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Impacts of International Decoupling
In the current economic policy debate, there are often calls to reverse advanced developments 
in globalisation and the international division of labour. Reasons such as greater business 
resilience, political independence and, from a climate perspective, less harmful production argue 
for not abolishing trade, but at least bundling a larger part of the value chain locally. However, 
such considerations are de facto made from the perspective of a highly developed and globally 
networked industrialised country. In contrast, this paper argues that trade activities can never 
be considered from the perspective of only one partner, but must always take into account the 
needs of all stakeholders, which in turn depend on the respective level of development.
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In the current (economic) policy debate, the idea of revers-
ing advanced developments in globalisation and the inter-
national division of labour is often voiced or even called 
for. Several reasons are cited for this, some of which are 
linked to certain views and socio-political goals.

Firstly, the pandemic control measures still in place, 
particularly in China, sometimes lead to considerable 
disruptions in supply chains, especially for intermediate 
products. This delays final production and leads to cost 
increases that fuel inflation. Therefore, it seems impera-
tive to carry out important parts of value creation locally 
again to increase the resilience of production processes.

Secondly, the aggressive Russian invasion of Ukraine raises 
the question of whether, or at what intensity, trade should be 
conducted with autocratic countries. The example of China 
shows that the desired “change through trade” unfortunate-
ly often fails to materialise and, on the contrary, can even 
lead to a dangerous dependence on political arbitrariness.

Thirdly, the globally dispersed production steps and the as-
sociated transport lead to discussions, especially against 

the background of environmental and climate change, about 
why products that can also be produced locally are import-
ed from regions that are sometimes far away.

Thus, higher (business) resilience, (political) independ-
ence as well as less (environmentally) harmful production 
are an argument for not abolishing trade but rather bun-
dling a larger part of the value chain locally. As in many 
economic crises, there is thus a call to buy/make locally.

Reshoring to increase resilience

Reshoring is the term used to describe the shifting back of the 
value chain at the corporate level, whereby companies return 
those production steps to their home country that were relo-
cated in the course of international offshoring or outsourcing. 
Not quite as extreme are considerations of nearshoring, ac-
cording to which the value added should at least partially be 
outsourced only to near or neighbouring countries (for exam-
ple, from Germany to Poland). As Pegoraro et al. (2021) sum-
marise, there are several advantages for companies through 
reshoring. Firstly, local production eliminates large transpor-
tation and trade costs, and local proximity enables a faster 
and more flexible response to unexpected problems. At the 
same time, however, production costs will not rise too signifi-
cantly, as unit labour costs in many emerging markets have 
also increased in recent years. In addition, there are often 
problems with the (lack of) protection of intellectual property 
rights in emerging markets, so further costs can be saved. If 
more goods and value added are produced locally, regional 
clusters can be formed, which strengthen the local innova-
tion power and thus also the local competitiveness (for ex-
ample by realising economies of scale). In addition, reshoring 
can be advantageous from a risk perspective by countering 
protectionist tendencies in the economic policy of the home 
country (e.g. Brexit).
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Despite all these benefits that are certainly true for some 
companies, it should not be forgotten that the internation-
al division of labour offers considerable efficiency advan-
tages from an overall economic perspective and enables 
a better allocation of international resources – it is not for 
nothing that this strategy has been pursued very success-
fully by many companies to date. As with other measures, 
the question arises as to which goal is to be targeted and 
how this can be achieved in the most efficient manner. 
The creation of a functioning and resilient value chain is 
a legitimate goal, but the question is whether reshoring is 
really the best possible choice.

The vulnerability of value chains is also due to the fact 
that there are often only one or a few suppliers that, from 
an economic point of view, allow for maximum efficiency 
when economies of scale are realised, but can lead to 
significant transaction costs in an imperfect world. In 
particular, as can be seen in the case of the dependence 
on Russian gas, there is a risk of hold-up, i.e. the trading 
partner can exploit the dependence by dictating higher 
prices or worsening contract terms. There are, however, 
various possible solutions to this problem, such as sec-
ond sourcing, i.e. the purchase of important goods from 
more than one partner (Choi and Davidson, 2004; Sand-
kamp, 2022). In this way, dependency is significantly re-
duced and the value chain is made more resilient.

Trade with selected partners

The choice of partner is directly related to the question 
of with whom trade can or should be conducted. In this 
context, the term “friend-shoring” is sometimes used, 
according to which value creation should take place in 
friendly economies that are characterised by the fact that 
they share the same values with the home country.

