trade flows that involve each activity of the chain.

3) Governance structure: how firms monitor and control GVC, different kind of
governance structure emerge depending on the complexity of information,
how the information can be codified and the level of supplier competence;
there are five different kind of governance:

« Market: when transactions are simple and information is easily
transmitted, price is a valid mechanism to monitor exchanges;

» Modular: when complex transactions are easily codified, suppliers
meet customers’ specific request but switching costs are low;

* Relational: information is complex and it is not easy to transmit, the
relationship between buyer and supplier requires trust as the
interactions are frequent;

« Captive: this is the case of big buyer on which a lot of small suppliers

depend, high degree of monitoring and power asymmetry;

21



» Hierarchy: vertical integration, it happens when products are complex
and it is difficult to find competent suppliers.

4) Upgrading: it describes the dynamic flows within the GVC and how producers

shift between stages, how firms can move to higher-value activities in order
to increase the benefits of global production. Bamber et al. (2017) identify 6
ways of upgrading:
» Process upgrading: leading to more efficient and higher productivity;
» Product upgrading: producing a product with higher value;
» Functional upgrading: moving to higher value segments in the value
chain;
« Chain/intersectoral upgrading: moving to another sector using the
capabilities developed in another chain;
» End market/channel upgrading: entry into new markets;
» Upgrading into production technologies: shifting towards design and
fabrication of capital equipment.
5) Institutional context: the local economic and social aspects surrounding the
GVC.

6) Industry stakeholders: how local actors interact with the industry.

Strange (2020) identifies four main advantages of participating in a GVC: first,
inputs and intermediate goods can be found at a cheaper price in the global market with
respect to the domestic one; second, the domestic economy may not have a sufficient
output capacity; third, unsystematic risk is reduced and, fourth, consumers value a bigger
amount of choices coming from abroad.

Baldwin and Venables (2013) defined a new dichotomy to identify the different
ways a GVC can be developed. They distinguish “spiders” and “snakes”: the former
happens when several components are sent to a single location where they are used to
assembly a new intermediate product or a final good; the latter is a sequence of different
steps taking place in different locations where, each time, intermediate goods are
incorporated with other intermediate ones, or they are worked further until the final good
is ready. Most GVCs are a mix of the two: taking for example a computer, it could be
said that its components are produced in snake-kind GVCs but the computer itself is
assembled resembling a spider-kind GVC.

Each step in the GVC process adds value and they can be identified and
differentiated by that. We could understand the composition of the activities in the value
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chain and the consequent distribution of the activities around the globe by following the

smile-curve logic (Baldwin and Ito, 2021).

Figure 9: the smile curve
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As we would expect, given the fact that firms have offshored activities requiring
low skills to low-wage countries, we can see in Figure 9 that production (and assembly
in some cases) is the activity that adds less value. Meanwhile, pre and postproduction
activities, which are intangible, are usually kept in the home country and add more value
as they require higher skills to be performed. Consequently, they have higher costs as the
home country is typically high wage, however, it has been mentioned before, that Baldwin
(2019) expects service activities to be possibly offshored too in the future. To give an
example of this, we can think of the phone industry: the product is designed in the home
country, raw materials are extracted from African mines, inputs are brought to China
where the phone is assembled, and it is then shipped to the home country where all the
pre and after sale services are located. In this process, almost half of the value is created
by the lead firm with design, marketing, customer service etc., while materials and
assembling count together for a little bit more than 25% of the total value (Lee et al.,
2013).

Production of intermediate goods can take shape in different ways as described by
Antras and Helpman (2004): depending on the industry characteristics, firms take
different decisions. For example, integration and dependency on imported goods are more
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prevalent in sectors with more productivity dispersion, integration is also more relevant
in industries with higher headquarter intensity. In general, firms trade off different
benefits of offshoring production depending on the shape of the value chain they are in.
Antras and Helpman propose two examples: Intel and Nike. Intel adopts an FDI strategy:
the company has wholly owned subsidiaries scattered in China, Costa Rica, Malaysia and
the Philippines, where it assembles its microchips. Nike, on the other hand, adopts an
arm’s-length import strategy subcontracting its manufacturing to independent firms in
Thailand, Indonesia, Cambodia and Vietnam.

Given the fact that the GVC model is sustained by intermediate goods, there are
three basic concepts about it, as Baldwin and Lopez-Gonzalez (2013) describe them:
importing to produce, importing to export and value-added trade. The first concept,
shortened as 12P, deals broadly with the fact that in a global network, companies import
inputs (that could be raw materials, technology, capital and so on) in order to complete
the production process, therefore “the classic trade-theory view of each nation’s
production depending only on its own factors and technology is invalid” (p. 7).

The second concept, I2E, conceives countries as “nodes in a more extensive
international production network” (p.7). This means that intermediate goods can be
imported to produce goods that are subsequently exported once again. This is the case of
the iPhone value chain: components from various countries like South Korea, Japan,
Germany and France are imported in China where the phone gets assembled, afterward it
is then exported to the US and Europe to be sold (Brennan and Rakhmatullin, 2015). A
specific kind of I2E trade is reimporting: this happens when just a single stage of
production is offshored, so an intermediate good is imported back in the country after
being processed abroad. Reexporting is the other way around.

The last concept is value-added trade, and it can be understood by identifying two
identities. “The sale value of a product equals both: i) the cost of intermediate inputs
(domestic and imported) and the ‘direct’ domestic value added in the exported product’s
sector, and ii) the sum of value added accreted domestically and abroad in the product’s
sector and all sectors that provide it with intermediate inputs.” (p.8). Intermediate goods’
value also depends on these identities and the breakdown between domestic and foreign
value-added. According to Baldwin and Lopez-Gonzalez, we can reach important
conclusions about global trade networks by looking at value-added flows. Moreover, the
emergence of GVC has challenged the traditional way of interpreting trade data since

intermediate goods could influence results and be double counted (Cigna et al., 2022).
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In 2017, Bamber et al. identified four main trends developing in GVC after the
2008 financial crisis. The first is rationalization: in recent years, lead firms are relying on
fewer suppliers. Supply chain can run more efficiently by having few but strategically
located suppliers. This has two main consequences: first, large supply firms for
intermediate goods develop and, second, smaller firms are pushed away from
participating in global networks. However, Barber et al. specify that this trend is relevant
in sectors where large economies of scale are required, niche sectors requiring high
customization allow and encourage small firms to participate. The second trend is the
reorientation towards Asia of certain activities: this fits right into the narrative mentioned
before of lower wages and abundancy of low-skill workers that make Asian countries a
valid choice to offshore activities that do not require high skills. This is also clear by
looking at the rising trade share of these countries and the consequent decrease of G7
countries’ trade share (Figure 3). The third and fourth trends are correlated to Baldwin’s
prediction about the third unbundling: automation/additive manufacturing and
servicification. The former is the rise of automated production lines and high value
technologies like 3D printing. It also includes digitalization of processes with tools and
innovations like Big Data analysis, autonomous robots, simulations, Internet of Things,
cybersecurity, augmented reality and cloud data storage. Finally, services are becoming
more and more relevant in GVCs and in new shapes like subscriptions or pay-by-use.
Recalling Baldwin’s concepts (2019) once again, these service activities could be
offshored as well in the future due to the development of new technologies of data sharing
and communication. Bamber et al. also list three impacts that these trends have on value
chains: new technologies alter the value distribution within GVCs, they shift the balance
of power within chains and the geographical distribution of activities is impacted too
(p.9). The degree of impact of the first one will depend on the sector as after-sale services
have become as important as production in some cases, which means that, for example,
automation may have a lower effect in certain industries. The second consequence can
represent a threat for some lead firms that are seeing the rise of powerful and capable
suppliers able to leverage their position. Finally, as it has been previously mentioned, new
ways of communication can expand the access to labor market and pave the way to the
relocation of services. At the same time, new technologies, that allow less dependence on

labor, can lead firms to relocate production activities closer to the home country.

25



1.4 The Concept of International Division of Labor

The idea of a global division of labor was very well alive since the days of Smith and
Ricardo, given their idea that specialization would give benefit to any country who would
focus and engage in trade involving products and sectors that it produced more efficiently.
In the 19th century and the first half of the 20th century, the world could have been
divided as colonies (or third world countries later) and Western countries, the former just
being exporters of raw materials and natural resources, while the latter were importing
them and producing final goods thanks to their industrial apparatus. As Petras wrote in
1981, initially, third world countries continued to keep their status as exporters of
materials even decades after achieving independence from Western nations. However, as
Petras adds, “as third world countries become more ‘developed’ they will begin to modify
their position in the world division of labor” (p.28). Then, it is clear that in the eighties,
when the second unbundling of globalization was already taking place, academics
recognized that a “New division” (NIDL, New International Division of Labor) was
taking shape. Petras identified countries like South Korea, Taiwan, Pakistan, Philippines
and so on, as having a decreasing dependence on primary export commodities. Even
though, at the time, the global networks that we know nowadays had still a long way to
go, there was already a contrasting pattern with respect to the old international division
of labor. We now know that some Asian middle-income countries have become crucial
hubs for the global value chains described in the previous paragraph. This means that
countries that initially participated in global trade just as exporters of commodities, like
natural resources and agricultural products, began to be incorporated into trade flows as
producers of goods. Recalling the smile-curve (Figure 9), in GVCs it is possible to
identify how different economies have different roles in the whole process.

In this context, academics started to put in doubt the old paradigms of international
division of labor that were still following Smith and Ricardo’s concepts. According to
Mittelman (1995), with globalization, the old divisions regarding the global labor market,
industrialization of countries and core-periphery dichotomy, became obsolete as
multinational companies brought third world countries into the global working class
while looking to maximize their profits. The power and the sophistication of transnational
companies has driven the erosion of the status quo and changed global economic and
financial patterns. The increasing globalization of capital has driven the search for new

markets and the inclusion of new classes into the global labor force, furthermore the
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location of production factories is independent of geographic distance. According to
Mittelman, the electronics industry has been the first who developed a fully integrated
global assembly line. However, Mittelman adds that supporters of the New Division of
International Labor have overstated the importance of cheap labor because it does not
explain relocations in countries like Singapore where it is more costly relative to
neighboring countries. Another flaw is that the new and the old division are coexisting in
some sectors (like agriculture) and that is not taken account.

Mittelman identifies some dynamics of the New Division and, first of all, also a
limit of the old theories: the role of culture and society was never take into account while
underrating the role of the state and liberal institutions limits the range of analysis of
contemporary phenomena. Knowing and understanding the history and culture of a
country can be a crucial aspect for analyzing its economy. The first dynamic that
Mittelman identifies is the coexistence of regionalism and globalism: “Varied regional
divisions of labour are emerging (...) Within each region, sub-global hierarchies have
formed, with poles of economic growth, managerial and technological centers, and
security systems.” (p.279). Asia (Japan, China, Taiwan, Hong Kong, Korea and ASEAN
countries) is proposed as an example since the economic growth of Japan has created a
hierarchy that differs for each sector. This regionalism still has to be considered in the
global scene: Hong Kong and Singapore are identified as regional hubs for attraction of
foreign investment. Mittelman also believes that regionalism is not a setting of regional
blocs competely among themselves but more of states being in global regions trying to
improve their position.

In the new division of labor, it is also important to remember migration that has
reached unprecedented levels. In 2020, migrants all over the world have been 281 million,
3.6% of the global population, with $702 billion in remittances!!. According to
Mittelman, migration works as a redistribution of labor and it forms clear geographic
division of labor. Migration is both inter-regional (creating new connections between the
North and the South of the world) and intra-regional. Moreover, he adds that labor flows
are an integral part of global commaodity chains which can be helpful in identifying the
various divisions.

Considering the fact that Western firms invest in developing economies, one could

think that FDI brings new skills and possibly the chance for these regions to improve and

11 https://worldmigrationreport.iom.int/wmr-2022-interactive/
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develop their industrial apparatus. Petras (1981), however, shows a different side of the
NIDL: according to him, the type of activities offshored to countries in Asia and Latin
America do not offer the chance for the local population to improve their set of skills.
Asserting that most of them are assembly plants, little training is required, and foreign
companies exerts a big influence on the economy and governments, meaning that
developing countries suffer a loss of sovereignty and do not actually retain the benefit of
“national” production. Petras also adds that FDI actually fragment production in these
countries and there are no signs of integrated processes. Nevertheless, a study conducted
by Hale and Xu (2016) reveals that FDI benefits the labor market of host countries by
raising wages, productivity and skill level, with some spillover effects on local
companies. Still, the study shows that FDI can lead to inequality if it leads to a surplus of
unskilled labor and a shortage of skilled labor.

In general, we can conclude that the division of labor nowadays generally follows
the dichotomy of Global South and Global North: the South deals with low added value
activities, the North focuses on high added value tasks. However, Fengru and Guitang
(2019) assume that in the future there will be a decentralization of production networks,
meaning that there will be more investment in R&D localized in emerging economies.
Moreover, southern countries will be more involved in production of more sophisticated
technological products and components. The resulting consequence would be more
collaboration between the producing county and the innovative country (meaning the
country where the headquarters and R&D plants are located). Then, according to Fengru
and Guitang we should witness a more balanced equilibrium of the distribution of
production and research in the future, a less clear-cut division of international labor. Of
course, it is too soon to tell whether this prediction might come true, especially
considering the possible developments of the third unbundling of globalization that
Baldwin predicted. Indeed, as already mentioned, the Globotics revolution might change
again the international division of labor bringing the service sector away from Western
countries. At the same time, the possible effects of reshoring could lead to a different
phenomenon, leading to a certain degree of reindustrialization of developed economies.
This will be analyzed further in the next chapter. Anyway, as change already happened
in the past, international division of labor is dynamic and it will depend on future

economic, political and technological trends.
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1.5 Disruptions of GVCs and FDI

As already mentioned in Paragraph 1.1.3 and Figure 5, the last two decades have not been
easy for global trade due to two major disruptions: the Financial Crisis of 2008 and the
Covid-19 pandemic. It is important to address these events in order to understand the
context and the possible triggers for reshoring that will be analyzed further in this thesis.
This is because the two unfortunate events had a different impact on FDI and firms had
to take into consideration different aspects in each situation, given their different nature.

