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At the time of publishing this document, the coronavirus pandemic (or Covid-19) has claimed nearly 
900,000 lives and destroyed the livelihoods of several millions of people around the world. Given the 
contagious nature of this disease, it was not too long before the deadly public health crisis led to a 
devastating economic turmoil. The impending economic recession can be captured through a recent 
World Bank memo that forecasts a global economic contraction by 5.2 percent, with some regional 
markets taking a harder hit than others.1 As the world battles Covid-19’s challenges and constraints 
and given the national mandates for border closures and factory shutdowns, global supply chains now 
face unprecedented stress and its vulnerabilities are now more pronounced, bringing global manufac-
turing and shipping to a halt and creating vast global shortages and delays.

In large parts, the inherent vulnerabilities in global supply chains stem from a worldwide overreliance 
on China. China, which joined the World Trade Organization in 2001, began its path toward record 
economic growth in the early 1990s, with an average growth rate of just over 10 percent. By 2018, 
China contributed 13.45 percent in global exports and was responsible for 28 percent of global manu-
facturing output (a three-fold jump from 8 percent in 2004).2 Unsurprisingly, the world’s second-larg-
est economy was also the top exporter and manufacturer of goods worldwide and the leading global 
trading partner, making any disruption to its manufacturing hubs tremendously consequential to glob-
al supply chains. To put it in perspective, the world’s seven most advanced economies (G7) alone rely 
heavily on China for imports, bringing in goods and services worth nearly U.S. $ 1 trillion (roughly 2 
percent of their GDP). The devastating impacts of Covid-19 have already caused a 3 percent decline 

1. “COVID-19 to Plunge Global Economy into Worst Recession since World War II, ” The World Bank, https://www.worldbank.org/en/
news/press-release/2020/06/08/covid-19-to-plunge-global-economy-into-worst-recession-since-world-war-ii.
2. ChinaPower Project, “Is China the World’s Top Trader?” CSIS, March 28, 2019, https://chinapower.csis.org/trade-partner;
“Trump Administration Pushing to Rip Global Supply Chains from China: Officials,” Reuters, May 4, 2020;
Richard Baldwin, and Rebecca Freeman, “Trade Conflict in the Age of Covid-19,” VoxEU.Org (blog), May 22, 2020, https://voxeu.org/
article/trade-conflict-age-covid-19.
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in global merchandise trade in the first economic quarter of 2020 while dropping 18.5 percent in the 
second quarter.3

The Great Global Awakening 
The Covid-19 pandemic that first ravaged China in late 2019 forced the shutdown of the country’s key 
manufacturing hubs in Hubei province and sent shock waves throughout the global supply chains. 
Consequently, this had second-order disruptive effects to production operations in low-cost centers 
such as Thailand and Vietnam all the way to manufacturing powerhouses in Europe and America. 
Shortages in personal protective equipment (PPE) and medical devices raised the alarm on the risks of 
centering manufacturing and imports of vital inputs and goods in one or a few countries. Production 
outages in China affected various industries around the world—including automotive, pharmaceuticals, 
electronics, and consumer goods—leading several countries to reevaluate their supply chains.4 The 
automotive industry, for example, will face an estimated $5.7 billion global economic trade impact from 
the pandemic.5 At the same time, the UN projects that among the worst affected by a reduction in the 
Chinese supply of intermediate inputs will be the European Union, the United States, Japan, South Korea, 
and Vietnam.6 The industries expected to be hit hardest in these countries include machinery, automotive, 
and communication equipment. Most prevalently, gaps in supply chains are shown by the shortages 
of pharmaceutical and medical supplies, particularly from China, the top global producer of active 
pharmaceutical ingredients.7 The largest producer of generic medicines, India, receives 70 percent of its 
raw materials from China and has felt significant setbacks in production as China’s shutdowns sent shocks 
along the entire supply chain.8

As production faltered at the start of 2020, China’s global exports fell by 17.2 percent between January and 
February, while shipping capacity from major Chinese ports decreased from 20 to 50 percent.9 Industries 
worldwide face an estimated economic impact of $2 trillion, with many particularly at risk due to their 
extremely complex, globally integrated supply chains.10 The current vulnerabilities have emerged despite 
decades of globalization that have produced complex supply chains where manufacturing processes are 
scattered among firms operating in different countries. Global supply chains are primarily driven by 
economic efficiency—reductions in tariff and non-tariff barriers enhance international trade, and declines 
in transportation costs make it easier for companies to ship and source from abroad. There is international 