With regard to general trade, Menkhoff (2022) examines how 
many countries could be considered as trade partners for 
Germany if different standards were applied to the demo-
cratic conditions in the various countries. He uses the World 
Bank’s Voice and Accountability index as a democracy index 
to determine which countries have at least the same level of 
democracy as Germany or the least democratic EU coun-
try. Depending on the scenario, significant parts of the world 
are excluded. In the extreme case of the “German” stand-
ard, Germany would no longer trade with 98% of the world’s 
population since the majority of countries have a different 
understanding of democracy. To make matters worse, many 
resource-rich countries in particular fall into the category 
of autocracies, and that would significantly affect the Ger-
man economy, which is short of natural resources. Menkhoff 
(2022) concludes that even if trade has not led to a signifi-
cant improvement of democratic conditions in the past, not 

trading would not necessarily have this educational effect. 
The question is therefore not whether trade should be con-
ducted with undemocratic countries, but how the contradic-
tion between aspiration and reality is to be judged (politi-
cally). What are the limits, for example in dealing with human 
rights, that represent the absolute minimum standard and 
when must social as well as cultural differences be taken 
into account? In addition, setting overly stringent standards 
can markedly reduce the number of partners, thereby jeop-
ardising the resilience of the value chain (Sandkamp, 2022).

Reduction of environmental degradation and  
reduction of CO2

Trade is also often associated with environmental degrada-
tion, as many environmental resources in less developed 
countries are “unregulated commons” characterised by a 
lack of property rights (Chichilnisky, 1994). One example is 
rainforests that are used for timber extraction or destroyed 
to make way for the production and export of crops such as 
coffee, sugar and palm oil. Problems in enforcing property 
rights result in a lack of economic incentive for sustainable 
management, leading to overexploitation of these resources. 
Trade further exacerbates this problem: factors of production 
appear “cheaper” in developing countries than in industrial-
ised countries because they seem to be more abundant. This 
“comparative advantage” leads to the export of environmen-
tally intensive goods. This is particularly problematic because 
industrialised countries actually have more efficient, i.e. 
resource-saving, technologies. In addition, the international 
transport of goods causes considerable CO2 emissions.

The renunciation of trade with developing countries can, 
with corresponding market power, have negative effects on 
their economic development and increase poverty there; if 
trade was hardly significant, it has no effect at all on these 
countries and thus on environmental degradation. One 
possible solution, as with environment-related problems in 
general, would be an international approach. On the one 
hand, the institutions in developing countries must be im-
proved so that property rights in particular are created and 
enforced. Chichilnisky (1994) refers to the duality of over-
exploitation and underpricing of resources – a fairer pric-
ing would also lead to a reduction in poverty. In addition, 
CO2 emissions must also be priced in transport. This would 
reveal the true costs at all levels, and trade would adjust 
accordingly. Some countries would then stop producing 
some goods because the true costs are too high, while 
they could deploy the freed-up resources in sectors where 
their real advantage lies. On the other hand, some goods 
would no longer be traded, but instead produced locally, 
since the higher transport costs do not justify production 
in more distant regions. In general, however, the benefits of 
trade far outweigh the environmental costs (Shapiro, 2016).
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Level of industrial development and reshoring

The considerations put forward so far argue de facto from 
the perspective of a highly developed and globally inter-
connected industrialised country. However, trade activities 
can never be viewed from the perspective of only one part-
ner, rather they must always take into account the needs of 
all parties involved, which in turn depend on the individual 
level of development (Rodrik, 2013; Panagariya, 2013).

One development approach practiced primarily in Asia is 
the “flying geese model” (Nam et al., 2017). In the conver-
gence process practiced, imports are first substituted un-
til domestic production has increased relative to domestic 
demand reaching such an extent that the country itself 
becomes an exporter (Lim, 2014). Thereafter, this “open” 
developing country continues to grow and industrially up-
grade by increasing its capital stock and taking advantage 
of the learning opportunities that arise from that country’s 
economic relationships with the developed world.

If this stage-of-development model is consistently imple-
mented, trade and foreign direct investment result in the 
relocation of industries from developed to developing 
countries due to the shift in competitive advantages and 
the emergence of comparative cost advantages (Nam, 
2006). Thus, changes in a country’s trade structure are 
closely related to its industrial structure (see also Rivera-
Batiz and Romer, 1991a, 1991b; Lloyd and Toguchi, 1996). 
Following this logic, as a country grows, its industrial 
structure gradually moves from the “natural resources and 
labour-dominated phase” to the “capital and imported 
technology-dominated phase” and the “R&D and inno-
vation-dominated phase”, with the country taking on new 
competitive roles in the global economy and leaving less 
sophisticated activities to lower-tier economies (Balassa, 
1965; Grossman and Helpman, 1991; Kasahara, 2004).

One example of this development process is China. As 
Blomqvist (1995) and Grow (1995) find, large-scale foreign 
direct investment flows associated with foreign technolo-
gy transfers changed China’s specialisation patterns from 
labour-intensive to capital-intensive products more rap-
idly at an earlier stage of development (between 1985 and 
1995) than was the case in the newly industrialised coun-
tries such as South Korea or Taiwan in the 1970s. This 
has enabled Chinese manufacturers to produce some 
high-tech products and capital goods as well as labour-
intensive products simultaneously. Moreover, thanks to 
the rapidly increasing receptiveness of companies to new 
ideas and modern technologies (which also have better 
R&D infrastructure and human capital), the time needed 
for developing countries to imitate innovations has short-
ened significantly. (UNCTAD, 1996).