1.5.1 The financial crisis of 2008

First of all, it is important to assess the situation before the crisis: as the UNCTAD (2009)
reports, the financial crisis of 2008 put an end on a growth cycle for foreign investments
that had FDI reaching globally $1.9 trillion in 2007. In the period between 2003 and 2007,
“FDI flows followed an upward trend, fueled by steady world economic growth, ongoing
liberalization in investment regimes and the implementation of large-scale
internationalization strategies by a growing number of transnational corporations” (p. 3).
This is clear looking at Figure 10, where the growth of FDI is identifiable in the nineties
and steadily picked up again in 2003. According to the UNCTAD, FDI in 2008 declined
by 15%.

The way the crisis developed is well known: in October 2008, many American
financial firms and institutions like Lehman Brothers, AIG, followed by European ones,
started to show symptoms of collapse, which got worse with time. The crisis expanded to
both developed and developing economies, some of the latter had to ask for assistance to
the IMF. The negative shock then had its repercussions to the “real” economy: Alfaro and
Chen (2010) state that GDP in industrial countries decrease by 4.5%, average real GDP,
growth in emerging countries dropped from 8.8% to 0.4% between 2007 and 2009,
unemployment rose to more than 10% in some OECD countries and trade decreased by
more than 40%. Alfaro and Chen conducted a study to understand the effects of FDI and
how multinational companies performed with respect to local firms during the crisis. The
result of the study showed that in countries where the crisis hit the aggregate demand very
harshly, multinational enterprises had a significant advantage over local firms; however,
MNEs headquartered in countries with lower demand and worse credit conditions

performed worse. Also, FDI aimed at vertical integration proved to be more resilient than
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investments towards horizontal integration. In general, the conclusion is that networks

depending on multinational firms proved to have a better performance.

Figure 10, FDI inflows by group of economies
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Source: UNCTAD (2009), based on FDI/TNC database (www.unctad.org/fdi statistics) and UNCTAD

own estimates.

The general situation of instability created a critical scenario where firms were not
willing to invest and expand their capacity while global demand was decreasing. This is
also proved by the data and a study by Ucal et al. (2010) as they proved that financial
crisis has a negative effect on FDI while, in 2009, it has decreased by 40% in Turkey and
India, and by 20% in China.

Recalling Figure 5, FDI bounced back in 2010 but the annual increase was not as
big as the period pre-crisis; moreover, the effects of the crisis on FDI flows seem to be
persistent until the Covid-19 pandemic as the level of investments never came close to

reach again the peak of 2007.

1.5.2 Covid-19 Pandemic

As everybody knows, between February and March 2020, the biggest pandemic in the
last 100 years began to affect the whole world. Factories stopped production, national
health systems were at the brink of collapse in some countries, uncertainty and fear were
spreading around just like the virus. Baldwin and Freeman (2020) define the effect of the
pandemic on manufacturing as the “Covid concussion” since the pandemic has affected
all the biggest manufacturing economies in the world at once. The fact that China has

been the first country to be hit by the virus is something particularly relevant as
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manufacturers around the world depend on China for the production of intermediate
goods (Baldwin and Weder di Mauro, 2020). Also Japan, Korea and Singapore, three
important nations for the global supply chains, have been hit in the first stages of the
pandemic. Ocean and air freights decreased by, respectively, 10.1% and 19% in the first
three months of 2020 (IFC, 2020).

Strange (2020) identifies three features of the pandemic: first, it is a global
phenomenon; second, it is different and more difficult to control with respect to the
financial crisis given the fact that it has effects on public health; third, no country is
immune to the economic effects given the interconnections among economies created by
GVCs. The economic downturn is the sum of two different kind of shocks, according to
Baldwin and Weber di Mauro (2020).

1. Drop in aggregate supply: due to quarantine and containment restrictions,
intended to slow the spread of the virus, output is diminished given the less
amount of workers in the production plants. This has two different effects: direct
supply disruption in the most industrialized regions (East Asia, Europe and North
America) and also in the less affected countries due to the difficulty in finding
inputs from the most affected regions.

2. Drop in aggregate demand: consumers and firms tend to consume less, “wait and

see” behavior increased and investments got delayed.

These two shocks have also natural consequences on exports and imports: the
former are affected given the drop in output, the latter are affected by the drop in income.
Given the interconnections among economies, this creates a vicious cycle that is
complicated by the complex relations that GVCs create propagating the negative shocks
(Baldwin and Freeman, 2020). Exposure and dependence on foreign inputs is relevant in
this case, Baldwin and Freeman identify three important patterns (Figure 11).

1. “China is the workshop of the world” and inputs coming from Chinese economy
make up for 3.6% of the output of major manufacturing countries.

2. German inputs are important not just for European economies, but also for Korea
and Taiwan. In turn, Germany relies on other foreign inputs while countries rely
on US inputs not as much as those coming from China and Germany, with the

sole exception of Canada and Mexico.
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3. Supply chain trade is regionalized identifying three macro regions: Factory Asia,
Factory Europe and Factory North America.
Figure 11: Total exposure of row nations to column nation’s manufacturing sectors.
Factory North
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Source: Baldwin and Freeman (2020), data elaborated from OECD, https://www.oecd.org/sti/ind/inter-

country-input-output-tables.htm

The pandemic has created major problems for the GVCs’ network, Strange (2020)

identifies five of them:

1.

expatriate staff or people involved like pilots, drivers and so on, can be affected
by the virus and may not be allowed to cross borders;

international air freights have been severely cut down;

social distancing and health controls create delays;

many firms lacked goods and services that were important inputs for their
production;

the pandemic has increased skepticism on free trade.

According to Strange, even when the virus and the pandemic will be completely

under control, there will be much debate on how better responses can be formulated, in

order to mitigate future pandemics’ effects. Firms could change how they behave in the

international context, possibly considering diversification of revenue streams since it can

reduce the risk of severe economic losses. Strange considers reshoring as a phenomenon
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that will acquire relevance in the future, with the reconfiguration of GVVCs possibly being

influenced by governmental responses.
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CHAPTER 2: RESHORING BETWEEN MYTHS AND REALITY

As already mentioned, the last 15 years have not been smooth for international trade and
GVCs. The financial crisis of 2008 and, especially, the Covid-19 pandemic have cast a
light on the weak spots of the current models of global production. Some of the firms that
previously offshored, trying to take advantage of the factors that developing economies
had offered, started to rethink the location of their production plants. Giants, like Google,
General Electrics, Ford and Apple, decided to relocate some of their production capacity
back to the USA or to expand their capacity on home soil (The Economist, 2013). The
clear advantages of offshoring seemed at least to diminish in the last decades for various
reasons. It is also important to take into consideration the fact that the global context has
changed after the outbreak of Covid-19. The causes behind reshoring strategies could
have changed after this last disruption, and the debate whether the risks now outweigh
the advantages of offshoring has intensified (OECD, 2021). However, it has to be taken
into account that this kind of phenomenon is very recent, so, consequently, the number of
sources of data may not be extensive, just like the literature available (Piatanesi and
Arauzo-Carod, 2019). Moreover, it may be too early to determine whether Covid-19 has
had an effect on reshoring strategies.

Nevertheless, reshoring has already captured much attention and some studies
already focused exclusively on it. As a matter of fact, Eurofund (the EU agency for
improvement of living and working conditions)'? have worked together with a team of
Italian universities (Udine, Catania, L’Aquila, Bologna and Modena & Reggio Emilia),
named Uni-CLUB MoRe, to track reshoring activity. The research team, called European
Reshoring Monitor!?, collected information on firms bringing manufacturing back to
Europe from 2015 to 2018. This study is particularly important because it provides data
on the phenomenon and also tracks down whether firms decided to relocate to their home
country or to another close European nation. This is important because the word
“reshoring” can be used for different kinds of relocation. As a matter of fact, academics
have also identified another type of similar relocation strategies that entail bringing
production back to a neighboring or closer country, but not home. For this reason, before
investigating quantitatively the size of the phenomenon, we first need to define it, to

understand its possible causes and whether they have changed with the Covid pandemic.

12 https://www.eurofound.europa.eu/
13 https://reshoring.eurofound.europa.eu/research-team

35



2.1 What is reshoring? Definitions

As reshoring is a fairly recent concept and academic interest sparked just in recent years,
it needs to be first seen whether reshoring has a specific definition and whether the
terminology about it is rather standardized. As Foerstl et al. (2016) write, the lack of
specificity of the terminology might hinder the understanding of the drivers behind
reshoring. Foerstl et al. sum up the definition of reshoring as the “relocation of value
creation tasks from offshore locations to geographically closer locations such as domestic
or nearshore countries” (p.5). Foerstl et al. also add that it reverses a previous decision to
offshore, it may involve all or just a portion of the offshored activities and it doesn’t
depend on the type of ownership in the foreign country. After having established these
characteristics of reshoring, it is necessary to get deeper into the concept and to
differentiate the various ways it can be acted by a firm. Then reshoring must be
differentiated into backshoring and nearshoring.

Backshoring is identified as the partial or full relocation of production activities
from a foreign country to the home country of the company in a production plant owned
by it (Fratocchi et al., 2014) (Kinkel & Maloca, 2009). Instead, nearshoring is defined as
the partial or full relocation of production activity from a foreign country (relatively far
away) to another foreign country place in the same region of the home country of the firm
(Fratocchi et al., 2014). So, for example, a German firm relocating its production from
China to France is engaging a nearshoring strategy. Same goes for an American firm
relocating from Vietnam to Canada or Mexico. According to these definitions, it is then
important to also consider firms that decide to nearshore, especially when it comes to a
region such as the European Union where free exchange of goods and people significantly
decreases the distance, not just the geographical one, between potential new production
plants and the headquarters of a firm. When it comes to relocation strategies, there is also
a third option that is completely different and not of interest for this thesis; however, for
the sake of argumentation, I am going to mention the possibility of “further offshoring”
that involves moving production, that was already offshored, to a country that is even
further away from home.

Even though we can group nearshoring and backshoring together under the
concept of reshoring, depending on the drivers that make a firm decide to relocate, one

option can be more advantageous than the other. There are reasons to relocate which are
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common to both nearshoring and backshoring such as lower transportation costs, stronger
intellectual property protection, faster reaction to changing conditions and so on. Also, if
one of the reasons to relocate is the institutional context that can be very different in other
continents, then nearshoring can still be a valuable option as a neighboring country is very
likely to have institutions and laws similar to the firm’s home country’s. Same thing goes
for the labor market, as there might be highly skilled workers in neighboring countries as
well. Piatanesi and Arauzo Carod (2019) take as an example the advantages that an
American firm might have in relocating to Mexico or Latin America after having
offshored in Asia: first of all, they are key markets; second, Mexico is just at the border
and has cheaper, highly skilled and educated workforce; third, Mexico has also a strong
regulation regarding intellectual property; finally, the NAFTA agreement favors trade and
movement of goods. We could say the same for Central and Eastern Europe with respect
to West European firms: it is interesting to notice that East Europe has become a popular
destination to outsource IT*. Gal (2010) reports that Eastern Europe countries (especially
Romania, Poland, and Hungary) have experienced a 20% increase on average of
offshored activities within the service sector. A country’s membership in the EU makes
it very attractive considering the absence of customs and common or similar regulation.
Piatanesi and Arauzo Carod (2019) suggest that nearshoring has several advantages that
overcome the possible drawbacks of offshoring; at the same time, it retains benefits such
as cheaper labor, potential tax breaks and so on. It is also worth mentioning that the
reshoring strategies do not consist of sudden and drastic actions as Fratocchi et al. (2014)
state that “reshoring is not a once and for all decision but rather a possible phase of the
firm's long-term internationalization strategy of production activities” (p.57). To
exemplify this, they mention the Italian fashion firm Belfe’s relocation steps in the last
years: after having offshored and outsourced the production in East Asia, in 2004 Belfe
decided to relocate its production capacity in Bulgaria and in Italy; then, in 2012, they
decided to move the entirety of their production in Eastern Europe.

As it is clear then, relocation of production is a dynamic process that can continue
to evolve with no definitive decision. This is also a consequence of the changing
conditions of international economy of the last two decades and the relevant shocks of
the Financial Crisis of 2008/09 and the Covid-19 pandemic that made firms reconsider

Yhttps://iaoppulse.net/why-eastern-europe-is-becoming-the-worlds-new-outsourcing-
destination/
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their own previous strategies. In case of reshoring, the choice between nearshoring and
backshoring should take into account various factors. Considering the freedom of
movement for people and goods within the EU, placing a factory in another European
state is not complicated and problematic like it was in the past. Of course, producing in
the home country means having everything under control and within reach, perfectly
knowing the environment and so on. Moreover, if the “made-in effect” (described in the
next paragraph) is strong, then a firm could consider domestic production as the only
option. Still, if a firm is looking for cost cuts while maintaining the possibility to react
quickly to possible changes, then nearshoring could be more useful. Nevertheless, the
crucial point is that both these strategies are a correction of previous offshoring strategies

that didn’t pay out as expected or whose advantages are now fading away.

2.2 Weaknesses of Offshoring Strategies

Advantages coming from offshoring were taken for granted for decades. However, as
mentioned already, in the last decades, various disruptions started to wear down the
certainty that offshoring is almost a perfect choice. Some of the benefits associated with
relocating production activities have been discussed in lights of the changes in the global
economic and trade scenery in the last years. The impact of Covid-19 has also sparked
new discussions and problems for GVCs. For this reason, it is important to analyze the
weaknesses of the GVC model with respect to the pre-pandemic situation and to the new

risks and shocks that sparked as a result of the pandemic.

