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1. Globalization continues

• The Economist, “Has covid-19 killed globalization? The flow of 
people, trade and capital will be slowed,” in May 16th 2020 issue 
titled ‘Goodbye globalization: the dangerous lure of self-
sufficiency’.
• Before COVID-19: financial crash and the Sino-American trade war
• With COVID-19: restriction on the mobility of people, goods, and others
• Thus “globalization unwound”.

• However, what we have observed so far is that
• Even with COVID-19, globalization continues.
• Digital technology helps globalization (so far).
• Geopolitical tension did not kill globalization (so far; hopefully not in the 

future, too).
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2. Three shocks due to COVID-19

• Negative supply shocks, positive demand shocks, and negative 
demand shocks occur in different countries at different timings
• Cf. Global Financial Crisis, East Japan Earthquake, …

• First, in February 2020, negative supply shocks came in the form 
of stoppage of imports from China.
• Imports from China mostly came back in a month.

• Second, after the spread of disease to other countries, positive 
demand shocks for PPEs and other essential goods came.
• Some countries introduced export restrictions in order to prioritize 

domestic use.
• However, private effort for production expansion calmed down the panic 

on face masks and others quickly, except vaccines.

• Some overreaction to these two shocks was observed with the 
US-China decoupling issue and “too much concentration in one 
country” argument.
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• Third, negative demand shocks due to the coming worldwide 
recessions were anticipated.
• This was the most serious concern; if prolonged, GVCs might 

damage seriously.

• The trade statistics shows many trade goods with decreasing prices 
and quantities, which indicates negative demand shocks.

• However, thanks to unprecedented mitigation policies in many 
countries, the financial sector stayed in good shape, and asset 
markets did not collapse.
• Some danger in March 2021….

• The deepest trough of GDP and trade was in the 2nd quarter of 2020 
in most of the countries.

• Cf. Global Financial Crisis
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• Fourth, from the mid-2020, positive demand shocks for work-at-
home and stay-home related goods came in many countries.
• Work-at-home: laptop, input or output units of computers, main memory, 

monitor for computers
• Stay-home: freezer, hand-held power tools, dish washing machines, water 

filtering or purifying machinery & apparatus (?)
• Thanks to enhancing demand, exports to North America and Europe by 

East Asia came back quickly.
• ERIA firm-level/link-level questionnaire survey in ASEAN10+India 

presents vigorous private dynamism (n=2083); more than half of the firms 
located in Asia increased their sales in 2020 (Oikawa, et al. 2021; Todo, et 
al. 2021).

• After the last quarter of 2020, the world economy came into the 
recovery phase
• With K-shape recovery in terms of industries/sectors
• With relatively small negative supply/demand shocks in each country due 

to the second, third, and fourth waves of pandemic at different timings.
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Machinery exports and imports by Japan: monthly, HS84-92

Source: Ando, Kimura, and Obashi (2021). 6





Globalization survives

• One of the indicators of “globalization”
• Mobility of goods, services, capital, people, as well as technology, 

managerial knowhow, ideas, and others will enhance.

• The speed of the COVID-19 spread was due to the mobility of 
people.

• With COVID-19, the movement of people is strictly restricted. 
However, GVCs and business links largely survive.
• In particular, IPNs or the second unbundling proves its robustness and 

resilience against temporary shocks again (Ando, Kimura, and Obashi
2021).
• For robustness and resilience in the past crises, see Ando and Kimura (2012).

• After COVID-19, wider usage of communications technology (CT) 
would help strengthen the international division of labor.
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3. Digital transformation (DX) accelerates
• Not only in developed countries but also in newly developed and 

developing countries, the introduction of digital technology was 
accelerated by COVID-19, particularly communications technology (CT).

• From 2015 or so, digital businesses in Asia start evolving from Phase 1 
to Phase 2 (Okano 2020).
• Phase 1: mainly with relatively simple matching businesses that exploit the 

exponential expansion of internet/smartphone users.
• Social media, e-commerce; market size matters

• Phase 2: working for rejuvenating or upgrading productivity/quality of traditional 
industries.