However, such a catch-up process can also fail, as the 
negative example of India shows. In 2014, Prime Minis-
ter Narendra Modi launched the “Make in India” industrial 
policy reform initiative to promote the local and national 
production of multinational and domestic companies in the 
manufacturing sector. The starting point was a low share of 
manufacturing in total value added and a shrinking share of 
exports (Singh and Ranjan, 2015). A comprehensive promo-
tion along the value chain was pursued, from securing basic 
production factors (such as energy, minerals and water) to 
increasing companies’ R&D and innovation activities, which 
required very heterogeneous deregulation and support 
programmes. Ambitious quantitative targets were set to 
measure success, but these have not been met (see Nam, 
2022). Babu (2020) attributes this to a huge overestimation 
by the government of the feasibility of implementation as 
well as the lack of an industrial policy focus. In addition, the 
initiative was seen as a policy that lacked an understanding 
of the comparative advantages of the domestic economy.

The lack of focus is due in particular to the fact that India’s 
economy is very diverse and includes labour-intensive sec-
tors (food, textiles), resource-based industries and high-
tech sectors. In addition, the different levels of develop-
ment in the various sectors mean that a one-size-fits-all 
policy is hardly feasible. Moreover, by promoting labour-
intensive industries, India wanted to create jobs for the less 
qualified to combat poverty. However, this clashes with 
long-term industrial growth and structural change, as re-
distributive motives lead to conflicting goals with improving 
the country’s overall productivity and competitiveness.

In the global market, India faces intense competition from 
China as well as other fast-growing Asian countries such 
as Vietnam and Indonesia. As India has the sixth largest 
private consumption in the world and is expected to rise to 
third place by 2030 (World Economic Forum, 2019), Rajan 
(2015) suggests the introduction of a kind of “Make for In-
dia” programme to achieve import substitution.

For India, Nam (2022) offers five basic recommendations: 
(1) systematic policy specification based on a better under-
standing of the economic structure (and situation) under 
global challenges, including the comparative advantages 
of the country’s major products and the strengths and 
weaknesses of its competitors in the global market; (2) the 
importance of rapid structural change in manufacturing for 
the country’s output, employment and productivity growth; 
(3) thorough assessment of the need for and scope of re-
distributive growth policies; (4) the development of interde-
pendence between high-tech industries and modern ser-
vices and the role of IT in this context; and (5) the creation 
of a national innovation system (well equipped with a highly 
skilled workforce) between modern industries and busi-
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ness services and research institutions that better enable 
not only R&D collaboration, knowledge dissemination and 
application, but also the flexible exchange of skilled la-
bour.

Policy conclusion

In an adapted form, the lessons from the “Make in India” 
campaign can also be applied to similarly designed pro-
grammes in other regions, especially if either the entire 
economy or at least large parts of the industries would 
have to be restructured to achieve real resilience of the 
value chains or a reduction in emissions associated with 
trade. However, the goals pursued by this industrial policy 
can be achieved even without significant restrictions on 
trade or the complete restructuring of the economy that 
would then be required.

Moreover, unlike India, many developed regions, such as 
Europe, or Germany in particular, are not in the comforta-
ble position of having an enormous labour force potential 
at their disposal and would therefore have to proceed in 
a much more targeted manner or accept that other sec-
tors will suffer considerably. Demographic change in par-
ticular will lead to a great need for health care and nurs-
ing personnel, but these qualified employees cannot be 
used at the same time for the production of industrial in-
termediate products. In addition, as the example of India 
shows, it is difficult to achieve different goals at the same 
time, such as more resilient value chains and environmen-
tal protection. More local production requires more ener-
gy, which, given existing shortages, can only exacerbate 
current problems.

Another issue concerns the global impact of increased 
local production in the developed world. This counter-
acts the catching-up process of developing countries, as 
it results in fewer sales markets for their exports gained 
through import substitution, further depriving them of the 
opportunity to continue to develop these industries and 
make progress. As a result, global poverty could rise, cre-
ating social tensions that, together with the regional up-
heavals already looming as a result of the climate crisis, 
contribute to a potentially dangerous situation.

One possibility for developed countries like EU member 
states would be to win India as a partner and to support 
this country in its efforts to become successful. India will 
soon be the largest country in the world (measured by 
population size), so the Western “flight” and search for 
“value partners” should not exclude this country. From 
both an economic and political perspective, a bloc forma-
tion such as developed countries vs developing countries 
would be an untenable aberration (Zissimos, 2022).
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