2.2.1 Factors of Risk in Offshoring pre-Covid

The cracks in the GVC model started to show before the 2020-22 Pandemic. Academic
interest on the subject already started to be alive in the aftermath of the Financial Crisis
of 2008-09. Fratocchi et al. (2014) revised the literature about the risks concerning the
establishment of offshored activities: the first risk they identify is the danger of losing
control of critical information and the difficulty to protect intellectual property even if
protected by patents. Being in a foreign legal environment could be a challenge for
offshoring firms, especially SMEs who do not have a lot of experience in foreign markets.
Inexperienced managers could ignore the legal processes needed to ensure that the
intellectual property of the firms is well protected. In a paper by the Italian Trade
Commission in Bejing (2012), it is said that a lot of times, firms enter the Chinese market
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with no knowledge of the legal framework regarding intellectual property. Moreover,
some still believe in false myths and legends that there is no protection for intellectual
property in China, while contrarily, in the last decades, the Chinese government
implemented new laws on the subject. Also, inefficient communication could be one of
the “invisible costs” of offshoring (Stringfellow et al., 2008). This could result in loss of
information that might damage the business strategy and consequently might hurt the
firm. This leads to the second risk Fratocchi et al. (2014) identified which is the cultural
and geographical distance: similarly to different legal framework, firms that find hard to
adapt to the cultural and social environment of the host country will struggle. As
Stringfellow et al. state, “culture and language barriers impact the quality of interaction”
(p. 167), which means that this kind of differences creates a distance that is hard to
overcome among the staff of a firm scattered across different countries. While language
differences may create ambiguities when exchanging information, cultural differences
affect norms, values and how the work environment is constructed. There are various
cultural dimensions related to work that differ between countries like power distance, the
focus on individualism rather than collectivism, universalism versus particularism, time
orientation, formal versus informal communication style (Stringfellow et al., 2008). As a
consequence, offshoring firms should be cautious before imposing any work culture in a
foreign country as it might not fit into the social context. Another risk that Fratocchi et
al. underline is the risk of opportunistic behavior of suppliers in case of offshoring-
outsourcing strategies. A local supplier might exploit its better knowledge of the
economic and legal framework of the host country and harm the firm while going
unnoticed. This in turn is related to the aspect of having less control on the whole
production process when some activities are offshored far away from the home country.
Consequently, one can deduce that having long GVCs introduces exogenous
variables in the whole process, meaning that external factors can have a more substantial
impact. If we think about the logistics involved in shipping goods across the globe, it is
important to think about the risks associated with this (The Economist, 2013) , like piracy
(even though the number of pirate attacks have decreased in the last ten years)® or
incidents like the Suez Canal blockade in March 2021, caused by the container ship Ever

Given being stuck and blocking one of the most important sea routes for global trade. It

15 Source: https://wwwv.statista.com/statistics/266292/number-of-pirate-attacks-worldwide-since-
2006/
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is estimated that the blockade held up 10$ billion of goods every day and affected global
supply chains even more considering that they were already under stress due to the Covid-
19 Pandemic'®.

Another aspect to consider is the geographical distance between production and
R&D activities: recalling the smile-curve (Figure 9), R&D activities tend to be located in
developed countries as they need high-skilled human capital which is usually found in
the home countries of offshoring firms. However, this distance between production and
R&D seems to have negative effects on innovation. Actually, successful development
seems to be more likely when manufacturing and research are placed in the same location.
Moreover, now factories are not always seen just as cost centers, which was the reason
why they have been the first to be offshored. The option of offshoring R&D too, however,
is risky as it can lead to loss of intellectual property and idea theft as mentioned before
(The Economist, 2013). It is also important to stress that this aspect is important especially
for firms working in highly advanced and research-intensive sectors. Heyman and
Gustavsonn Tingall (2012) actually show that this kind of firms are more reluctant to
offshore, especially if the potential host country has weak institutions that may not
prevent possible misconduct and harm towards the intellectual property of the firm.

All the weaknesses mentioned so far are worth being mentioned, nevertheless
there’s a factor to consider that had the most substantial impact on offshoring strategies:
as The Economist (2013) reports, wages in low-cost countries have substantially
increased in the last years, especially in China (ILO, 2016). At a slower degree, also
wages in Southeast Asia have increased, with rising manufacturing costs, as a
consequence, in countries such as Vietnam (Figure 12). Yet, this growth in costs does not
concern just factory workers but management too: now wages for a senior manager in
China, Turkey, Brazil, and many other developing economies, almost matches wages for
the same role in Europe and America (The Economist, 2013). Moreover, it is important
not to forget the recent developments on automation which could lead to more efficient

and cheaper production even without offshoring to low-cost countries.

https://eu.usatoday.com/story/money/2021/03/26/suez-canal-blockage-how-impact-
consumers/7010047002/
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Figure 12: Real wage growth in Asia and the Pacific, 200615
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As aresult, we can say that estimated benefits of offshoring strategies have eroded
with the changes in the work environment, meaning that the competitive advantage of
locating activities abroad have decreased substantially (Fratocchi et al., 2014). Connected
to this aspect, firms are starting to consider their offshoring strategy also in terms of
closeness to their markets: more than looking for a cheaper place to locate production for
their global demand, companies now focus more on being close to their customer. This is
the case for China, which is being seen more and more as a huge market rather than a
manufacturing location (The Economist, 2013).

It is also worth noticing how GVC actually tend to have a concentrated
distribution of suppliers with respect to the distribution of the demand. This is important
to notice (especially considering the next subparagraph about Covid-19) because that
means that the participation in GVCs do not eliminate the dependency on suppliers. In a
report by the OECD (2021), it is mentioned that just three countries (China, South Korea
and Vietnam) supply three quarters of specific inputs in the GVCs of the telephone
industry. So, exports tend to be more concentrated in a few countries while serving a
bigger amount of importing countries, In Figure 13 by OECD (2021), we can see that the
share of top-5 biggest countries (CR5) for exports in the market is concentrated to the
right, meaning that they are responsible for the majority of exported goods. Meanwhile,
when it comes to imports, they are concentrated to the left as the share of world imports

is more fragmentated.
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Figure 13, Distribution of concentration ratio of the top-5 countries,
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Another aspect to consider is the so called “made-in” effect: firms try to signal the
quality of their product by producing it in their home country to appeal the customers
who care about products manufactured domestically (Van den Bossche, 2014). This is
especially important for firms working in the fashion and luxury sectors where the origin
of the product is highly taken into consideration. In general, all sectors dealing with
design and artisanship are more affected by this kind of effect.

Finally, it should not be underestimated the effect that automation can have,
especially in the future. As it is claimed in the World Investment Report of 2020
(UNCTAD) “as the price of robots decreases further over the next 10 years, the synergy
between automation and reshoring will be the major driver of GVC patterns” (p.157).
However, this is relevant for high-tech industries as lower-tech ones might still prefer low
labor costs rather than automation.

2.2.2 The effect of Covid-19 on GVCs

First of all, it is important to say that the outbreak of the Covid-19 pandemic created an
unprecedented situation in the post-World War 11 world, with lockdowns and a trade
downturn that has never been seen before in the era of globalization. Regular supplies of
products, especially key goods, had been given for granted for decades and that caught
off guard a lot of countries, especially in the first months of the crisis.

42



In general, it is possible to claim that shortages of goods have been caused by both
supply and demand shocks: on the supply side, lockdowns and restrictions obstructed the
regular production capacity of factories and this effect has been magnified by global trade
relations; on the demand side, certain goods, like medical supplies or electronical
components, have seen a huge demand increase (Di Stefano, 2021).

It is then important to ask whether GVCs actually helped the propagation of
shocks. Di Stefano (2021) reminds that existing literature already consider GVCs as
important transmission channel for supply and demand shocks. The latter is caused by the
“bullwhip effect”: the demand variability is amplified along the chain and the upstream
suppliers are the most affected ones. When it comes to supply, the degree to which GVCs
can increase the effect of supply shock depend on how much the intermediary goods are
substitutable.

It is important to remember that, firstly, Covid-19 pandemic has been a health
crisis. This means that, in the first months of the outbreak, the most affected countries
desperately needed masks, visors, medical devices such ventilators and so on.
Unfortunately, in those months, shortages of these products were common, and it is easy
to understand why: China has been the first country to be hit by the virus and restrictive
health policies affecting its production capacity while being the global leader in the
production of masks. Before the pandemic, Chinese factories were producing 20 million
of masks per day, 50% of global production. The demand for them exponentially
increased almost instantly and, considering the size of the Chinese population, that meant
that they were really difficult to find. On top of that, millions of workers were stuck at
home because of the hard quarantine imposed by the government even though all sorts of
factories changed their production to health devices to face the crisis'’. By the time the
pandemic became a serious issue in Europe, shortages of all useful equipment were
already in effect. This is a powerful example to understand how Covid-19 proved that the
whole world can be highly dependent on some countries due to specialization brought by
trade (Brenton P. et al., 2022). The presence of some clusters in GVCs, where suppliers
or clients are concentrated, can increase the propagation of disruptions, both from the
demand and supply side (OECD, 2021).

https://www.corriere.it/esteri/20_marzo_12/coronavirus-nuovo-dominio-cinese-produzione-
mascherine-antivirus-f79427ce-6441-11ea-90f7-c3419f46e6a5.shtml, Guido Santavecchi, 12th
March 2020.
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Another example is given by the semiconductor crisis: the increase of work from
home in the initial period of the pandemic caused a very strong demand increase for
computers, smartphones, tablets and so on. This also affected the automotive sectors since
chips are fundamental parts of modern cars. As a result, manufacturers of semiconductors
(basically all located in Asia) were unable to satisfy the peak of demand while facing the
restrictions due to the health crisis. Producers are still investing trying to increase their
production capacity (and in the future this will result in oversupply), but this shortage is
expected to last until 2023 at earliest*®. The pandemic has forced several firms to rethink
their production strategy: some supply chain will abandon just-in-time manufacturing
model, as it might be not ideal in case of such disruptions, and 70% of firms are rethinking
their supply from low-cost vendors (FedEx Report, 2021). The automotive sector in
particular seems to be forced into structural changes that could affect the respective entire
value chain®®. Just-in-time production meant that the stockpile of critical components,
such as the previously mentioned semiconductors (like chips, microelectronics, etc.), was
low when the pandemic caused the shortage. This was never a problem in the past as low
inventory was intended, however, such a disruption was never expected. Toyota, which
was the first company to introduce JIT production in the sector during the 50s, had to
close some of its plants because electronical components were out of stock?’. However,
the Japanese manufacturer managed to handle the crisis better than the competitors
because of its stockpile of key components: after the 2011 Fukushima disaster, Toyota
decided to stockpile a certain amount of chips that could sustain production for six
months??. It is interesting to notice how a previous emergency made the company aware
and capable of preventing unfortunate consequences caused by situations way beyond the
control of the firm.

As it might be anticipated, Chinese supply chains are no longer seen as reliable as
before?. The situation does not improve (while there are still Covid cases in the country)
because of the Covid Zero Policy that President Xi imposed: the Chinese government has

implemented very stringent measure to prevent any new possible increase of Covid cases.

Bhttps://www.jpmorgan.com/insights/research/supply-chain-chip-shortage
®https://www.sourcengine.com/blog/automakers-moving-away-from-jit-inventory-model-post-
global-chip-shortage
2https://fortune.com/2021/08/02/toyota-cars-chip-shortage-semiconductors/
Zhttps://www.reuters.com/article/us-japan-fukushima-anniversary-toyota-in/how-toyota-thrives-
when-the-chips-are-down-idUSKBN2B1005
Zhttps://www.mhlnews.com/global-supply-chain/article/21143303/supply-chain-management-
shifts-due-to-covid19
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This means new lockdowns and economic consequences such as fall of industrial output
by 2.9%, decrease of retail sales by 11.1% (Figure 14) and an increase of unemployed
population, especially among the youth, which is at 6.1% (May 2022)%. As Brendan
Murray reports for Bloomberg?, this is causing new shortages of important goods for the
health sector such X-ray chemicals (in a similar way to the situation previously mentioned
for masks and ventilators) and logistic problems for several carmakers.

Figure 14: industrial output and sales decrease in China
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Nevertheless, Chinese supply chains have proved to be capable of bouncing back
in the second half of 2020 and throughout 2021 because of their high degree of
regionalization: as Di Stefano (2021) claim, interconnected and regionalized value chains
are less vulnerable to global risks.

Right now, it is probably too soon to tell whether Covid-19 will have long-term
consequences for investment decisions by multinational companies. What’s sure is that
the pandemic has raised some questions about the economic sustainability of the current
GVC model, some of them had already been asked before 2020. Di Stefano (2021)
focuses on two points: first, de-globalization trends could be increased and, second,
consumers might change their perceptions on global trade integration. After such a major

event, skepticism towards products coming from other continents may increase. As a

2 https://www.bloomberg.com/news/articles/2022-05-16/china-s-economy-contracts-sharply-as-
covid-zero-curbs-output
24https://www.bloomberg.com/news/newsletters/2022-05-16/supply-chain-latest-china-s-
lockdowns-squeeze-factories-far-and-wide
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matter of fact, Euromonitor has highlighted the popularity of local products as one of the
consumers’ trends of 2020 as an aftermath of the pandemic?.

In a 2020 report, Confindustria highlights a few aspects that have been rethought
in light of the Covid emergency. First of all, the possibility to increase control on the
production chain seems to have raised some interest as the pandemic has prevented
companies to use their production capacity in China. Second, the creation of new demand
and new market opportunities might be taken by companies with different production
strategies: this is especially true for high value-added goods that have been put at the
margin of consumer choice by low-cost goods produced abroad, especially in Asian
countries.

WTO (2021) highlights the vulnerability of small and medium enterprises to
shocks, causing problems to multinational companies which used to get supplies from
them. On a separate matter from Covid, but very contemporary, WTO also warns about
possible risk coming from the geopolitical scenario (the war in Ukraine is a perfect
example) and from environmental emergencies which could lead to more natural hazards

and to changes in policies that could potentially affect transportation and production.

2.3 Quantitative Analysis of reshoring

Having assessed the definitions and the possible causes behind a potential reshoring
strategy, it is now time to understand the trend of the phenomenon in recent years. First
of all, it is important to underline that the phenomenon is very recent and has caught some
attention just in the last few years. For this reason, it is very difficult to look for studies
and databases trying to give a quantitative dimension to the phenomenon. Another aspect
to consider is that it is impossible to find precise data about reshoring activity unless a
survey including a vast amount of firm is conducted. Of course, this gives only a limited
picture of the phenomenon as it is difficult to contact a sufficient number of firms in order
to have results that are relevant in the big picture.

Nevertheless, another valid method is analyzing data on FDI, trade of
intermediary goods and added value in imported and exported goods. Basically, this
means that by analyzing data on offshoring, we could extract some conclusions on

reshoring. However, signs that offshoring is slowing down or is decreasing might not be

Zhttps://www.euromonitor.com/the-impact-of-coronavirus-on-top-10-global-consumer-trends-
2020/report
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definitive proof of reshoring, but they might help us understanding the state of the
international strategies adopted by firms, and in turn, whether reshoring might be
happening.