3. “Trade Falls Steeply in First Half of 2020,” World Trade Organization, https://www.wto.org/english/news_e/pres20_e/pr858_e.htm.
4. Francisco Betti and Jun Ni, “How China Can Rebuild Global Supply Chain Resilience after COVID-19,” World Economic Forum, 
https://www.weforum.org/agenda/2020/03/coronavirus-and-global-supply-chains.
5. Meticulous Research, “COVID-19 Impact on Automotive Industry- Meticulous Research® Viewpoint.” GlobeNewswire News Room, 
May 11, 2020. http://www.globenewswire.com/news-release/2020/05/11/2031169/0/en/COVID-19-Impact-on-Automotive-Indus-
try-Meticulous-Research-Viewpoint.html.
6. UN Conference on Trade and Development (UNCTAD), Global Trade Impact of the Coronavirus (COVID-19) Epidemic (Geneva, 
Switzerland: UNCTAD, 2020), https://unctad.org/en/PublicationsLibrary/ditcinf2020d1.pdf?user=1653.
7. “U.S. Dependence on Pharmaceutical Products From China,” Council on Foreign Relations, August 14, 2019, https://www.cfr.org/blog/
us-dependence-pharmaceutical-products-china.
8. “The Impact of Covid-19 on Global Supply Chains,” Oxford Business Group, April 24, 2020, https://oxfordbusinessgroup.com/news/
impact-covid-19-global-supply-chains.
9. Anna Fifield, “China’s Next Challenge: Coronavirus Breaks the Links in the World’s Supply Chain.” Washington Post, March 11, 2020, 
https://www.washingtonpost.com/world/asia_pacific/chinas-next-challenge-coronavirus-breaks-the-links-in-the-worlds-supply-
chain/2020/03/11/175f391e-6270-11ea-8a8e-5c5336b32760_story.html;
“Global Shipping Market Reels from Coronavirus,” Financial Times, February 13, 2020, https://www.ft.com/content/9f543f48-4d96-
11ea-95a0-43d18ec715f5.
10. “COVID-19,” Meticulous Research, https://www.meticulousresearch.com/covid-19.php.

https://www.washingtonpost.com/world/asia_pacific/chinas-next-challenge-coronavirus-breaks-the-links-in-the-worlds-supply-chain/2020/03/11/175f391e-6270-11ea-8a8e-5c5336b32760_story.html
https://www.washingtonpost.com/world/asia_pacific/chinas-next-challenge-coronavirus-breaks-the-links-in-the-worlds-supply-chain/2020/03/11/175f391e-6270-11ea-8a8e-5c5336b32760_story.html


Daniel F. Runde and Sundar R. Ramanujam  |  3

consensus that severe vulnerabilities exist in global supply chains and that new ways of tackling these 
shortcomings are needed.11 

As part of preparing for potential disruptions in the future, governments need to evaluate whether it 
is in their interest to reorient supply chains of essential goods (e.g., pharmaceuticals) toward more 
strategically aligned countries. Countries in the Indo-Pacific present an opportunity in this respect. 
Bilateral aid agencies and multilateral development organizations are uniquely set up to aid the financing 
and development of supply chains within countries in the Indo-Pacific and reduce the overdependence 
on a single export market. The United States and its allies should leverage international resources to 
coordinate a response that fosters cooperation with other countries and should direct their aid agencies’ 
efforts toward supporting and preparing economies in the Indo-Pacific to become more significant players 
in global supply chains. The World Trade Organization (WTO) is already aligning itself with G7 countries 
in addressing supply chain disruptions and working to facilitate international trade.12 Other international 
organizations, such as the World Bank or the International Monetary Fund, or regional financial 
institutions are fit to join the pledge as part of a synchronized international effort aimed at increasing 
global supply chain resilience.

In National Interest
Global supply chains function by coordinating between hundreds of contact points spread around the 
world, each carrying its own risk factors that affect U.S. economic and strategic interests. When those 
contact points cluster around a handful of foreign entities, any economy gets overexposed and becomes 
vulnerable enough to experience supply shock. For instance, a Cato Institute study of U.S. medical 
imports found that more than 97 percent of essential PPE such as gloves and hospital gowns were 
imported from China.13 Additionally, the United States imports 80 percent of its active pharmaceutical 
ingredients (APIs)—mostly from China and India—with 95 percent and 91 percent of its ibuprofen and 
hydrocortisone from China, respectively.14 It also relies on China for commonly used drugs, importing up 
to 70 percent of acetaminophen and about 40 percent of both heparin and penicillin.15 It is unsurprising 
as China produces total vinyl glove imports, and in 2019, it was the largest producer of medical face 
masks with 25 percent of the world supply.16 

