From the Board: Short-term and Long-term
Trade Responses to COVID-19

The economic fallout caused by the Coronavirus disease 2019 (COVID-19)
pandemic and the associated lockdown measures enacted in many countries
already seems likely to be of extraordinary magnitude. Recent S&P forecasts
predicted a reduction of GDP in 2020 by 6% in Germany, 8% in France, and
10% in Italy." Everywhere debt-to-GDP ratios are soaring as a result of the
unprecedented fiscal response enacted by States to tackle recession and unem-
ployment, with Italy running an anticipated budget deficit nearing 10% of GDP
for this year. As of 30 April 2030 million unemployment claims were filed in
the US. The International Labour Organization warned that almost half of the
global workforce — a staggering 1.6 billion people — are in ‘immediate danger of
having their livelihoods destroyed’ by the economic impacts of COVID-19.
The 2 billion workers in the informal economy, often on short-term contracts
or self-employed, already suffered a 60% decline in their income in the first
month of the crisis.?

World merchandise trade growth, which in early 2020 was already under
pressure from tariffs escalations and sputtering demand, is tumbling down from a
combination of production shutdowns, transportation disruptions, and collapsing
global demand. The most optimistic scenario forecasted by the WTO expects trade
in goods to shrink by 13% in 2020. In the failure of effective coordinated efforts by
WTO Members, however, WTO experts warned that the decline could be as high as
32%. Similarly, in 2020, the EU Commission expects an economic contraction
resulting in a reduction of 9.2% in extra-EU27 exports of goods and services, and an
8.8% decrease in extra-EU27 imports.* United Nations Conference on Trade and
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Development (UNCTAD) has estimated a shrinking of global foreign direct invest-
ment by 5-15 %.> Short-term measures and especially long-term measures will be
key in determining the economic impact of COVID-19. States’ commitment to
open trade and to the multilateral trade system will be instrumental in determining
whether these figures will be worsening and whether the worst-case scenario pre-
dicted by the WTO will in fact materialize.

In particular, the early stages of the global crisis have been characterized by
restrictions to trade in goods taken in order to ensure that States do not run short of
essential medical devices and equipment. Even within the EU, Members initially
reacted by turning inwards. Restrictions to the freedom of circulation of medical
and protective equipment were imposed in early March by Germany and France,
just to be lifted a few days later. The Commission rapidly issued guidelines
recognizing the right of Member States to take protective measures against
COVID-19, however, affirming that these measures shall be transparent, propor-
tionate and non-discriminatory. The Commission recognized the crucial impor-
tance of free circulation to maintain availability of goods essential to tackle the
health crisis. It also warned that measures affecting trade should not cause disrup-
tion of supply chains, essential services of general interest, and of both national
economies and the EU economy. ‘Green lanes’ for priority and rapid border-
crossing of freight transport have been established, and free and safe movement for
transport workers has been ensured.® Other relevant trade-related measures
include a temporarily waiver of customs duties and VAT on the import of medical
devices and protective equipment from third countries, as well as restrictions to
trade by establishing export authorization requirements for medical and protective
products.”

The reaction of the EU has been overall very profound, with a wide set of
measures addressing various economic aspects connected to the crisis. In addition to
forms of support tackling unemployment, supporting small and medium enterprises
and specific sectors, and a historical activation of the escape clause in the Stability and
Growth Pact,® competition rules were leveraged as well. The Commission issued
flexible State Aid norms empowering Member States to provide direct economic
support to companies and small firms as they may risk closing down.” The European
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Competition Network (ECN) also published an unusual statement providing expli-
cit competition guidance to undertakings. The ECN held that it will not intervene
against forms of cooperation between undertakings aimed at avoiding goods
shortages, but it will enforce competition rules against collusive or abusive price
increases of health-related products.'® Similarly, the Commission illustrated its
enforcement priorities in the domain of medical and personal equipment, and even
expressed its intention to resume its pre-modernization practice of informal guidance
to undertakings."'

At the global stage, more than fifty different forms of trade restrictions were
notified to the WTO, mostly in the form of temporary export bans and quotas,
temporary export licensing schemes and export control requirements for personal
protective equipment, drugs and disinfectants. These measures reflect a nationalist
approach in Members’ responses, prioritizing (perhaps understandably) national
public health over open trade. Some of these restrictions, such as India’s decision
to stop exporting the hydroxychloroquine drug, have however been rapidly lifted
under the pressure of trading partners. Restrictions have also affected three of the
four modes of trade in services, (consumption abroad, commercial presence, and
presence of natural persons) as countries shut down air travel, production, hotels,
restaurants and other shops, and limit personal travels abroad.

Temporary export restrictions to trade in goods are generally justifiable under
Article XI:2(a) GATT in the presence of a ‘critical shortage” of ‘absolutely indis-
pensable or necessary” products.'” It remains to be seen whether pre-emptive action
aiming at stockpiling materials which are not yet scarce in the regulating Member
would be considered as covered by Article XI:2(a). Article XX(b) allows trade
restrictions (also non-temporary ones) taken with the aim to protect public health,
and grants Members considerable degree of flexibility in setting the level of protec-
tion in pursuit of that goal. This may result in the justification of considerably
restrictive measures in the presence of a high degree of protection of the Member’s
public health. Restrictions shall also not discriminate among Members and not
represent arbitrary and unjustified discrimination among countries where similar
conditions apply. It remains to be seen whether all notified export restrictions are in
fact enacted on a Most-favoured-nation (MFN) basis, or are not part of non-
transparent bilateral deals.
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The immediate reaction of the international community in the trade domain
was not just limited to inward-looking, protectionist, trade restrictions. WTO
Members have notified almost as many measures — in the form of import tariffs
elimination, suspension of anti-dumping duties and fiscal exemptions — aiming at
facilitating the entry into their countries of life-saving equipment and materials."”
Even between the US and China, and in spite of the considerable trade tensions that
characterized the relation between the two countries in the past years, previous trade
restrictions were lifted to smoothen the trade in medical equipment. A possible
‘second wave’ in COVID-19 infections later in 2020 may find the international
community less surprised and less prone to export restrictions. Hopefully, better
coordination and cooperation in trade in medical devices, drugs and protective
equipment will allocate goods more efficiently where needed and contribute to
avoid shortages and unreasonable hoarding.