Confindustria (2020) elaborated a series of data and concluded that reshoring
cases have been increasing in the last 20 years (Figure 15). Moreover, they estimated that
there have been 1430 cases of reshoring strategies in the world from 2000. European firms
are responsible for 58% of these cases, while 32% are American firms that relocated.
Asian firms are accountable for 8.5% of cases, mainly Japanese firms and in smaller
measure South Korean companies. China is the country from where firms have moved
away the most in this period (631 cases) while the country that got most firms back on
their soil are the United Kingdom (85 cases), Italy (143), France (151) and the USA (443).

Figure 15, number of reshoring cases in the world.
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2.3.1 The European Reshoring Monitor database

As previously mentioned, there are not yet many studies about reshoring. However, that
does not mean that there are no studies at all. As a matter of fact, in 2015 a group formed
by scholars from some Italian universities (Udine, Catania, L’Aquila, Bologna and

Modena & Reggio Emilia) formed the Uni-CLUB MoRe. With the collaboration of
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Eurofund, they started the European Reshoring Monitor®® which collected data and
reports about European reshoring cases from January 2015 to December 2018. As stated
on the website, “The European Reshoring Monitor is a Eurofound initiative whose goal
is to identify, analyze and summarize evidence on the reshoring of manufacturing and
other value-chain activities to the EU”?". For the scope of this thesis, the project is an
important database as it collects articles from several sources such policy reports, research
articles, newspapers and so on, and it defines several characteristics of each reshoring
case. For this reason, it can be very useful as some conclusions can be drawn from the
size of the reshoring firms, their sector, why they reshored and from where and so on.
However, it is important not to forget that it includes just around 250 cases in the span of
four years. This means that further data and enquiry is needed to address the phenomenon.
Nevertheless, it can be a good starting point to have concrete examples. Using the
database of reshoring cases available on the project website?®, we can start analyzing the

cases and draw some graphs.

Where firms offshored and reshored to

The database shows both the country where firms previously offshored and where
they relocated afterwards. It is interesting to notice that some firms relocated to other
European countries first and then decided to relocate to their own.

First of all, we see where they offshored to previously: as it clearly noticeable in
Figure 16, China was the preferred choice with 76 cases; Poland and India were chosen
by 15 firms; interesting to notice that 14 firms had chosen Germany as a country to
relocate; same for Sweden and United Kingdom (9 cases). We can see the presence, with
smaller numbers, of other European countries (especially Eastern ones such as Romania,
Lithuania, Bulgaria etc.) and also of Asian countries such as Taiwan (3 cases), Vietham
(2 cases), Bangladesh, Thailand (one case for both). Also, North American countries are

shown with the USA having 7 cases while Mexico just one.

2 https://reshoring.eurofound.europa.eu/research-team
2 https://reshoring.eurofound.europa.eu/
28 https://reshoring.eurofound.europa.eu/reshoring-cases
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Figure 16, offshoring countries
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We now move to understand where they have relocated. Of all 250 firms, just 14
decided not to relocate in their own country but in another European one. Then, we can
say that 5.6% of firms opted for nearshoring, being Poland the preferred location with 6
cases. The rest of the firms decided to go back to their own country: United Kingdom,
Italy and France are the countries with most backshoring cases (43, 39 and 36
respectively), also the Scandinavian countries have a considerable amount of backshoring

firms (51 combined), while Germany has 14.
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Figure 17, reshoring destinations
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Size of reshoring firms
Another characteristic of the firm that is taken into account in this study is the
size, the number of employees. The team did not manage to collect data on this regard for

all firms, but it did for the majority (179 cases).

Figure 18: size of reshoring firms
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As Figure 18 shows, more than half of cases are either of firms with less than 150
employees or more than 10000. The latter is understandable as bigger firms are more
likely to offshore (and consequently the probability that a reshoring case concerns a big

firm). It is interesting to notice that 28% of cases have to do with small firms.

Sector of firms

Regarding the sectors of the firms involved in the study, the research team has
grouped them into 10 groups: agriculture, forestry and fishing; mining and quarrying;
manufacturing; construction; wholesale and retail trade and repair of motor vehicles;
transporting and storage; information and communication; financial and insurance
activities; professional, scientific and technical activities; administrative and support
service activities.

This categorization is very generic and broad and as a result, it results in 216 cases
being included in the manufacturing group. Luckily, the research team has included some
sub-groups in order to specify what is the industry in which the firms operate. As it is
shown in Figure 19, the wearing apparel industry is the sector most frequently involved
but also other ones are very relevant such as the production of food, machinery, electrical
equipment, electronics, transport equipment, metal products and motor vehicles.

Taking into consideration these results, it is interesting to compare with the results
of a study conducted by Dachs and Zanker (2014): based on a number of 3293
observations taken from the European Manufacturing Survey of 2012, they noticed that
reshoring is less frequent in low technology sectors, contrarily it’s higher in high
technology industries. This is interpreted as a sign of Europe’s competitive advantage in
high skill tasks. In Figure 20, it is possible to see the propensity to offshore by sector
(horizontal axis) and the propensity to reshore by sector (vertical axis). The authors define
the north-east quadrant as “mobile sectors” (p.5) as they have a high propensity to both
offshoring and reshoring, although the former is always higher than the latter. Here in
fact, we can see sectors that were the most frequent to appear in the European Reshoring
Monitor study like the production of electrical equipment, computers, clothing and so on.
Dachs and Zanker believe that, from a policy point of view, the north-east quadrant is the
most interesting as they show low tendency to offshore but, as it can be seen, there are

almost no industries there.
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Figure 19: manufacturing sectors of reshoring firms

Manufacturing sectors

Computer equipment
Repair of machinery
Other

Furniture

Transport equipment
Maotor vehicles
Machinery

Electrical equipment
Electronics

Metal products

Basic metals

Mineral products
Rubber and plastic

Pharmaceutics

Chemical products

Printing and recorded media
Paper products

Wood products

Leather and related products
Wearing apparel

Textiles

Beverages

Food products

o
v
=
=]
=
v
r~
=]

Source: European Reshoring Monitor database

Figure 20: offshoring and backshoring propensity per sector.
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Reasons for reshoring

The research team has managed to collect the reasons why these firms decided to
relocate and go back to Europe or their own country. Some firms had more than one
reason to reshore. Figure 21 shows the most frequent reasons for which the firms
relocated.

The most popular one is the reorganization of the firm at the global level: this
seems to a very broad category, and it could be the combination of several variables that
emerged in the organization as a whole and not just in the offshored facilities.

Interesting to notice that the “Made in effect” is very frequent (43 cases), closely
followed by poor quality of offshore production and automation of production process
(40). There are various reasons concerning quality and improvement, as some products
and services might be performed better in the home country, given the presence of human
capital with higher skills. This is the case for motivations such as quality control, know-

how in the home country, implementation of innovative strategies.

Figure 21, firms’ reasons for reshoring
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Another kind of reason is the one concerning costs: as said in the previous pages,
costs have risen also in Asian countries, the wage advantage that some countries had in

the previous decades is now not strong as it was before. Automation and efficient
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production could be a more viable choice for firms in order to maintain low costs.
Distance is also considered as a reason to relocate, with some firms trying to be closer to
customers, suppliers, and R&D departments (6 cases for the latter), but also with the aim

to lower logistic costs and delivery time.

2.3.2 Analyzing offshoring data to measure reshoring

The European Reshoring Monitor’s research is for sure a very useful and interesting study
that collects numerous cases of reshoring. Using its database is a good way to analyze
important variables such as the reasons for reshoring, the size of the firm, their sector and
so on. However, it has to be said that it is very limited as it considers only a limited
amount of time (from January 2015 to December 2018) and only European firms. For the
aim of this thesis, it makes sense to look for other sources of data in order to understand
the size of the phenomenon at a global level and in a longer timeframe. For this reason,
using data from institutions such as the WTO, the UNCTAD and the OECD is valuable
to enlarge the analysis.

Before going deep into the second part of the quantitative analysis of this thesis,
an assumption has to be made: there are no precise data regarding reshoring, it is very
difficult to quantify unless time-consuming methods are used such as surveys or case
studies considering many firms. Consequently, it is necessary to measure the trends of
the opposing phenomenon which is offshoring. Measuring FDI, trade of intermediate
goods and added value of exported and imported goods can be the way to spot possible
reshoring trends or a decrease in offshoring decisions. However, it has to be clarified that
a decreasing offshoring trend do not necessarily mean that there is a corresponding
increase in reshoring cases, but it could signal a change in the strategies of international

companies.

Trends in FDI

The first dimension of offshoring that is going to be analyzed is FDI trends. As it
is claimed in the World Investment Report of 2020 by UNCTAD, reshoring can cause a
decrease in FDI especially in high-tech GVC-intensive industries, led by key drivers such
as automation but also policy environment. Regarding the latter aspect, analyzed in the
following chapter, governments may start to see reshoring as a solution for mitigating

GVC’s risks and expanding their industrial capacity.
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UNCTAD website shows the FDI flows over the last 30 years?. First, taking a
look at Figure 22, it is easy to notice a stable increase of FDI outflows in the nineties until
early 2000s and the trend for both Europe and North America seems to be similar. It is
clear that with the Financial Crisis of 2008-09 the positive trend in FDI stopped and then
stagnated. Investments abroad have never reached the levels of 2007 after that, and flows
have considerably diminished. Nevertheless, relatively speaking, North American FDIs
seems to be not as affected as the European ones. When it comes to the last years,
American FDI have considerably dipped in 2018 (OECD data*® report a negative value
of 128.316 USD millions) but bounced back later. In 2020, it is interesting to notice that
European countries saw a negative value of FDI outflows (-20.572 USD millions) while
FDI from North America increased with respect to 2019.

It is clear by the graph that FDI outflows from developed economies bounced
back, European investments went from a negative value of 21 USD billions to 552 USD
billions. Germany was the second largest investor in the world after the USA which
tripled FDI outflows to Mexico and increased by 25 USD billions of outflows directed to
Singapore.

Figure 22: FDI Outflows for Europe and North America

-»-Europe -+North America

Looking at FDI inflows, Figure 23, for developed economies (Europe, North
America, Japan and Australia), we can see a similar trend to what we have just seen while
for developing economies we see a stable growth, with just a slight decrease in 2008 and

2020. It is also worth mentioning that FDI inflows for developed economies have been

29 https://unctad.org/topic/investment/world-investment-report/fdi-flows-2022
30 https://data.oecd.org/fdi/fdi-flows.htm
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affected more both in absolute and relative terms: this is mainly due to a decrease of FDI
inflows for European countries with a decrease of around 320.000 USD millions in FDI
inflows between 2019 and 2020. Because of the Covid pandemic, East and South Asia

just saw a stagnation of investments but not a decrease.

Figure 23: FDI Inflows for group of countries
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UNCTAD underlines that FDI recovered really well in 2021, global FDI inflows
has grown by 64% globally, most of developed economies saw an increase in FDI (the
result can be seen in the graph), especially the US which have seen inflows doubling.
Developing economies registered an increase of 30% and FDI reached 837 USD billions,
an all-time record, thanks to a steady increase of inflows directed to Asian countries and
Latin America bouncing back with new foreign investments.

Unfortunately, the recovery is being stopped in 2022 due to the negative
consequences that the war in Ukraine has set off. Risk aversity and uncertainty among
investors are surely increasing as prices for commodities and energy are worsening
inflation and debts. This results in lower involvement by MNEs abroad: “According to
preliminary data, the number of greenfield project announcements in the first quarter of
2022 was 21 per cent below the quarterly average in 2021. Cross-border M&A activity
was 13 per cent below the 2021 average and international project finance deals were down
4 per cent” (UNCTAD, 2022, p.4).

To sum up, it is difficult to spot a real trend of decline in investments abroad:
Asian countries have been receiving inflows steadily in the last 30 years, developing

economies now have received more FDIs than developed economies since 2019. These
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aspects could be seen as a sign that MNEs are not actually decreasing their investments
in low-cost countries even if a decrease in FDI outflows from Europe and North America
after 2008 has been considerable. However, data on FDI does not show any considerable
sign that reshoring is becoming a relevant factor that is changing the global investment
scenario, at least for the moment. Nonetheless, UNCTAD (2020) warns that reshoring
processes could accelerate and are expected in the future considering variables such as
possible protectionist policies and decreasing costs for automation. Finally, it might be
worth to mention that because of the global FDI decrease due to the pandemic, China is

now the biggest recipient of FDI, overtaking the USA3L,

Trade of intermediate goods and GVC participation

Global trade has been on the rise since the end of WWII with the increasing
phenomenon of globalization, reducing the geographical distance between people and
economies. As seen in Paragraph 1.1, trade has evolved in “size and shape” throughout
the years (Figure 24), with exports and imports increasing as a share of global GDP from
27% in 1970 to 621% in 2008 (Franco-Bedoya & Frohm, 2020) and intermediate goods
increasing their importance and share in global trade. In 2021, global trade reached an all-
time high of $28 trillion, following the same recovery trend of FDI seen previously and

surpassing trade levels of 2019%.
Figure 24: global trade in USD billions 1950-2020.

Source: WTO33

$thttps://www.ispionline.it/it/pubblicazione/investimenti-esteri-crollo-record-ma-cina-batte-usa-
29171
$2https://unctad.org/news/global-trade-hits-record-high-285-trillion-2021-likely-be-subdued-
2022

% https://www.wto.org/english/res_e/statis_e/trade_evolution_e/evolution_trade_wto_e.htm
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Comparing Figure 24 to the previous graphs regarding FDI (Figure 22 and 23),
we notice similar trends in the last 15 years as trade too has suffered negative shocks
caused by the Financial Crisis of 2008-09 and Covid-19. Nevertheless, for the scope of
this thesis, the focus is on intermediate goods as they are moved along global value chains.
A decrease in trade of intermediate goods can be interpreted as a reduction of activity of
GVCs and consequently as a sign of reshoring.