The United States, as with most countries around the world, painfully acknowledged its vulnerabilities 
caused by an overreliance on China in the early days of the Covid-19 pandemic. It is woefully dependent 

11. Mukhisa Kituyi, “G20 Extraordinary Trade and Investment Ministers Telecon on Covid-19,” UNCTAD, March 30, 2020, https://unc-
tad.org/en/pages/SGStatementDetails.aspx?OriginalVersionID=250; “Covid-19 Crisis Highlights Supply Chain Vulnerability,” Financial 
Times, May 28, 2020, https://www.ft.com/content/d7a12d18-8313-11ea-b6e9-a94cffd1d9bf.
12. “WTO DG Welcomes G7 Leaders’ Statement on Covid-19,” World Trade Organization, March 17, 2020, https://www.wto.org/en-
glish/news_e/news20_e/dgra_17mar20_e.htm.
13. Scott Lincicome, “Determining America’s ‘Dependence’ on China for Essential Medical Goods,” Cato Institute, July 13, 2020, 
https://www.cato.org/blog/new-data-show-americas-limited-dependence-china-essential-medical-goods;
United States Trade Representative (USTR), Section 301 Tariffs Public Hearing (June 20, 2019), https://ustr.gov/sites/default/files/en-
forcement/301Investigations/Section_301_Hearing_Transcript_on_Proposed_Tariffs_Day_4.pdf;
Doug Palmer and Finbarr Bermingham, “U.S. Policymakers Worry about China ‘weaponizing’ Drug Exports.” Politico, December 12, 
2019, https://www.politico.com/news/2019/12/20/policymakers-worry-china-drug-exports-088126.
14. Ibid.; “Grassley Urges HHS, FDA to Implement Unannounced Inspections of Foreign Drug Manufacturing Facilities,” United States 
Senate Committee on Finance, August 7, 2019, https://www.finance.senate.gov/chairmans-news/grassley-urges-hhs-fda-to-imple-
ment-unannounced-inspections-of-foreign-drug-manufacturing-facilities.
15. Palmer and Bermingham. “U.S. Policymakers Worry.”
16. “Trade in Medical Goods in the Context of Tackling Covid-19,” World Trade Organization, April 3, 2020, https://www.wto.org/
english/news_e/news20_e/rese_03apr20_e.pdf.

https://unctad.org/en/pages/SGStatementDetails.aspx?OriginalVersionID=250
https://unctad.org/en/pages/SGStatementDetails.aspx?OriginalVersionID=250
https://www.ft.com/content/d7a12d18-8313-11ea-b6e9-a94cffd1d9bf
https://www.cato.org/blog/new-data-show-americas-limited-dependence-china-essential-medical-goods
https://ustr.gov/sites/default/files/enforcement/301Investigations/Section_301_Hearing_Transcript_on_Proposed_Tariffs_Day_4.pdf
https://ustr.gov/sites/default/files/enforcement/301Investigations/Section_301_Hearing_Transcript_on_Proposed_Tariffs_Day_4.pdf
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on a foreign political power to access data and perform oversight functions on a significant portion of the 
supply chain management systems. Similar to the PPE sector, the U.S. economy has supply chain-related 
vulnerabilities in other strategic sectors, including the semiconductors, communications, and technology 
sectors. Timely policy action is therefore necessary to preserve these sensitive sectors from exogenous 
supply shocks. 

Notwithstanding the national security and strategic imperatives, there is a growing desire within the 
business community to pursue diversification outside of China. It is worth noting that, in part, these 
desires have also been fueled by several other factors including a more complex bureaucratic regime, 
increased political interference, the recent policy moves taken in the context of the U.S.-China trade wars 
(including the $550 billion tariffs imposed by the United States and the $185 billion retaliatory tariffs 
introduced by China), and the Chinese government’s desire to become a high-skilled service-oriented 
economy.17 One of the most prominent incentives of Chinese manufacturing was the competitively low 
production costs offered by the economy due to the modest operating and labor costs. In 1990, China 
had an average monthly wage of $55. By 2018, that increased to $990, an eighteen-fold jump that was 
still three times higher than Vietnam and nearly double that of Mexico.18 As China continued to grow its 
middle class over the past 14 years, its minimum wages have also quadrupled, even as wages remained 
relatively unchanged in most OECD countries.19 Now that China is on the verge of not being considered 
a low-cost manufacturer, countries and firms around the world have been in a moment of reckoning, 
recognizing the higher economic costs of relying on China as a hub.