• Large portion of DX in ASEAN with COVID-19 is of Phase 2 type.
• Agriculture, fishery: information, communication, remote sensing, drone
• Manufacturing: supply chain management, robotics
• Logistics: IOT
• Transportation: expansion of scope for delivery services, super application
• Medical and educational services: e-medical, e-education
• Wholesale/retail: expansion of scope in matching platforms
• Finance: e-payment, fintech
• Government services: e-government, digital ID
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• Newly developed and developing countries may enjoy 
“advantages of backwardness” in deployment.
• Research & Development and Deployment

• Due to
• Many “inconvenience”

• Less sophisticated regulatory framework

• Not much existence of old system, vested interest

• Need to shift weights in innovation policies
• From an old model of massive national innovation system with huge 

R&D to the acceleration of deployment for young entrepreneurs and 
disruptive innovation.

• Room for catching-up and leap-frogging

Advantages of backwardness
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• In the past two decades, innovation shifted its weights from incremental (gradual) 
innovation to disruptive innovation (Takasu and Takaguchi 2020).

Incremental (gradual) innovation
Disruptive innovation
(Bower and Christensen 1995)

• Step-by-step but continuing 
improvement of existing goods and 
services, particularly in 
manufacturing

• Often with large R&D in the long-
run perspective

• Low-risk, low-return

• Introducing new goods and services 
and explore new markets

• Low threshold, trials and errors
• High-risk, high-return

• Digital technology makes disruptive 
innovation advantageous.

• However, in Phase 2, collaboration of traditional industries and digital businesses may 
require good matching between incremental innovation and disruptive innovation.
• In particular, manufacturing has a long history of incremental innovation and thus may have 

huge possibility of various collaboration with digital businesses.

Implication for innovation



An example: introduction of industrial robots in international production networks

• Obashi and Kimura (2021) conducted a gravity equation exercise for 104 countries in 2011-2017 and found that the 
introduction of industrial robots in developing countries enhanced network trade, together with imported digitally 
deliverable services, in East Asia. 

• Although the introduction of industrial robots are still in the preliminary stage, complementarities between labor and 
industrial robots are found in developing countries.
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• The third unbundling (one task is conducted by remotely located 
individuals; Baldwin 2016) is a natural extension of remote working.
• More room for exploiting wage differences between countries; it may become 

one of the major forms of international division of labor.
• An example: online English conversation classes, zoom in Japan

• Inexpensive, convenient, product differentiation; competition; from Sebu Is.

The beginning of the third unbundling era?

A task

A task is unbundled
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• Digital divide
• To be reduced by improving internet/smartphone connectivity with 

universal coverage and affordability as well as enhancing digital 
literacy.

• Inclusive aspects of CT
• CT expands the scope of possible consumption of goods and 

services and business opportunities.

• Policies for giant platformers
• The proper design of competition policy and taxation (see, for 

example, Kelsey 2021) is needed.

• Overall implication for job creation and income distribution
• We are not sure yet.

• Simple substitution for unskilled labor? Impact on middle-level human 
resources? Spillover effects for other industries/sectors?

Inclusiveness in DX (multi-dimensional)
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4. The rule-based trading regime in headwind
• US-China confrontation

• Escalation from trade (tariff) war to national security issue, technology 
competition between superpowers

• The move of “decoupling” of supply chains from both sides
• The scope is not well defined on purpose.

• Expand the context to “human rights”
• Danger of discretionary trade policies by superpowers.

• However, China, with the quickest recovery from COVID-19, is still 
a very important business partner.
• US firms: deep engagement
• Japanese firms: highest sales growth in China (JETRO White Paper 2021).
• Mass exodus from China does not occur so far, with gradual shifts of 

labor-int. industries, firms with sensitive technologies and rare earth, and 
others (including Chinese companies).

• Enhancing environmental concern will likely affect trade and 
investment, too.
• Carbon border adjustment mechanism in EU and others.
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• What international commercial policies can do is limited. However, 
there is one big role as follows.