The following data is taken from WTO statistics®*, focus is on growth of
intermediate goods imports and exports in recent years. Taking 2010 as a starting point,
the Financial Crisis had time to affect firms’ strategies.

First of all, Table 2 shows the percentage change in intermediate goods trade
between 2010 and 2020: negative values, highlighted in red, are seen just six times and it
is interesting to notice that Japan and France had a negative percentage both in exports
and imports of intermediate goods. A possible explanation could be an overall slight
decline in trade for both countries: Japan was the fourth biggest global exporter in 2010
but became fifth by 2020, accounting now 3.6% of global exports of goods; similar trend
for France, sixth in 2010 with 3.4% of exports and ninth in 2020 with 2.8% (UNCTAD)*.
Nevertheless, both France and Japan record an increase in trade of intermediate
commercial services during the same period of time, with the former recording an
increase in imports and exports of such services of 3.9% and 4.1% respectively, while the
latter recorded growth percentages of 7.1 and 4.8. The rest of the selected countries show
positive growth, but it is worth noticing that developed economies had lower growth than
developing economies which registered interesting percentages such as Cambodia,
Vietnam, Philippines, China, Turkey and so on. It is safe to assume that this it is normal
that such countries show relative growth much higher than developed economies. This is
also a sign that firms have kept choosing those countries to relocate throughout the last

decade, justifying the high growth in intermediate goods flows.

% https://www.wto.org/english/res_e/statis_e/miwi_e/countryprofiles_e.htm
% https://unctad.org/topic/trade-analysis/chart-10-may-2021
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Table 2: growth in IG goods and GV Cs participation

Growth in 1G trade (2010-
20)
Annual
Exports of Imports of change in
Country intermediate | intermediate GVC
goods (%) goods (%) | participation
2010-18
Austria 0,9 1,2 4
Australia 2,3 0,5 3,5
Belgium 0,5 0,8 2,5
Brazil 12 [0S 21 |
Canada 0,1 0,3 2,8
Switzerland 7,7 8,6 2,1
Chile o7 |
China 6 4 6,8
Germany 0,8 0,7 3,6
Denmark 1,4 1,5 2
Spain 1 0,7 4,2
France  |[IINOONTININOSIN| 38 |
UK 1,3 2,9 2,9
Hong Kong 5 4 2,3
Indonesia 1,4 1,9 1,6
Italy 0,5 0,5 2,8
Japan  |[INANTININOSNN 15 |
Cambodia 10,9 14,6 12,8
Mexico 3,6 2,2 6
Netherlands 1,6 2,6 5,4
Philippines 6,2 4,1 4,6
Poland 4,6 4 7,1
Singapore 1,1 2,3 5,8
Thailand 1,7 0,8 3,8
Turkey 3,9 3,7 5,8
USA 0,5 3,4 4,5
Vietnam 18,4 13,2 16,5
Source: WTO

However, the analysis should not stop here, as the last column shows the annual
change in GVC participation between 2010 and 2018, which is very important in order to
spot possible reshoring tendencies. Apart from Chile’s case, all countries show positive
annual change in GVC participation, especially Asian countries, just as expected given
the recorded high increase in intermediate goods trade. The GVC participation index is
important to understand the magnitude and influence of GVCs on trade. Looking at Figure
25, the two lines represent two different approaches: the trade-based one computes the
GVC participation as the share of indirect trading in gross exports (Borin and Mancini,
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2019), while the production-based measures it as the share of unfinished exports of
domestic value added in total value added generated (Wang et al, 2017). In the GVC
Development Report of 2021 by WTO, it is possible to find an analysis of GVC
participation trends in the last 35 years: until the financial crisis, GVCs developed quickly
as that was the phase of “hyperglobalization”; 2008-09 meant a sharp but temporary
decline as participation rates went back to pre-crisis levels in 2010. However, rates have
not increased since then but, as it is claimed in the report, rather stagnated. What is also
reported is that indirect exports reached a record level in 2018 with 13.6 USD trillions,

which confirms the healthy state of the GVC model.

Figure 25, GVC participation rate in the world 1995-2020

1995 2000 2005 2010 2015 2020
s Production-based s Trade-based Global financial crisis
Source: WTO

The numbers then show that the era of hyperglobalization has ended with the
financial crisis but trade, and in this case for intermediate goods, has maintained decent
levels. Recalling also Figure 7, intermediate goods and services still represents a
considerable portion of global trade. Intermediate imports and exports bounced back in
2021 as they have increased by 47% in the second quarter, 27% in the third and 21% in
the fourth®®. It is too soon to say how much trade in 2022 will be affected by rising prices
and geopolitical insecurity but it is safe to say that there will not be a growth such as the
one in 2021.

% https://www.wto.org/english/news_e/news22_e/stat_25may22_e.htm
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Trade in Value Added
Figure 26: levels of foreign VA in domestic final demand.
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Evaluating the value added in imported and exported goods is important to

understand the commercial relations that a country’s economy has with other states
(Martins Guilhoto et al., 2022). Indicators about value added in imports and exports also
tell a lot about how much a country is integrated in GVCs networks and where the value
added in final goods comes from. OECD has a database® dedicated to indicators
regarding trade in value added.

First of all, taking a look at Figure 26, we can see the amount of foreign value
added embedded in the domestic final demand (USD millions as measure unit). This is
interesting as it shows how much value added coming from abroad final consumers
“buy”. A couple of notes can be taken by this graph: first of all, we generally see a trend
resembling the ones regarding FDI and intermediate goods, with a constant increase until

2008 and a decline for all countries in 2009; secondly, we see a positive trend after the

37 https://stats.oecd.org/Index.aspx?DataSetCode=TIVA_2021 C1
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crisis reaching pre-2008 levels, in case of European countries, and surpassing them in
cases such as China and the USA.

For the scope of the analysis, another important indicator is the level of foreign
value added in gross exports: this can gives us an idea of the GVC integration of a country.
Taking a look at Figure 27, it is possible to see again some of the characteristic trends
seen before like a clear and sharp decrease in 2009 followed by a recovery that brought
back the pre-crisis levels. In this case, in relative terms the decrease was really sharp: for
the European Union, foreign value added in exports decrease by almost 30%, for China
Germany and Italy was almost 40%, while Japan’s was around 45%. Despite this, already
in 2010 levels were around pre-crisis period for most of the countries and if not, they were
in 2011 at latest.

Figure 27: Foreign value added in gross exports, 1995-2018
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Figure 28: Domestic value added in gross imports, 1995-2018
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To have a complete picture, considering the nature of GVCs, it is worth to consider the

domestic value added that comes back with imports. Trend in Figure 28 is similar, we see
a post-crisis increase even though it’s not steep as the previous graphs. China has a steep
increase which could also be a sign of the increasing consumerism in the country,
meaning that some products passing through GVCs having Chinese factories “go back”
once they are final goods. This could be especially true for ICT and electronic goods
which belong to the largest export sector for the country.

The graphs above are surely helpful in understanding the recent developments of
trade in value added, however, taking a look at OECD countries’ notes® allows a deeper
analysis. For example, China’s case, OECD’s notes suggest that some changes occurred
in recent years: first of all, Chinese firms are relying more on domestic sourcing for
intermediate inputs; second, production is shifting to focus more on domestic
consumption; third, regional integration with its neighboring economic partners, such as

Cambodia and Vietnam, has substantially increased in recent years. The latter aspect is

% Available at https://www.oecd.org/sti/ind/measuring-trade-in-value-added.htm#access
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very common among the countries in this analysis, especially in Europe: France,
Germany, Italy are all intertwined in their supply chain ties, and they all have European
countries as their top 5 biggest trading partners. Nevertheless, OECD specifies that, if we
take the European Union as a whole economy, the levels of non-EU value added
embodied in European exports have been stable between 2008 and 2018, passing from
15.7% to 15.8%. This means that European value chains have not become less reliable on
other countries. Japan also shows signs of regional integration exporting intermediate
goods to China, Korea, and Taiwan. The same can be said for the USA with its neighbors.

An interesting aspect is that one of the key findings, for most of the analyzed
countries, is that foreign value-added of exports, as a percentage, has declined after 2008.
In the US’ case, this is due to the increasing exports of services with high domestic value
added. However, Italy, Germany, France, UK and Japan experienced an increasing
percentage of foreign value added between 2016 and 2018, reverting the declining trend
in the aftermath of the financial crisis. In China’s case, foreign value-added percentage
has declined, as said before, because of the increasing trend to source inputs within

Chinese borders, especially for ICT and electronics.

2.3.3 Concluding remarks on the data

As said before, reshoring does not have a precise parameter to use to measure the
phenomenon, this makes it not easy to detect the amount of reshoring factories. The
research conducted by the European Reshoring Monitor is extremely useful as it collects
real cases and gives an idea of which are the firms who might decide to relocate and why.
It also gives a hint, as it is easy to expect, that China is the most affected country by
reshoring cases, given the fact that it was the preferred offshored destination in the
previous decades. It also helps to understand the sectors which might be more involved
in the phenomenon. In general, it is also useful because it gives concrete proof that
reshoring is real and can be an option for firms with different sizes, of different industries
and from different countries. Nonetheless, as previously said, it is limited and does not
really quantify reshoring as a global potential trend.

Still, various studies proved that reshoring cases have increased in the last fifteen
years (Figure 15), but is reshoring really becoming more widespread in the global
economy? By looking at the data taken from WTO, OECD and UNCTAD, the trend for

offshoring and GVCs seems to be the same for each parameter: a steep, but just
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temporary, decline in 2009 due to the financial crisis, followed by a recovery that set
levels back approximately to the ones pre-2008. Even so, this does not mean that the
global framework is the same as it was in the early 2000s as economic globalization
developed and is developing in different ways. One thing is sure: the amazing acceleration
of hyperglobalization started in the nineties has ended; according to Antras (2021), the
collapse of the Soviet Union and China joining the GVVCs network on a vast scale were
the two causes for that. As a result, with the passing of time, the phenomenon would have
slowed down sooner or later. However, a slowdown does not mean reversing completely
the trend: in the GVC Development Report of 2021 by the WTO, it is claimed that “GVCs
are more likely to evolve than to shut down” (p. xx). This era of so-called “slowbalisation”
has seen regionalism surviving, with a stable increase in regional trade agreements
(Figure 29).

One might think that this is a sign that nearshoring has become the main trend in
global production. Actually, as it is claimed in the Report, there are two main conclusions
(p.38): first, major economies have actually slowed down their GVC integration but in
the meanwhile, developing economies such as Bangladesh and Vietnam have become
more and more globalized; second, regionalism has not prevented the need and will for
“inter-bloc trade”, which means that economic agglomerations such as the EU and
NAFTA are not able to rely solely on their members to meet their internal demand. The
underlying conclusion is that globalization is slowing down but not uniformly all around
the globe, this means that “reshoring has not become any more pervasive than before”
(p-38). Moreover, complete regionalism might not be the optimal solution as Di Stefano
(2021) writes since this could lead to suboptimal allocation of scarce resources. Despite
the disruptions and the weaknesses that have been exposed, the Pandemic has not pushed
many firms to opt for a reshoring strategy but rather GVCs have proved to be more
resilient than expected and key sectors have not experienced a lot of relocation strategies
(Menont, 2022)%. Di Stefano (2021) adds that this may be a result of the “stickiness” of
some kinds of production caused by high sunk costs, which means that all activities that

have to be performed close to these types of facilities cannot move as well.

% https://www.channelnewsasia.com/commentary/covid-19-supply-chain-reshoring-us-china-

trade-war-tariff-vietnam-2788266
65



Figure 29: increasing regional trade agreements.
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Another aspect to consider is the proliferation of digital technologies that can

foster global business models: as defined by Baldwin (2019), Globotics is the new
framework towards which world economy is going nowadays, with the combination of
the forces of globalization and digitalization. This opens up new scenarios for the future
that do not just concern manufacturing and production, on which the analysis has focused,
but also deal with the service sector. While the cost decrease in transportation and the
opening up of developing economies caused offshoring of manufacturing activities, new
communication technologies could cause a “digital migration” of some activities.
According to Baldwin (2022), a prominent trend in the future will be the trade of
intermediate services which do not have high barriers except for technological ones. With
the proliferation of digital tools, global networks could be reinforced through trade of this
kind. Baldwin also underlines that there are very few limiting factors for trade of services:
it is hard to tax service imports; technological barriers are lowering down; developing
nations already have workers providing intermediate services like accountants, assistants,
sales agents, and so on; there is no need to invest in physical buildings like new factories;
services can be traded anywhere in the world in a fast and easy way and compete at a
global scale. As the pandemic has accelerated the process of digitalization in the work

environment, it follows that it could foster the evolution of global business models and
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expand them to other activities that were previously performed exclusively in the
headquarters of MNEs.

To conclude, there is not much evidence to say that reshoring has now become a
major trend in the global economy, even though it should still be looked at with attention
now and in the future. Much will depend on how institutions will behave and whether
they will propose incentives to firms to reshore. Moreover, it should be questioned
whether reshoring could be a shock-proof strategy for value chains. Finally, the degree in
which reshoring can be a valuable option for firms vastly depends on the sectors in which
the same firms operate and consequently on what variables have a major effect on
decision makers. For now, it seems that neither the Financial Crisis of 2008 nor the Covid-
19 Pandemic have disrupted global production in such a way that a vast number of

companies are running away from their past decision.
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CHAPTER 3: TOWARDS A NEW INDUSTRIAL POLICY

As previously said, reshoring has become a subject of interest in recent years, driven by
the end of the hyperglobalization era and the consequences of the Financial Crisis of
2008-09. In 2012, the loss of jobs caused by the crisis, sparked a heated public and
political debate during the US Presidential Campaign. Much focus was given to bringing
back manufacturing jobs that offshored abroad in the previous decades. Before 2008, this
subject was not considered a big problem but after the crisis hit and unemployment
increased, then offshored jobs became an issue and politicians started discussing policies
in order to create new jobs or to “get them back™°.

As seen in Chapter 2, global economy and trade recovered, but the degree of trade
integration and GVCs expansion stagnated rather than increased like it did in the 90s and
00s. Even though the financial crisis triggered the reorganization or, at least, questioning
of the global production processes, what really exposed the vulnerability of GVCs, and
offshoring strategies was the Covid-19 pandemic. Considering what has been said in the
previous chapter, the shock due to the pandemic raised additional questions about the
resiliency of GVCs.