At the start of 2020, low-skill labor-intensive light tradeable sectors, such as apparel, footwear, furniture, 
toys, and textiles, saw labor and labor costs consuming nearly two-thirds of their income revenue. 
Unsurprisingly, many firms in these sectors have already made plans to leave China. Meanwhile, more than 
83 percent of North American businesses and about 90 percent of European firms have also announced plans 
to diversify their global supply chains. The country’s once attractive low-wage/low-cost ratio is now rapidly 
disappearing to the misfortune of its manufacturing sector and has most significantly impacted traditional 
low-value industries that need low-skilled labor such as textiles and garments. The ongoing pandemic has 
not only made this thinking more widespread but has also added a national security and strategic interest 
element to the risks of overexposing the economy to Chinese supply sourcing. As a result, there is a growing 
momentum among several leaders of the world’s biggest economies to diversify their sourcing, production, 
and distribution to countries and allies with similar interests and greater security.

17. Ryan Hass and Abraham Denmark, “More Pain than Gain: How the US-China Trade War Hurt America,” Brookings, August 7, 2020, 
https://www.brookings.edu/blog/order-from-chaos/2020/08/07/more-pain-than-gain-how-the-us-china-trade-war-hurt-america/.
18. Wayne M. Morrison, China’s Economic Rise: History, Trends, Challenges, and Implications for the United States (Washington, DC: 
Congressional Research Service, 2019), https://www.everycrsreport.com/files/20190625_RL33534_088c5467dd11365dd4ab5f7213
3db289fa10030f.pdf.
19. Martin Schwarzburg, “Manufacturing Outside China,” Toptal Finance Blog, https://www.toptal.com/finance/business-research/
manufacturing-outside-china.

https://www.brookings.edu/blog/order-from-chaos/2020/08/07/more-pain-than-gain-how-the-us-china-trade-war-hurt-america/
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According to the World Bank’s Doing Business 2020 report, India and Pakistan ranked amongst the world’s top 10 most improved economies, 
whereas five economies in East Asia and the Pacific are among the top 25 global performers. In half a century, countries such as Indonesia, 
Thailand, Bangladesh, Vietnam, the Philippines, and Malaysia have undergone remarkable economic transformations through fostering 
economic openness and industrialization. However, except for Thailand and Malaysia, these countries do not participate deeply in global 
value chains, creating ample room for engagement opportunities.

INDO-PACIFIC’S POTENTIAL TO DE-RISK SUPPLY CHAINS

Between the Asian Financial Crisis of the 1990s and the Boxing Day Tsunami of 2004, Indonesia has had to endure incidents 
that were devastating to everyday life. Yet, the archipelago nation has made remarkable progress in the past three decades 
to become the largest economy in South East Asia and the third-fastest growing economy in the G20. With a median 
age of 28 years, Indonesia has a critical demographic advantage owing to its large youth population. Naturally, the 
expanding workforce creates an excellent potential for the country to increase its economic output.

Indonesia is ripe for new investment given its stable political situation, high growth levels, young population, and 
macroeconomic policy that has liberalized the foreign direct investment regime. The government has set an ambitious 
plan to place Indonesia in the list of 10 biggest economies in the world by 2030, and it regards manufacturing as the 
main driver. Given Indonesia’s economic makeup, the key sectors that will benefit from increased manufacturing 
include automotive, beverages and food, chemicals, electronics, and textiles.

Vietnam is yet another economic success story in the region. Vietnam has transformed itself in the past three 
decades through consistent economic growth that has led to a significant reduction in poverty. The adoption of an 
export-led approach to economic growth and its openness to foreign investment and trade has already made the 
country a beneficiary of shi�ing global supply chains. Additionally, labor costs in Vietnam are twice as low in 
comparison to those in China, making it appealing to foreign investors looking for inexpensive labor supply. The 
country o�ers tax incentives, deregulated its markets, maintained political stability, a vibrant and young 
workforce, and is also strategically located in the region.

Vietnam’s openness to trade is marked by the 13 free trade agreements it has ratified. Further, Vietnam ratified a 
trade deal European Union Vietnam Free Trade Agreement with the European Union in June 2020, which eliminates 
99 percent of tari�s on goods between Vietnam and the European Union. Industries that would be candidates for 
consideration in e�orts to reorient supply chains include textile, automotive, electronics, and food and beverages. 
Given these macroeconomic trends, Vietnam has positioned itself to benefit from globalization and can be a 
valuable player in building resilience in global supply chains. 

VIETNAM

INDIA

INDONESIA

India is a long-established democracy with the fi�h-largest economy in the world. India o�ers a stable rule of law 
regime that provides a level of transparency to companies not found in China, giving India a competitive advantage. In 
recent years, India has made itself competitive in multiple sectors by undertaking fundamental reforms, including 
reduced corporate tax rates, simplified indirect tax structure, passing a new bankruptcy law, simplifying 
bureaucracy around foreign investments, and pushing states to improve their business environments.