More problematic are restrictions to the export of food commodities
enacted by a number of WTO Members under concerns that supply chain
disruptions may result in food shortages. These restrictions have also affected
cereals and rice, for which there is no evidence of possible future shortages.
These measures generated considerable concerns from WTO Members.'* They
also resulted in a rare joint statement by the Directors-General of the Food and
Agriculture Organization, the World Health Organization and the WTO that
noted that certain measures were unjustified and that ‘uncertainty about food
availability can spark a wave of [additional] export restrictions, creating a
shortage on the global market’. The statement called on countries to ensure
that their trade-related measures do not disrupt the food supply, and urged a
renewed commitment to solidarity and cooperation.'” Shutting down trade and
supply chains, not just those of food commodities, has had profound repercus-
sions for the livelihoods of those depending on smooth global trade flows, both
in the Global North and in the Global South. Large demonstrations in
Bangladesh have already shown the tragic impact suffered from workers and
caused by the shut-down of supply chains such as the garment sector.'®

The short-term trade response of the international communities has been
characterized by a mix of restrictions to trade and cooperation. However, the greatest
challenge ahead lies in the long run. Its outcome will determine whether economic
recovery will be “V shaped’, ‘U shaped’, or will instead take the dreaded ‘L shape’
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typical of great depressions. There is not just a risk that temporary restrictions to trade
will turn permanent. The COVID-19 crisis has exposed the vulnerability of inter-
connected global value chains and the hidden costs of a system based on comparative
advantage. Single-source providers and geographical specialization in certain regions
create fragility in times of crises, causing global supply chains to break down.'” Many
States began questioning whether they are too reliant on foreign production and
trade for essential drugs and medical devices.'® Also companies in advanced econo-
mies may see good economic arguments in re-shoring manufacturing from low-cost
countries to higher-cost domestic producers. This would however hardly benefit
blue-collar workers at home; the trend is likely to speed up automation and further
cause downward pressure on wages, fanning the flames of populism and
nationalism.'” The question is thus whether States will resist the nationalist tempta-
tion to repatriate production of strategic goods under the imperative of ‘sovereign
capability’.

The vulnerabilities to the global trading system were exposed by COVID-19
amidst a climate of distrust towards global trade and active dismantling of the post-
war multilateral trading system. In other words, the timing could have not been
worse. In reality, the early stage of the crisis has also demonstrated that many States
with manufacturing capacity possess considerable adaptability of production: car
manufacturers began producing ventilators, fashion brands made medical gowns
and face-masks, and cosmetic producers repurposed their production towards alco-
hol and other disinfectants.” Conversion of advanced manufacturing is possible, and
often rapid; it is not always necessary to bring production back home. This would
allow States to retain essential capabilities without losing comparative advantage and
the efficiency gains of global trade. Exclusive reliance on national suppliers would
not necessarily limit the threat of ‘black swan’ events; quite the opposite, it would just
move risks from the international to the national level. Only global diversification
and redundancy of supply, in spite of some costs, would alleviate the problem of
dependence from single countries such as China, while bolstering resilience.”'

In any event, a narrow approach to sovereign capability limited to key drugs and
medical products would not be as harmful to trade gains and trade specialization as a
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broader interpretation — extending, for example, to food products, or to steel and car
manufacturing as recent US measures and statements seem to indicate. If that was the
case, the COVID-19 crisis could accelerate economic decoupling between China
and the US (and perhaps other countries too). As economic linkages between
countries are removed, the cost of conflict decreases, thereby potentially furthering
geopolitical tensions and even regional military conflict. According to Kaplan, we
risk entering a new dark phase of globalization, which is not characterized by free
trade, expanding democracy and increasing welfare. Rather, it would be about
splitting the globe in great-power blocs with integrated supply chains, dominated
by autocracies and class divides fostering nativism and divisions.? In this scenario,
the economic contraction due to supply shock and falling demand caused by
uncertainty and unemployment would be compounded by rapidly growing de-
globalization and protectionism. In combination with stimulative monetary policies
enacted in many countries to counter economic recession (or just to keep the stock
market afloat), a turn to trade nationalism would be likely to degenerate in stagfla-
tion — with immense social and economic costs.

Faltering trade commitments and multilateralism become very visible when
comparing the world’s reaction with that following the 2007—8 financial crises. In
November 2008, the G20 Washington Summit on Financial Markets and the World
Economy marked the start of a coordinated global effort to tackle the crisis. The
summit resulted in a declaration affirming all countries’ determination to further
cooperation, a strong commitment to free trade and open economies, and simulta-
neous fiscal and monetary expansion.” The current lack of multilateral response at
the G20 or the UN level is astounding given the unprecedented extent of this crisis,
but hardly surprising given the lack of willingness from the US to exercise a leading
role to which, for better or worse, the world was accustomed. In any case, the world
should absolutely resist the urge of turning inwards in the long run when it comes to
trade and economic integration. Isolation and self-sufficiency will not free up or
create any additional resource to tackle global challenges such as global pandemics
and climate change. They would rather create the perfect conditions for a long-
lasting great depression.
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