In this delicate situation, governments stepped up trying to mitigate the supply
shortages that afflicted health products in the first months of the pandemic and reshoring
became a potential economic policy tool for many. The Policy Department for External
Relations of the European Parliament completed a study (Damen et al., 2021) focused on
the use of reshoring as a possible policy option, especially when it comes to the
production of strategic assets. Right now, governmental decision could be crucial in
reshaping the relocation strategies of companies (Elia et al., 2021) and according to De
Meyer (2020) politics have now taken back priority over economics because of the
pandemic. What was first conceived mainly as a tool to create jobs, reshoring is now also
included in the debate to identify ways to ensure supply of key products and technologies.
With the return of geopolitics and turmoil due to the war in Ukraine and the constant
rivalry between China and the US, having an independent supply of critical goods and
commodities such as microprocessors, pharmaceutical products and so on, could be

necessary in the future (Elia et al., 2021). For this reason, in 2016, the European

40 https://www.reuters.com/article/us-usa-elections-jobs-idUSTRE69C5BF20101014
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Commission introduced the concept of Open Strategic Autonomy covering five macro
areas: geopolitics, economics, technology, environment and society. The economic area,
as expected, deals with the strengthening of resilience of crucial assets and industries*.

This chapter then will focus on how reshoring could shape future policies to
change firms’ relocation strategies, especially when it comes to certain sectors and
manufactured products. However, it has to be taken into account that reshoring has some
critics, and it may not be the solution to many problems and drawbacks of offshoring that
have been previously mentioned. Then, to give a complete picture of the phenomenon
and the policies that could be associated with it, it is fitting to address and mention
potential weaknesses.

3.1 Strategic Autonomy

In the previous chapter, | have mentioned the disruption of supply for medical devices
and PPEs in the first months of the Covid-19 Pandemic. This situation meant that, more
than ever, countries found themselves exposed and vulnerable because of the high
dependency on foreign countries (especially China) when it comes to important products,
particularly in the case of a health emergency. When a region is too dependent on another
country providing critical goods and materials, a disruption of such supply could be
highly detrimental. We are seeing this with the case of the Ukraine War when many
European countries, even with the will to support Ukraine, have to buy Russian gas, with
the ever-presenting risk that its supply could get interrupted*2.

Nevertheless, the ambition of achieving autonomy over specific assets and
technology has been talked by the European Union, its member states and the United
States before the pandemic started. In the last years, we have seen the comeback of
geopolitics, a trade war between the US and China and many other factors that increased
the need to address the safety of supply for important goods. As Damen et al. (2021)
claim, political conflicts, cyber-attacks, natural disasters, and other exogenous shocks will
increase potential supply disruption in the future. They also add that “Industrial and
technological capabilities and capacities are considered crucial elements for the
international competitiveness of the EU economy vis-a-vis the increasingly geopolitical

“Ihttps://knowledge4policy.ec.europa.eu/foresight/looking-future-eu%E2%80%99s-open-
strategic-autonomy-2040-beyond_en
“2https://www.infodata.ilsole24ore.com/2022/02/25/quali-paesi-europei-dipendono-piu-dal-gas-
russo/
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strategies employed by the US and China” (p.ix). They especially stress the importance
of “technological sovereignty” in digital technologies which could be a crucial input in
achieving strategic autonomy in the future.

It is important to define the concept and to understand why reshoring is included
in the debate to achieve it. The European Commission’s communication on Next
Generation EU of 2020 gives some insights on what strategic autonomy entails. First of
all, it is necessary to say that, as European Union means strategic autonomy, it might be
more appropriate talking of open strategic autonomy as the intention is to preserve the
benefits of trade and not harm exchanges. The latter concept means “shaping the new
system of global economic governance and developing mutually beneficial bilateral
relations, while protecting ourselves from unfair and abusive practices” (p.13). What also
transpires is the intention of investing heavily in key technologies and value chains,
creating a resilient EU capable of carrying on autonomously despite potential negative
shocks. The “key technologies” mentioned in the document include various factors aimed
at improving “digital society”, developing 5G networks, expanding the available
bandwidth for health, logistics, transports and crucial infrastructures. In general, the goal
is to invest in the digital capabilities of member states such as Al, cybersecurity, data and
cloud infrastructure, blockchain. Special attention is also put into pharmaceutical
products and raw materials, especially in light of what happened during the Covid
pandemic. The aim here is to build solid value chains which could strengthen European
competitiveness and industrial sector, and generally to protect the EU from future crises.
To do all of the above, it is also important to invest in innovation and research, facilitating
the access to research infrastructure and having policies aimed at supporting the scientific
world. The concept of strategic autonomy has to intersect, according to Akgug¢ (2021),
with well-functioning and fair labor markets, meaning that the EU should also focus on
training workers in the specific areas needed to boost innovation and productivity in key
sectors. This is necessary, Akgug¢ adds, considering the ageing and shrinking workforce.
This means that strategic autonomy does not concern just economic and geopolitical
factors, but also socioeconomic and environmental ones.

The question of reshoring key assets is strictly linked to specific sectors that have
potential benefits to be reshored. Elia et al. (2021) identify two groups, depending on the
factors behind a possible relocation. The companies that could be driven to reshore
because of economic factors are those working in the electronics sector, machinery and

electrical equipment sector and transportations. The reasons are the ones previously
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mentioned such as increased flexibility, automation and shorter lead times. The sectors
that could be driven by political factors, and the ones strategic reshoring focuses on, are
medical products, chemicals, pharmaceutics, aerospace, communication automotive,
semiconductors. These sectors are perceived as very important at a national security and
supply security level. For some of them, it is easy to understand why, especially
considering the last two years. For example, the health market is dominated by few
multinationals located in the US and Europe, but several Asian countries have now a
critical role in the supply chains of products such as face masks, gloves, bandages and so
on (Elia et al., 2021).

3.1.1 The Semiconductors Value Chain

A very interesting case is the semiconductor sector: chips and processors are now more
important than ever, considering the increasing digitalization of society. Computers,
smartphones, but also cars, automated machinery and so on could not work without them.
This means that semiconductors can be considered the “backbone of modern society”
(Kleinhans and Baisakova, 2020) and the shortages caused by Covid-19 affected several
sectors, including automotive. The crisis is also expected to keep going to 2025 and
beyond*® which imply potential changes in the short term. Considering the dependency
that modern society has, having a safe supply of chips is crucial not only for economic
reasons but also communication, military, and infrastructures. However, as Kleinhans and
Baisakova analyze, despite its crucial importance, no country has achieved autonomy or
self-reliance in this sector, even though some moves have been made by China and the
US regarding this aspect. It is impossible not to mention the friction between the USA
and China when talking about semiconductors are they are a big asset in their contention,
especially when it comes to the control of Taiwan** which is a crucial country for the
production of chips as TMCS is the largest chip manufacturer®. It is no secret that China
has aimed at reducing its dependency on foreign inputs regarding semiconductors, but

this is extremely difficult considering the high interdependencies between the key actors

“https://www.mckinsey.com/industries/semiconductors/our-insights/semiconductor-shortage-
how-the-automotive-industry-can-succeed
“https://www.cnbc.com/2022/08/04/pelosi-taiwan-visit-puts-tsmc-back-in-spotlight-of-us-
china-rivalry.html
“Shttps://theconversation.com/taiwan-dominates-the-worlds-supply-of-computer-chips-no-
wonder-the-us-is-worried-188242
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which are Taiwan, United States, South Korea, Japan and Europe (Kleinhans and
Baisakova, 2020). Each of them has an advantage in a step of the production process
(apart from Europe who has fallen behind in recent years), but the role of Taiwan is crucial
and the huge global dependency on TSMC makes it the critical point with the most
potential for trouble (Kleinhans and Baisakova, 2020).

Considering what has been said above, it is natural that both China and the US are
working towards being less reliant on foreign chips and processors. China is trying to
catchup on technology as it arrived late in wafer fabrication: Chinese biggest foundry,
SMIC, is not currently producing advanced chips at the same level of TSMC and Samsung
according to Kleinhans and Baisakova. It is neither sustainable nor efficient at the
moment, as producing advanced semiconductors costs almost the same as producing less
advanced one, which are basically useless in a sector such as this*®. Moreover, the
development process has been put at risk by US sanctions intended to prevent
technological advancements in the field by SMIC. However, despite that, it is recent news
that SMIC has probably advanced its chips, catching up with Samsung and TSMC,
putting in doubt whether the US efforts to cutting China off some crucial technological
support has been actually useful*’. Moreover, Chinese sales of semiconductors have
increased substantially in the last 5 years and in 2020 almost 15000 Chinese companies
registered as working in the semiconductors industry*®.Nevertheless, China has also
begun stockpiling chips as much as possible* to be prepared in case of another shortage
in the following years.

The US have not just tried to damage China’s technological development; in
recent years they tried to strengthen their semiconductor production capacity as well. US’
share of global semiconductor manufacturing went from 40% in 1990 to 11% nowadays
(Wessner and Howell, 2022). In June 2020, a new bill was introduced in the US congress
named “CHIPS for America Act”®: the intention of the bill is “to restore American

leadership in semiconductor manufacturing by increasing Federal incentives in order to

“Shttps://www.project-syndicate.org/commentary/china-semiconductor-industry-leapfrog-us-
competition-by-keun-lee-2022-06
“"https://www.bloomberg.com/news/articles/2022-07-21/china-s-top-chipmaker-makes-big-
tech-advances-despite-us-curbs
“Bhttps://www.semiconductors.org/chinas-share-of-global-chip-sales-now-surpasses-taiwan-
closing-in-on-europe-and-japan/
“https://www.bloomberg.com/news/articles/2021-02-02/china-stockpiles-chips-and-chip-
making-machines-to-resist-u-s#xj4y7vzkg

% https://www.congress.gov/bill/116th-congress/house-bill/7178/text
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enable advanced research and development, secure the supply chain, and ensure long-
term national security and economic competitiveness”. In July 2022, the Senate passed
the Chips and Science Act which includes incentives to companies, funds for R&D
centers, education and workforce training, national defense, and investments for wireless
technologies for a total budget of $54.2 billion plus tax credits. Moreover, the Act
specifies that potential recipients of federal money have to agree to restrict their future
expansion of semiconductor manufacturing in China. Joe Biden commented the act
underlining that “For the sake of our economy and jobs and costs and our national
security, we have to make these semiconductors in America once again”>".

It is worth mentioning that even before the Chips Act, the State of New York
achieved excellent results in the manufacturing and developments of semiconductors as
presented by Wessner and Howell. New York is now one of the key regions in
nanotechnology and host America’s biggest semiconductor manufacturing foundry,
GlobalFoundries, in its capital Albany. Wessner and Howell use this example to the
advancements of the New York region could be replicated at national level if the federal
government consider a whole spectrum of factor, even though considering the wider area,
it will face tougher challenges. The role played by the collaboration between universities
and companies, such as IBM, has been crucial and laid down the foundation for the
competitive advantage of the region. This has not been a rapid process, but the result of
decades of investments, bipartisan policies and continuous improvements of existing
facilities and infrastructures. This has fostered a local ecosystem with high human capital,
advanced R&D, manufacturing capacity, creation of jobs and a bipartisan agreement to
push the industry with long term aims. In light of the Chips Act, reinforcing the industry
in New York, and using it as a model for other centers in the country, could be a trigger
to develop the whole US semiconductor industry.

While the two global giants are making moves, the EU is not watching and is
making concrete moves similar to the US. In her State of the Union Address of the 15"
September 202152, Ursula von Der Leyen underlined the importance of investing in
digitalization and of achieving technological sovereignty. Because of the shrinking

importance that EU has had in recent years in the supply chain, a reaction is needed, and

https://www.whitehouse.gov/briefing-room/speeches-remarks/2022/08/02/remarks-by-
president-biden-marking-the-signing-of-governor-whitmers-executive-directive-to-implement-
the-chips-and-science-act-of-2022/

52 Available at https://ec.europa.eu/commission/presscorner/detail/en/speech_21 4701
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for this reason von Der Leyen presented the European Chips Act, which passed in
February 2022. The declared objective is “to jointly create a state-of-the-art European
chip ecosystem, including production. That ensures our security of supply and will
develop new markets for ground-breaking European tech”. Very similarly to its American
counterpart, this Act is intended to achieve objectives such as strengthening of research
towards more advanced chips; supporting design innovation, manufacturing and
packaging of chips; improving skills of European human capital; increasing production
up to 20% of the global share; developing deep understanding of the entire supply chain.
The total amount of investments is around €43 billion to spend until 2030 and it is
expected to be matched by private investment.

Semiconductors are a very nice example of a key asset nowadays, and probably is
the one that is attracting the most significant attention from governments. Considering
the constant friction caused by Chinese ambitions towards Taiwan and the supply
shortage that will keep going for the next years, it is no surprise that governments are

rushing trying to secure their supply and make it more resilient.

3.2 Pro-reshoring policies: examples and results

Policies incentivizing reshoring did not come out just after Covid. In the previous decade,
some policymakers already focused on the matter. According to De Backer et al. (2016),
in the US, the policy debate on reshoring started with the Obama administration in 2012
with the “Blueprint for an America built to last”. The document® introduces four main
pillars: manufacturing, skills, energy, and values. The first two pushed for reshoring
policies such as taxes on profit for companies producing abroad, lower taxes for
companies creating jobs in America, creation of collaborations between colleges and
firms, help for research and innovation, investments in high-school education, and
facilitation for unemployed workers relocation in the job market. Then, the idea is a mix
of convincing companies to backshore with tax cuts while improving the existing human
capital in a way that potential reshoring firms can find ready and high skilled workers.
However, as De Backer et al. mention, Obama administration has encountered difficulties

to put into practice the proposed ideas, especially for tax incentives. Nevertheless, the

Available at
https://obamawhitehouse.archives.gov/sites/default/files/blueprint_for_an_america_built_to_last
.pdf
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government investment was around $80 billion to finance subsidies, covering 20% of
reshoring costs and to improve logistic infrastructures: the end result was 1800 projects
supported by states and 25 cooperation plans (called “Manufacturing Universities”)
between universities and companies (Centro Studi Confindustria, 2020).