Even before the start of the Covid-19 pandemic, many global firms had been eyeing India as a viable alternative to 
China for manufacturing. But since the beginning of the pandemic, firms have accelerated their plans, with leading 
multinationals already opening up new factories over the summer, committing investments totaling up to $20 
billion. India still needs to undertake further structural reforms to emerge as a leader in manufacturing and becoming a 
vital link in a de-risked global supply chain system. To that end, in addition to some foreign aid, India also needs sound 
technical assistance and expertise to reform its governance to modernize the laws around labor and land, accelerate 
infrastructure investments, and deepen access to capital markets.

When founded in 1971, Bangladesh’s economy was contracting at a rate of 14 percent. Nearly half a century later, 
Bangladesh has made remarkable progress to become one of the most promising emerging markets in the Indo-Pacif-
ic. The South Asian nation had a 10-year average of 7 percent between 2010 and 2020 and—until Covid-19 struck— 
was forecast by Asian Development to have an 8 percent growth in 2020, putting it ahead of most Asian economies, 
including India. While known for its $34 billion-dollar garment industry, more than 53 percent of the economy is 
driven by microfinance and the IT sectors.

Bangladesh has the right endowments to become a key manufacturing hub. With nearly 60 percent of its 162 million 
population belonging to the adult working age (15-64 years), Bangladesh has a significant demographic advantage. It 
is strategically located between South and Southeast Asian and has three operational shipping ports, with a fourth 
one (the Matarbari port near Cox’s Bazar) under construction with support from the Japanese government. With 
one of the lowest average wages in the region, Bangladesh has the potential to become a manufacturing hub.

BANGLADESH

project on prosperity

and development 
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A Bipartisan Five-Point Plan of Action
The de-risking of global supply chains requires concerted efforts from all stakeholders, especially govern-
ments of countries that can be viable alternatives. In considering alternatives, investors and businesses 
should pay particular attention to countries in the Indo-Pacific region. Home to over half of the world’s 
population and some of the fastest-growing emerging markets, this region is of vital strategic importance 
to the United States and its allies in the region and offers an opportunity to develop more resilient supply 
chains. In the last decade, countries in the region have made significant progress in improving the business 
environment by implementing regulatory reforms, fostering democracy, strengthening the rule of law, and 
finding new ways to boost government transparency. It is unwise to expect the global manufacturing sec-
tor to completely exit China.20 However, as countries around the world seek to restore the health of their 
communities and their economies, the United States should consider the following bipartisan five-point 
plan of action that can help minimize our dependence on China for supplies and sourcing significantly:

1. BUILD CONSENSUS THROUGH COORDINATION
Changes to global supply chains have long-term consequences. Therefore, it is vital that any 
policy action from the U.S. government is not motivated by short-term considerations. Moreover, 
unilateral actions for the sake of political expediency will create the wrong incentives and force 
other partner countries to act similarly, the outcome of which will create more redundancies 
and frustrate both firms and consumers. Instead, the United States has several coordinating and 
conciliatory platforms at its disposal that it can leverage to forge ahead a universally accepted 
framework for supply chains, ensuring greater prudence and minimum costs.

Of these, the WTO and the G7 both serve as the useful multilateral arenas where core principles 
for international trade and supply chains can be developed. The United States holds the presidency 
for the forty-sixth G7 Summit, which, at the time this document was published, was scheduled 
to take place shortly after the 2020 U.S. presidential elections. Trade is a crucial component of 
G7 activities, and ministries of member countries have expressed their commitment to maintain 
global production and secure the functioning of supply chains.21 In March 2020, the G7 issued 
a statement at the onset of the pandemic, emphasizing that it “will address disturbances to 
international supply chains and continue its work to facilitate international trade” as part of its 
effort to respond to the economic impact of the pandemic.22

Some G7 countries have already taken measures in this regard—Japan has set aside $2 billion 
to support companies that move production out of China while Germany has called for an 
international response to protect the rules-based world trade through building supply chain 
resilience.23 This provides the United States ample opportunity to build on the momentum and 