• The value judgment in international commercial policies is based 
on “efficiency” in economics and “legal stability” in laws.

• International commercial policies have a way to reconcile with 
other values/other policy purposes such as human rights, 
environment, and national security (e.g., GATT XX, XXI).
• From the viewpoint of international commercial policies, a policy measure 

for other policy purposes should not be for disguised protectionism or 
must not weaken the rule-based trading regime.

• What to do is
• To check whether the policy measure is truly for justified policy purposes, and
• To check whether the policy measure is not unnecessarily jeopardizing 

international trade.

• The role of mega-FTAs (CPTPP, RCEP, …): minimizing policy 
risks and preserving the rule-based trading regime (Kimura 2021).
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5. Concluding remarks

• Globalization survives through the COVID-19 era.
• Globalization can continuously be an engine for economic 

development.

• Digital technology so far accelerates globalization.
• Newly developed and developing economies must be proactive in 

the deployment of digital technology, particularly for 
rejuvenating/upgrading traditional industries including 
manufacturing.

• The rule-based trading regime must be protected as far as 
possible under the principle of international commercial 
policies despite geopolitical tensions.
• Mega-FTAs and WTO reform can be a tool for it.

17



References
• Ando, Mitsuyo and Kimura, Fukunari. (2012), ‘How Did the Japanese Exports Respond to Two Crises in the 

International Production Networks? The Global Financial Crisis and the Great East Japan Earthquake’, Asian 
Economic Journal, 26(3), pp. 261–87.

• Ando, Mitsuyo; Kimura, Fukunari; and Obashi, Ayako. (2021) “International Production Networks Are Overcoming 
COVID-19 Shocks: Evidence from Japan's Machinery Trade.” Forthcoming in Asian Economic Papers.

• Baldwin, Richard. (2016) The Great Convergence: Information Technology and the New Globalization. Cambridge, 
MA: The Belknap Press of Harvard University Press.

• Bower, J.L., and Christensen, C.M. (1995) “Disruptive Technologies: Catching the Wave.” Harvard Business Review, 
73(1): 43-53.

• Kelsey, Jane. (2021) “Reconciling Tax and Trade Rules in the Digitilised Economy: Challenges for ASEAN and East 
Asia.” ERIA Discussion Paper Series No. 395, ERIA-DP-2021-28 (August).

• Kimura, Fukunari. (2021) "RCEP from the Middle Powers' Perspective." China Economic Journal. DOI: 
10.1080/17538963.2021.1933059.

• Obashi, Ayako and Kimura, Fukunari. (2021) “New Developments in International Production Networks: Impact of 
Digital Technologies.” Asian Economic Journal, http://doi.org/10.1111/asej.12240.

• Oikawa, Keita; Todo, Yasuyuki; Ambashi, Masahito; Kimura, Fukunari; and Urata, Shujiro. (2021) “The Impact of 
COVID-19 on Business Activities and Supply Chains in the ASEAN Member States and India.” .” ERIA Discussion 
Paper Series No. 384, ERIA-DP-2021-17 (June).

• Okano, Toshihiko (2020) China Digital Innovation (chugoku digital innovation: netto houwa jidai no kyousou chizu). 
Tokyo: Nikkei BP (in Japanese). 

• Takasu, Masakazu and Takaguchi, Kota, eds. (2020) Prototype City: Global Innovation Taking Place in Shenzhen 
(Prototype City: Shenzhen to sekaiteki innovation). Tokyo; Kadokawa (in Japanese).

• Todo, Yasuyuki; Oikawa, Keita; Ambashi, Masahito; Kimura, Fukunari; and Urata, Shujiro. (2021) “Robustness and 
Resilience of Supply Chains during the COVID-19 Pandemic: Findings from a Questionnaire Survey on the Supply 
Chain Links of Firms in ASEAN and India.” ERIA Discussion Paper Series No. 407, ERIA-DP-2021-40 (September).

18

http://doi.org/10.1111/asej.12240