Attention on reshoring was put especially by the Trump administration between
2017 and 2020, which was expected considering the statements about China in the
presidential campaign of 2016. Trump, in his own way, kind of warned about the possible
risks of US’ high dependency on Chinese manufacturing capacities and started a trade
war against the global rival®*. President Trump often focused on the need of “bringing
back” manufacturing jobs and according to Forbes®, in his first 30 months almost half a
million manufacturing jobs were created. Rather than focusing its policies on investments
on innovation and research like Obama, Trump administration counted on cutting
production costs and a hostile trade policy towards China with high import duties (Elia et
al., 2021). However, this kind of policy didn’t seem to have achieved good results for the
aim it was intended for: according to the Robert E. Scott (2020) offshoring continued
during Trump presidency, and whatever job was gained, it has been lost because of the
Covid-19 pandemic. America has kept losing manufacturing plants since 1998, as it can
be seen in Figure 30.

After Trump’s presidency, the theme of reshoring continued to be a matter of
policy debate with Biden, who focused on securing critical supply chains and building
their resilience since the first months of its presidency®®. The approach taken by the
Democratic president looks similar to Obama’s one with incentives and easy access to
financing. The main features of the Biden-Harris’ plan are the following: strengthening
US manufacturing exports financing operations of SMEs; expanding access to capital for
small manufacturers; promoting an environment of innovation and collaboration among
firms, unions and innovative startups; improving logistics by investing in infrastructure;
expanding domestic production and process of critical minerals and easier securing of

government contracts for American manufacturers under the Buy American Act®’. Biden

S*https://www.industryweek.com/the-economy/trade/article/21154656/biden-vs-trump-on-
reshoring-a-review-and-a-critique
*https://www.forbes.com/sites/chuckdevore/2019/07/10/in-trumps-first-30-months-
manufacturing-up-by-314000-jobs-over-obama-what-states-are-hot/?sh=2d5807b42677

% https://www.whitehouse.gov/briefing-room/presidential-actions/2021/02/24/executive-order-
on-americas-supply-chains/

57 https://www.whitehouse.gov/briefing-room/statements-releases/2022/02/24/the-biden-harris-
plan-to-revitalize-american-manufacturing-and-secure-critical-supply-chains-in-2022/
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also supported reshoring in his State of the Union Address in March 2022 claiming

“instead of relying on foreign supply chains, let’s make it in America™®.

Figure 30, change in manufacturing establishments and jobs in the US 1998-2018
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Moving to Europe, for the moment there has not been a policy promoting
reshoring at EU level. Nevertheless, there are still examples of European governments
designing policies to trigger reshoring. France was the first one in Europe to implement
this kind of policies in 2013: the basis for this policy was an online questionnaire called
Colbert 2.0, addressed to French SMEs with offshored activities, to evaluate whether they
would be prepared to relocate and their potential benefits from a possible decision to do
that®®. After completing the questionnaire, potential reshoring companies were supported
by a dedicated service consisting of having a single person assisting the company with
bureaucratic practices related to the relocation phase. This was complemented with a

specific fund to help firms (Elia et al., 2021). Moreover, even before the policy, in 2010,

%8 https://www.whitehouse.gov/state-of-the-union-2022/
% https://estory.corriere.it/2013/07/29/colbert-delocalizzazione-made-in-france/
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the association Origine France Garantie®® was created for French companies who wanted
to promote a transparent and voluntary certification for goods produced in France. It is
also useful to know that the policy was designed by the then Minister of Economy,
Arnaud Montebourg, who really pushed for relocalisation and Made in France®® as the
debate about it was starting to get attention in that period. Elia et al. (2021) add that
Colbert 2.0 and services linked with it were deactivated some years later. However, that
was not France’s last attempt at pro reshoring policies.

In 2017, under the presidency of Emmanuel Macron, the Minister of
Economy, Bruno Le Maire, launched a new project called La French Fab. As it can be
seen in the dedicated website®, it is intended to “bring together the industrial ecosystem
across France”. It is interesting to notice that there is a specific macroarea dedicated to
strategic autonomy, security & defence industries in which it underlined the need to invest
in technology and expertise in order to develop a French production chain capable of
responding to new challenges. In 2019, it was also created the French Fab Investment
Desk to accelerate new industrial investments for French companies who desire to expand
their productive capacity in France instead than abroad, all done collaborating with local
and regional institutions®,

The pandemic outbreak brought even more public and government attention on
local production. In particular, the focus was on key goods and sectors that were heavily
hit by shortages. France responded by starting an initiative to reshore production of
pharmaceutical products beginning with paracetamol. Interesting to notice is that France
has been hit by medicine shortages before Covid-19 between 2008 and 2018%*. President
Macron stated to prepare a fund of €200 million to support an expansion of the production
capacity of the French pharmaceutical sector®®. However, the idea seems to be quite
challenging to put into practice since the majority of inputs for traditional medicines are
sourced from Asia®. Hichem Jouaber, pharmaceutical industry consultant, interviewed

by the Financial Times®, sounded skeptical about reshoring paracetamol production

SOhttps://www.originefrancegarantie.fr/
Sthttps://www.lexpress.fr/actualite/politique/arnaud-montebourg-ex-ministre-et-defenseur-du-
made-in-france_1804634.html

82https://lafrench-fab.com/
83https://www.economie.gouv.fr/french-fab-investment-desk-agnes-pannier-runacher-
recommandations-claude-imauven

64 https://www.ft.com/content/80a4836b-ca25-48e0-996d-458186e968dc

% https://www.reuters.com/article/health-coronavirus-sanofi-macron-idUKFWN2DT09I

6 https://www.npr.org/sections/health-shots/2020/04/24/843379899/pandemic-underscores-u-s-
dependence-on-overseas-factories-for-medicines?t=1660066034849
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unless satisfactory government subsidies are given away. Without them, it is just not
convenient, he claims.

According to Le French Fab’s website®’, in the last two years, the development of
new industrial sites has increased considerably, and the government helped: 782 projects
have been subsidized, 107 of which in the electronics sector and 120 in metals, materials,
chemicals and recycling. The subsidies amounted to a total of €1.6 billion, one company
out of three received governmental support. This is all in line with the French recovery
plan which targets reshoring industrial production for five sectors: health, inputs essential
to industry, electronics, agrifood industry and industrial 5G applications®. French
government tried to implement this agenda also on the automotive sector, especially with
Renault since the state own part of the company share. The government offered a saving
plan worth €5 billion in exchange of the will to start a process of relocation in France, but
the car manufacturer actually announced job cuts instead®®.

United Kingdom also has already an experience in reshoring policies, starting
from 2014 with the “Reshore UK” policy (Elia et al.,2021) acted by the UK Trade &
Investment Agency and the Manufacturing Advisory Service. The aim was to help firms
who wanted to reshore with complete support to identify local suppliers and to understand
the best business strategies. Moreover, the service was offered to SMEs willing to become
suppliers to these potential reshoring companies as well. This policy was aimed at
improving UK’s industrial capacity and it was not limited to offer support to British firms
but also foreign ones, hoping to attract new investments from abroad and create new
jobs™. In 2014, the UK government also launched the Advanced Manufacturing Supply
Chain Initiative (AMSCI), a competitive fund for investments in capital, research,
development and training, targeted at strengthening the competitiveness of firms within
large supply chains. The main tool was subsidies in order to improve the productivity and
skill level of human capital. AMSCI can be defined as a pro reshoring policy because it
was also aimed at promoting FDI and identifying British companies willing to reshore,

attracted by new projects and the possibility to spend money on capital and R&D

o7 https://lafrench-fab.com/news/industrial-reshoring-picking-up-pace-in-france/
®8https://www.diplomatie.gouv.fr/en/french-foreign-policy/economic-diplomacy-foreign-
trade/promoting-france-s-attractiveness/france-relance-recovery-plan-building-the-france-of-
2030/
https://www.france24.com/en/20200531-france-s-renault-highlights-obstacles-to-reshoring-
industries

70 https://www.gov.uk/government/news/new-government-support-to-encourage-manufacturing-
production-back-to-the-uk
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(Department for Business Innovation and Skills, 2015). Also in 2017, Make UK was
founded: as it can be seen in its website™, it is the British Manufacturers’ Organization,
grouping companies that together account half of UK’s exports and 60% of R&D in the
country. Make UK supports manufacturing firms and try to foster UK industrial capacity,
possibly having a voice on industrial policies that could bring investments.

It is also important not to forget that the UK has not only recently suffered the
Covid pandemic like the rest of the world, it has also undergone the process of Brexit
which changed its economic and industrial scenarios. According to a survey by Make
UK, reported by the Financial Times, 75% of British companies have increased the
number of their British suppliers and 10% of the interviewed companies plan to reduce
their reliance on Asian suppliers’. As the effects of Brexit are already visible on matters
of trade, British manufacturers have also suffered an additional obstacle in their supply
chain with the pandemic outbreak. The Financial Times also interviewed various
managers of manufacturing firms and it emerged that the priority now is flexibility,
reduced lead times and reduction of uncertainty. For this reason, more companies are now
willing to reshore their supply chain, which means looking for local suppliers for their
production plants based in the UK. Make UK recommended a series of initiatives to the
government to improve the resilience of British supply chains: institution of resilience
taskforce composed by members of various industries and government officials; better
supply chain data management; publishment of lead times on raw materials to improve
and help business plans; government and industry working together to improve visibility
of supply chains and to share information to SME with limited scope; tax breaks and
subsidies for firms using innovative digital solutions; supply chain support through
regional institutions and long-term initiatives’.

Differently from the countries just discussed, Italy for the moment does not have
any pro-reshoring policy, at the national level at least. As Confindustria (2020) reports,
there have been some regional policies like the one in Emilia Romagna: the regional
government, collaborating with four local universities, financed projects in order to
understand the drivers and size of the reshoring phenomenon, to outline the presence of

regional companies abroad and to gather ideas and proposals from regional stakeholders

™ https://www.makeuk.org/

2 https://www.ft.com/content/8127dbfd-a464-4ee5-9581-ffledh22e20c

3 https://www.export.org.uk/news/605495/Manufacturers-call-for-new-supply-chain-resilience-
taskforce-as-survey-highlights-reshoring-trend.htm
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about potential policies to support the reshoring process. Nevertheless, the public
attention on the subject is increasing together with the tendency for sustainability and the
increasing importance to the “Made in Italy”’*. Confindustria and workers unions are
favorable in discussing some potential policies with the national institutions, but it would
require fiscal incentives, investments in infrastructures and faster bureaucracy’®. Antonio
Misiani, Vice Minister of Economics and Finance under Draghi’s government, has put
forward the idea of a task force working on attracting foreign firms or Italian companies
willing to come back. According to Misiani, Southern Italy could attract investments with
the proper tax breaks and investments, aiming at attracting high value-added firms like
companies working in the hi-tech sector’®.

Apart from public statements and press releases, in Italy there has been no
concrete work in the political arena regarding reshoring for the moment. Still, it seems
like reshoring is getting more and more attention from political leaders’’ of different
ideologies. A lot depends on the composition of the next Italian governments, but it is
safe to guess that, with increasing interest and popularity among companies and
Confindustria, pro reshoring policies will be drafted in the future.

As Confindustria (2020) reports, pro reshoring policies have been activated also
in Asian countries like Taiwan, South Korea, India and Japan. The former has focused on
5G and industrial innovation, with a total amount of investment of €230.5 billion. Firms
can take advantage of facilitated access to financing, support to find qualified staff, instant
supply of water and electricity and support to identify land to settle new plants. More than
60000 new jobs have been created. South Korea started giving out incentives and tax
breaks since 2013 but Confindustria reports that these tools have been ineffective. In
2020, pro reshoring policies have been strengthened and limitations were lifted, so now
all Korean firms willing to reshore have access to these incentives. In 2020 also Japan
started developing reshoring policies, putting subsidies at firms’ disposal, especially for
firms working in the health products sector. Moreover, Japan, India and Australia are

working together to enact a trilateral pact, the Supply Chain Resilience Initiative, to

"https://www.ilsole24ore.com/art/reshoring-e-sicurezza-filiere-nuova-agenda-le-imprese-
AE2AifUB?refresh_ce=1
"https://www.ilfoglio.it/economia/2022/05/20/news/re-shoring-e-investimenti-in-italia-le-
opportunita-della-nuova-globalizzazione-un-girotondo-4021721/
"®https://www.ilfoglio.it/politica/2022/05/17/news/antonio-misiani-caro-governo-il-pd-chiede-
una-cabina-di-regia-sul-reshoring--4009297/

" Various statements from party leaders and spokespeople can be found online
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improve supply chain resilience in the area, which can also mean attracting firms that
previously offshored to China’®. India has proposed incentives and the constitution of
three industrial parks dedicated to treatment of raw materials and ingredients that are key
for the pharmaceutical sector. Moreover, investments in logistical infrastructures and
subsidies for collaboration among universities and companies are expected.

It is definitely too early to evaluate the policies that governments designed in
response to the pandemic, but most of the previous policies did not seem to be backed up
and supported by a constant effort to make them work. The French case proves that France
Is willing to keep pushing on reshoring policies even without Covid, regardless of the
ideologies in the government. In UK, the need for and popularity of this kind of policies
is increasing but after the 2014 policies, it seems that there has not been a real effort,
despite the increasing pressure from associations and companies. Nevertheless, reshoring
cases are increasing even without governmental support. The US looks like the country
that has put the most amount of effort trying to promote reshoring: the most plausible
reason for this is the increasing geopolitical rivalry with China. Job creation is also
important but being able to withdraw investments of American companies in China is in
the interests of the United States as it enables to improve their industrial capacity while
retaining important assets. It is important to underline that this is part of the agenda of
both the Republicans and Democrats as the Biden administration is also pushing reshoring
like Trump, but with different tools and mechanisms. In general, the theme of
reindustrialization in the West has got a lot of attention in the last years. Alberto Tajani
in 2013, at the time European Commission Vice President responsible for Industry and
Entrepreneurship, stated that “Europe must change, enacting reforms and policies for
commerce, the internal market, research, energy, the environment and infrastructure. All
these policies must be coherent with European reindustrialization”’®. Then, reshoring can
be seen as a new possible route to achieve reindustrialization, but some caution is needed.
Reshoring as a tool for creating new jobs should not have high expectation when
automation, as previously mentioned, could be one of the drivers for it, meaning that the
need of actual workers could be low. Moreover, with the development of communication

technologies and the new era of Globotics, as defined by Baldwin (2018), governments

Bhttps://www.dfat.gov.au/news/media-release/joint-statement-supply-chain-resilience-initiative-
australian-indian-and-japanese-trade-ministers-0
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should address carefully potential job losses in the service sector as remote work could
transform the labor market at the international level.