20. Ashutosh Pandey, “After Coronavirus, Don’t Write off China as World’s Factory,” Deutsche WelleApril 27, 2020, https://www.
dw.com/en/after-coronavirus-dont-write-off-china-as-worlds-factory/a-53258107.
21. Foreign & Commonwealth Office and Dominic Raab, “International Co-Operation Only Way to Get Travellers Home and Beat Coro-
navirus, Says the Foreign Secretary,”  GOV.UK, March 25, 2020, https://www.gov.uk/government/news/international-cooperation-on-
ly-way-to-get-travellers-home-and-beat-coronavirus-says-the-foreign-secretary.
22. “G7 Leaders’ Statement,” The White House, March 16, 2020, https://www.whitehouse.gov/briefings-statements/g7-leaders-state-
ment/.
23. Jeffrey Cimmino, Rebecca Katz, Matthew Kroenig, Josh Lipsky, and Barry Pavel, A Global Strategy for Shaping the Post-COVID-19 
World (Washington, D.C.: Atlantic Council, 2020), https://www.atlanticcouncil.org/wp-content/uploads/2020/07/AC-A-Global-Strat-
egy-for-Shaping-the-Post-COVID-19-World.pdf; “The German Government is Committed to Keeping International Supply Chains 
Moving,” Federal Foreign Office, April 6, 2020, https://www.auswaertiges-amt.de/en/aussenpolitik/themen/aussenwirtschaft/verkehr/
international-supply-chains/2331382.

https://www.dw.com/en/after-coronavirus-dont-write-off-china-as-worlds-factory/a-53258107
https://www.dw.com/en/after-coronavirus-dont-write-off-china-as-worlds-factory/a-53258107
https://www.atlanticcouncil.org/wp-content/uploads/2020/07/AC-A-Global-Strategy-for-Shaping-the-Post-COVID-19-World.pdf
https://www.atlanticcouncil.org/wp-content/uploads/2020/07/AC-A-Global-Strategy-for-Shaping-the-Post-COVID-19-World.pdf
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to lead a coalition of like-minded donor countries as it identifies bilateral and multilateral 
policy actions to help firms diversify their supply chains and partner with a range of other 
developing countries.

2. EMPHASIZE DIVERSIFICATION OF SOURCING, PRODUCTION, AND SHIPPING
In recent months, the insecurity created by the pandemic-induced supply shock has put the 
spotlight on protectionist and populist rhetoric advocating for the onshoring of industries.24 In 
the short term, such moves are politically feasible and (to an extent) can be realized.25 Howev-
er, CSIS finds such moves to be neither a prudent nor a pragmatic response to the insecurities of 
the global supply chains. Firms are typically rational and profit-driven actors, and a rush toward 
onshoring will only

▪ increase production costs: onshoring will require firms to set aside their fiduciary respon-
sibilities to produce most profitably and efficiently—given the technological feasibilities—
and instead increase the overall costs26

▪ burden consumers: firms often pass on the added costs to the consumer by increasing the 
selling price

▪ hurt innovation: with reduced profits and sales, firms will find it hard-pressed to finance 
their research and development that fuels innovation.

Moreover, onshoring does not change the reality that a supply chain system overreliant on a sin-
gular economy is overexposed in risk. In other words, localizing production does not make eco-
nomic sectors immune from supply shocks as bottlenecks created by poorly designed supply chain 
management systems can also hurt the consumer. For instance, when 13 meat slaughterhouses in 
the United States responsible for one-fourth of the national hog-slaughtering capacity temporarily 
shuttered their operations in April 2020, it created meat shortages that lasted for a few weeks.27

Consequently, de-risking happens fundamentally when the sourcing, production, and ship-
ping of goods and services are diversified across a range of economies. By doing so, firms will 
be able to limit the chances of a single manufacturing hub or shipping route creating a supply 
shock due to a pandemic, natural disaster, civil unrest, or other unexpected events. Further-
more, it also deters a handful of countries from functioning as a cartelized oligopoly—particu-
larly in the context of specific industries of strategic importance such as medical gear produc-
tion, pharmaceuticals, and semiconductors.

24. Robert E. Lighthizer, “Opinion | The Era of Offshoring U.S. Jobs Is Over,” New York Times, May 11, 2020, https://www.nytimes.
com/2020/05/11/opinion/coronavirus-jobs-offshoring.html; Megan Cassella, “Biden Vows to Create 5M Manufacturing Jobs, ‘Buy 
American,’” Politico, July 9, 2020, https://www.politico.com/news/2020/07/09/joe-biden-manufacturing-jobs-354936.
25. Russ Wiles, Lorraine Longhi, and Uriel J. Garcia, “Taiwan Semiconductor’s $12 Billion Arizona Investment Seen as a ‘big Deal’ in 
Tech World,” Arizona Republic, May 15, 2020, https://www.azcentral.com/story/money/business/tech/2020/05/15/taiwan-semicon-
ductor-12-billion-arizona-investment-seen-big-deal/5200637002/.
26. It is important to note that any change in supply chains (whether onshoring, nearshoring, or simply changing suppliers) will 
likely result in an increase in costs.
27. Caitlin Welsh, “Covid-19 and Food Security,” Center for Strategic and International Studies, April 24, 2020, https://www.csis.
org/programs/global-food-security-program/covid-19-and-food-security; Melissa Repko and Amelia Lucas, “The Meat Supply Chain 
Is Broken. Here’s Why Shortages Are Likely to Last during the Coronavirus Pandemic,” CNBC, May 7, 2020, https://www.cnbc.
com/2020/05/07/heres-why-meat-shortages-are-likely-to-last-during-the-pandemic.html.