3.3 Drawbacks and criticism of reshoring

Up until this point, the discussion dealt only with the possible benefits of reshoring but,
as it always happens, there is criticism, potential drawbacks, and weaknesses. There are
both institutions and academics claiming that reshoring may not be the solution of the
problems previously mentioned and that it should not be overrated. Many have expressed
their opinion on reshoring to discuss whether it’s the best option to ensure resilient supply
chains and have a consistent level of key resources and assets.

First of all, after what has been discussed in previous paragraphs, it can be said
that the main reason why governments would push for reshoring policies is to increase
the resilience of the country with respect to external production shocks. The rationale
behind this is that if a country relies more on its own production capacity, then it would
be less affected by potential disruptions such as Covid-19 or the Suez Canal blockade of
2021. However, there are several scholars disagreeing on this: the WTO World Trade
Report of 2020 lists several reasons why reshoring production might not be the optimal
solution in this respect. Three main explanations are proposed: first, a country must have
the production capacity, the machinery, inputs and specialized skills necessary to reshore
production of the required goods, which means that not all countries are able to enact
reshoring strategies; second, reshoring policies can be very expensive as they involve (as
shown in Paragraph 3.2) subsidies, private investments by firms, trade barriers and as a
result they might cause higher prices for consumers; third, reducing reliance on foreign
countries might not delete at all the risk for production disruption given the fact that the
probability for domestic shocks would not be eliminated.

Reshoring would mean localize the whole supply chain or a consistent part of it,
concentrating its activities in a specific geographical area. We know that one of the
reasons why Covid-19 made a big impact on global supply is the concentration of key
GVCs’ players in China. Hubs of really high importance represent potential breaking
point in the supply chain, just like Taiwan can be in the semiconductors sector. It follows
that concentrating a consistent portion of the chain in a specific area can be risky in case
that area is hit by local shocks. As a study by the OECD (2021) points out, less

connections with GVCs and a more localized system usually bring two consequences:

83



first, economic activity and income are lower; second, shocks can be more powerful and
bring greater instability. Countries that are more connected to GVCs are better off
according to this study, given the fact that can mitigate local shocks by accessing the
global market and relying also on countries that are less or not affected at all.

OECD (2021) conducted a simulation to compare economic parameters between
“interconnected regimes” and “localized regimes”: the former represents GVCs
production fragmentation; the latter represent the case in which there is a rise in global
trade tariff, subsidies to favor local production, constraints to switch to different suppliers
and more rigid supply chains. The simulation has been conducted to see what effects
policies favoring a localized regime during the pandemic would have had. Table 3 shows
a consistent negative percentage change in real GDP, domestic production, import and
export demand for all the interested regions and countries. OECD then concludes that

localized regimes are actually more vulnerable than interconnected ones.

Table 3: Simulated change in a localized regime versus an interconnected regime during Covid-19

pandemic
Country Real GDP Domestic production Import demand Export demand
% change % change % change % change

Argentina 29 -3.2 135 8.3
Australia and New Zealand 88 86 217 -196
Brazil 25 25 -16 152
Canada 1341 -15.1 -25 -30

China 28 24 -234 -18.4
France 5.1 56 99 -125
Germany 5.1 -54 114 96
United Kingdom 122 134 -244 -33

Italy 32 35 96 9

European Union (24) 42 44 -19 -4
Indonesia -32 -38 213 -186
India 11 07 114 148
Japan -39 438 -204 218
Korea -14 91 -24.1 225
Mexico 59 82 231 268
Russia 34 29 221 112
South Africa 6.9 68 -22.2 20.7
Turkey 52 ¥ -16.7 295
United States 69 11 -20 -283
Latin America 55 -6 228 218
South East Asia 108 152 -28.1 288
Rest of the world 6.3 -15 202 172
World 55 59 -18.1 178

Source: OECD (2021)
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The study admits that some downstream countries (France, Korea, Mexico,
Turkey, United States and Southeast Asia) would have more stability given the fact that
they some of the most integrated economies in the GVCs system. However, consequently,
they would experience the high trade reductions and income decrease. Moreover, higher
stability would cost in terms of efficiency: for example, those who rely more on foreign
inputs would have to sacrifice a consistent amount of resources and income in order to be
able to rely more on their own inputs. Upstream countries would even lose out both in
terms of GDP and stability. It is also important not to forget that restructuring the supply
chain to be more concentrated is very costly especially in case of specific assets and
natural resources. Also, there would be less options for new suppliers in a localized
regime than in an interconnected one.

Up until now, the critical points are presented through the perspective of policy
makers and governments, not taking into consideration the fact that reshoring can be
driven by spontaneous decision making by private companies. In Chapter 2, | presented
possible reasons why multinational firms could decide to relocate their activities back to
their home country. Nevertheless, even if a company decides to reshore to fix previous
wrong decisions, that does not come free without costs. First of all, sunk costs have to be
taken into account as, for example, production plants might be abandoned, along with
their capital. It follows that demand or supply shocks must be permanent and considerable
and able to dramatically change global trade and production in order to trigger the
decision-making process that brings to reshoring (Di Stefano et al., 2021). In Chapter 2,
the data presented showed that reshoring was not a major trend before Covid and there is
no evidence that the pandemic stimulated an increase of the phenomenon®. Di Stefano et
al. (2021) confirm that firms, especially MNEs, did not choose reshoring as much as it
may have been expected. The potential benefits of reshoring, previously described, seem
to be outweighed by the drawbacks for firms, for the moment. The costs and complexity
of bringing back entire activities are very high: a relocation process has to be started (just
like when the decision to offshore was taken), the firm has to invest in new or existing
plants, infrastructure, it has to build or expand existing operations which means
establishing new relationships with suppliers and new hires. Moreover, the skills and

close ties that have been developed abroad are lost and it should not be given for granted

8 https://www.ft.com/content/e06be6ad-7551-4fdf-adfd-9b20feca353b
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that same or better conditions can exist in the home country®! (Jaques, 2022). Even taking
the current and future waves of automation into account, for the moment, the required
investments might have costs that are too high for firms to be considered worth the
expense. Another aspect to consider is that the initial (and most important) reason to
offshore was the lower production costs in developing economies and even though the
cost advantage is not as big as it used to be, it is still an advantage. Some companies might
not be able to survive bringing back production activities given the higher costs. In the
long run, the benefits of reshoring could be eroded by higher wages, stricter regulations
and so on®. It follows that the decision to reshore absolutely needs a careful decision-
making process as other solutions can be more suitable both in the short and long run.
Even taking into account weaknesses of reshoring, the question about the safety
of global value chains still remains open and unsolved. It has been said over and over
again that the GVC model has shown its fallacies and needs changes in order to be
sustainable for the future. As a matter of fact, critics of reshoring propose other solutions
that might avoid a complicated and expensive reorganization of the global division of
labor (like reshoring). Instead of relocating activities elsewhere, a solution could be to
strengthen the existing supply chains by making them more resilient. The supply
disruptions and shocks of recent years proved that in a globalized economy some of the
risks are shared and the efficiency of the chains relies on variables that are controlled or
influenced by different countries. For this reason, the OECD (2021) put forward the idea
of countries collaborating with each other and firms “on improving risk preparedness by
identifying the range of potential threats to essential activities, mapping the local and
international players involved in some essential logistic chains, collecting and sharing
information on potential concentration and bottlenecks upstream, or by developing stress
tests for essential supply chains” (p.15). To ensure the latter, firms and governments
should work on examining strengths and weaknesses of said chains, but also specific trade
arrangements between countries for goods such as medical devices could improve the
safety of supply (OECD, 2020). Investing in infrastructure (for example digitalization)
can have beneficial effects in case trade and transports are disrupted. GVC’s resilience is

especially important for countries that are more deeply integrated into them, like

8l https://www.mhlnews.com/global-supply-chain/article/21234768/the-benefits-pitfalls-of-
reshoring
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developing economies in Asia. This is also needed in light of the climate change that is
causing an increase of natural disasters that are more likely to hit these countries (Brenton
et al., 2022). Likewise, better policies regarding logistics and border control can help
smoother trade and flexibility.

OECD (2021) also proposes stockpiles as a potential tool for mitigating negative
shocks: even at regional levels, stockpiles of critical goods can cushion supply chains in
case of disruptions while waiting for production to recover again. However, stockpiles
are not easy to achieve because they are costly and it is difficult to choose the product to
buy, especially when they have a cyclical period (for example chemicals and drugs with
an expiration date).

Finally, to conclude, reshoring seems to be seen by some policy makers as the
solution to create jobs in the manufacturing sector (as seen in Paragraph 3.2). This is fairly
a good assumption but probably reshoring’s effects on employment should not be
overestimated. Considering the increasing developments on automation, the human role
in production is not the same as it used to be in the pervious decades. It follows that the
capabilities of reshoring policies in creating jobs should be carefully addressed.
Overestimating the potential of such policies can lead to money waste and public

criticisms.
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CONCLUSION

It is undeniable that reshoring is attracting attention by academics, politicians and
possibly even the general public. To analyze the phenomenon, a review of the history of
globalization and the literature on international trade was needed as the foundation for
this thesis. Reshoring of course is strictly linked to the concepts of global value chains,
offshoring and international division of labor and their definition was useful to prepare
the ground for assessing what reshoring truly is. The definitions that | have collected
depict reshoring in a broad way, as it is accepted to include strategies that do not just
relocate to the home country, but also to the home region. This is important if we look at
Europe, as we can see potential reshoring from a continental point of view, especially
considering the role that the European Union, with policies and initiatives, could have in
affecting MNEs’ decisions.

The European Reshoring Monitor has been useful to understand the possible
causes underlying reshoring strategies, the sectors in which the trend could be more
prominent and the countries that are more popular for relocation. However, as mentioned
in the second chapter, the database used is limited and does not allow an analysis at the
macro level to understand the actual scale of the phenomenon globally. The data used,
coming from UNCTAD, WTO and OECD, depicts a similar trend for all the variables
taken into consideration: the hyperglobalization era ended with the financial crisis and
foreign investments and GVC trade have recovered but they didn’t surpass the levels
reached before 2008. Then it is safe to assume that, while being severely hit by the
Financial Crisis, MNEs still decided to pursue their offshoring strategies, taking into
account existing sunk costs, but the incentives to expand their activity are not the same
as they were back in the 80s and 90s. Nevertheless, reshoring did not become a major
trend after 2008, despite regional networks have become more important. Regardless of
the increase of costs in developing economies, offshoring strategies are still advantageous
for firms looking for cheap production. Moreover, it is early to evaluate the effects that
the Covid pandemic may or may not have had on the organization of global production.
The available data hints that the GVC model has not being severely affected by it and
should keep going unchanged for the majority of economic sectors.

Reshoring definitely attracted a lot of attention, especially by governments which
sees an opportunity to increase jobs and recover some of the industrial capacity that the

Western World (mainly Europe and the USA) has let go and relocated to Asia mostly.
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The policies who incentivize firms to reshore include tax breaks, investments in
education, or even trade barriers as it was the case for the Trump Administration between
2017 and 2020. | believe that reshoring should be more looked at in the light of the
concept of strategic autonomy that has become a very strong topic in the last years due to
the geopolitical tensions mainly concerning the USA and China, and, on top of that, the
war in Ukraine. A safe supply of key assets such as semiconductors, pharmaceutical
products (crucial during the early months of the pandemic) and the development of digital
technologies will be critical for the sovereignty and autonomy of nation states. In this
aspect, the pandemic highlighted the dependency on China for the production of many
essential products and the semiconductors value chain has definitely become a
geopolitical matter with many players in the mix.

Many academics and institutions are not convinced about the benefits that
reshoring strategies can have at the moment. The issue of safety of supply is not solved
by it as local shocks are actually more powerful if the economy is not well integrated in
the GVC network. It would be a very expensive process for companies that can lead to a
sharp increase in costs and the loss of capital (also human capital) that has been used
abroad.

| also add that the proposed analysis has not taken into account the impact that the
war in Ukraine is having and is going to have on the international production structure.
Considering the geopolitical importance of the conflict and the balance of power at stake,
the war may lead to more protectionist policies and to a stronger regionalization of GVCs.
However, given the fact that it is ongoing, it is difficult to assess in what degree the war
is going to affect international supply chains. One thing is sure: the Ukranian War is
another disrupting element and another factor that has to be looked at carefully in the next
future, considering the effect that is already having on prices, especially for energy.

I’d like to conclude this thesis, looking at a Tweet by Richard Baldwin concerning
reshoring: in it®®, Baldwin presents data taken from a survey by EY reported by the
Financial Times® that clearly indicates that the pandemic helped the hype around
reshoring, but reality is different. While many companies considered reshoring during the
first months of 2020, as soon as the situation has improved, the consideration of such kind
of strategy has definitely dropped. In the same article by the Financial Times, Adidas

8 https://twitter.com/baldwinre/status/1483713455614210053
& https://www.ft.com/content/deb2514d-acdf-4eb6-ad42-e60f946c1a74?share Type=nongift
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CEO, Kasper Rorsted states that “It is an illusion to believe that you can move an industry
that has grown over 30 years in Asia, to a very sophisticated industry, to some regions”.
I can conclude that the discussion around reshoring can be very useful in order to
understand some problems that can potentially affect global production and it should be
definitely taken into consideration when it comes to strategic assets as previously
mentioned. However, we should not be carried away by the hype and, from a business
point of view, reshoring strategies are still a very expensive and unnecessary move for
the majority of companies. Nevertheless, future developments on digital technologies and
automation may change the international division of labor and supply chain all around
the world. The diffusion of such technologies will have a big impact on production and
could change the way global value chains are organized today, without any major
relocation to MNEs’ home regions. Cooperation between governments will also affect
GVCs’ resilience and international trade but the geopolitical tensions could completely

change the situation.
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