https://www.nytimes.com/2020/05/11/opinion/coronavirus-jobs-offshoring.html
https://www.nytimes.com/2020/05/11/opinion/coronavirus-jobs-offshoring.html
https://www.politico.com/news/2020/07/09/joe-biden-manufacturing-jobs-354936
https://www.azcentral.com/story/money/business/tech/2020/05/15/taiwan-semiconductor-12-billion-arizona-investment-seen-big-deal/5200637002/
https://www.azcentral.com/story/money/business/tech/2020/05/15/taiwan-semiconductor-12-billion-arizona-investment-seen-big-deal/5200637002/
https://www.csis.org/programs/global-food-security-program/covid-19-and-food-security
https://www.csis.org/programs/global-food-security-program/covid-19-and-food-security
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3. DEVELOP CAPACITY FOR NEW COUNTRY ALTERNATIVES
Considering the long-term consequences of investing in new sourcing, production, and 
distribution country centers, firms will inevitably assess their incentives in making any changes to 
supply chain management systems feasible. Accordingly, firms need a business-friendly economic 
environment (which China provided through an authoritative and unaccountable bureaucracy). 
Even though many countries in the Indo-Pacific region have improved in recent years, they still do 
not measure up as viable alternatives to the business environment offered by China.

To offset these differences and enable a sustainable pathway for industries to diversify their supply 
chains outside China, donor countries should work with new host countries and realign their 
development priorities with the intent to build their market capacities; improve macroeconomic 
fundamentals; strengthen the rule of law to simplify legal codes on land acquisition, labor rights 
and relations, intellectual property rights, tax codes, insurance, and bankruptcy policies; and 
expand judicial capacity.

As a prerequisite to any capacity building exercises, countries must scale up their infrastructure 
development initiatives with investments focused not only on physical transportation networks 
(such as roads, railways, and ports) but also on digital and electronic systems that will power 
information and communication technologies. Inadequate and low-quality infrastructure will 
only serve as a bottleneck to sustainable global economic growth. The impact of infrastructure on 
economic growth is best captured by a 2015 study of Asian markets by the Asian Development 
Bank (ADB), which estimated that a 10 percent increase in28

 ▪ paved roads resulted in a 5 percent increase in economic growth

 ▪ internet access resulted in a 2 percent increase in economic growth

 ▪ phone connections resulted in a 1 percent increase in economic growth

In its past analysis, CSIS has also highlighted how different development finance tools can be lev-
eraged to mobilize sustainable private capital investments that can finance the multitrillion-dollar 
infrastructure gap in the Indo-Pacific region.29

4. INVEST IN TRADE FACILITATION INITIATIVES
Beyond creating an enabling environment for the manufacturing process, official development 
assistance (ODA) should be leveraged to make targeted investments for trade facilitation in 
developing countries that are vying to become alternative players to China in a de-risked global 
supply chain system.30 Once the goods are produced, they need to be delivered in a timely and 
efficient manner. But countries that have antiquated government controls over customs, goods 
movement, and transnational trade (exports), create deadweight loss within the economy. A 
study by the WTO finds that if the Trade Facilitation Agreement is implemented around the world 

28. Normaz Wana Ismail and Jamilah Mohd Mahyideen, The Impact of Infrastructure on Trade and Economic Growth in Selected Economies 
in Asia (Tokyo, Japan: Asian Development Bank, 2015), https://www.adb.org/publications/impact-infrastructure-trade-and-economic-
growth-selected-economies-asia.
29. Daniel F. Runde, Erol K. Yayboke, and Sundar R. Ramanujam, “Achieving Sustainability through Quality Infrastructure,” Center 
for Strategic and International Studies, June 21, 2019, https://www.csis.org/analysis/achieving-sustainability-through-quality-
infrastructure.
30. Daniel F. Runde, “Fixing Trade Facilitation: The Trillion-Dollar Development Windfall,” Center for Strategic and International Stud-
ies, March 24, 2014, https://www.csis.org/analysis/fixing-trade-facilitation-trillion-dollar-development-windfall.
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in good faith, an estimated U.S. $1 trillion can be gained while boosting global exports by $3.6 
trillion.31 In a globally integrated economy, inefficiencies at any level (from sourcing to product 
delivery) will ultimately cost the entire system. Trade facilitation can help harmonize various 
processes and standards and promote the use of digital technologies to make governance more 
efficient and less prone to corruption while consolidating much of trade (export) control functions 
into a single-window clearance system.32

5. EASE MSME TRANSITION COSTS WITH DEVELOPMENT FINANCE
Finally, firms will incur transition costs, no matter what the destination is. Acquiring new land, 
getting regulatory clearances, constructing new factories, and establishing relationships with local 
communities are some examples of initiation that require significant upfront investments that not 
all firms might have readily available for deployment in liquid assets (primarily the micro, small, and 
medium enterprises [MSMEs]). A survey conducted by the International Trade Center found that 
more than half (55 percent) of 4,467 MSMEs surveyed in 132 countries had sourcing challenges in the 
immediate aftermath of the supply shock caused by the Covid-19 lockdown in China, with one-fifth of 
the MSMEs at risk of permanent closures within three months.33 The sector, which already had a U.S. 
$5 trillion financing gap pre-pandemic and is currently experiencing liquidity challenges, does not have 
the cash on hand to absorb the costs of diversifying its supply chains.34 In such contexts, development 
finance institutions (DFIs) and multilateral development banks (MDBs) have a critical role to play.

DFIs, who have been active as players for the better part of the past century and have gained 
prominence as stakeholders of global development in recent years, and MDBs can help the MSME 
sector make the transition by offering them flexible and blended finance support by use of the 
following tools:

 ▪ using conventional tools such as concessional loans and grants to provide direct and 
subsidized financial assistance through the use of ODA35

 ▪ setting up enterprise funds to make equity investments in the private sectors of 
developing countries36

 ▪ strategically using credit guarantees to help firms transfer their credit risks developed 
due to the current economic climate, providing guarantees to commercial lenders and 
banks to support trade and develop an export-import capacity in some of the more 
challenging markets37

31. World Trade Organization, World Trade Report 2015 (Geneva, Switzerland: WTO, 2015), https://www.wto.org/english/res_e/book-
sp_e/world_trade_report15_e.pdf.
32. “WTO Trade Facilitation Agreement Factsheet,” World Trade Organization, 2017, https://www.wto.org/english/tratop_e/tradfa_e/
tfa_factsheet2017_e.pdf.
33. International Trade Center, COVID-19: The Great Lockdown and its Impact on Small Business (Geneva, Switzerland: ITC, 2020), 
https://www.intracen.org/uploadedFiles/intracenorg/Content/Publications/ITCSMECO2020.pdf.
34. Daniel F. Runde, Erol K. Yayboke, and Sundar R. Ramanujam, “The New Missing Middle in Development Finance,” Center for Stra-
tegic and International Studies, November 13, 2019, https://www.csis.org/analysis/new-missing-middle-development-finance.
35. Conor M. Savoy and Aaron N. Milner, Blended Finance and Aligning Private Investment with Global Development (Washington, D.C.: 
Center for Strategic and International Studies, 2018), https://www.csis.org/analysis/blended-finance-and-aligning-private-invest-
ment-global-development.
36. Daniel F. Runde, Romina Bandura, and Aaron Milner, Time for a Third Wave of Enterprise Funds (Washington, D.C.: Center for Strate-
gic and International Studies, 2018), https://www.csis.org/analysis/time-third-wave-enterprise-funds.
37. Romina Bandura and Sundar R. Ramanujam, Innovations in Guarantees for Development (Washington, D.C.: Center for Strategic and 
International Studies, 2019), https://www.csis.org/analysis/innovations-guarantees-development;

https://www.csis.org/analysis/innovations-guarantees-development
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 ▪ setting up syndicated loans (or other structured financing vehicles) to limit the exposure 
of financial institutions when considering credit for MSMEs

Conclusion
The world is still struggling to understand the full impact of Covid-19 on public and socioeconomic health. 
There is a global race to develop the first successful vaccine against this deadly virus, with dozens of coun-
tries experimenting with hundreds of vaccine candidates. Yet solving the health aspects of this crisis is 
only part of the answer. Any attempt to restore normalcy in the economy must prioritize the reorientation 
of global supply chains and building resiliency within. By resisting their temptation to pursue short-term 
measures and making modest amounts of public resources available as risk capital, policymakers will en-
sure that the global community will once again benefit from U.S. leadership as it rebuilds its own economy 
more sustainably.
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