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It is a pleasure to be back in Washington and to deliver this year’s Per Jacobsson Lecture.

As a young man in the 1920s, Jacobsson worked in the Economic and Financial Section of the
League of Nations Secretariat. There, he was actively involved in work on Europe’s financial
reconstruction in the wake of the greatest shock that had hit the continent: the First World War.

The outbreak of that conflict in 1914, which killed so many and injured even more, marked the end of
the first era of globalisation. The unprecedented flows of trade that had characterised the global
economy between the 1870s and the early 1900s collapsed, as borders were replaced by battlelines.

The pre-war world quickly became, as the writer Stefan Zweig put it, “the world of yesterday”. This
shows how fast what had once seemed so permanent can change. Globalisation will always be
vulnerable to global shocks, as we have recently seen with the pandemic.

But the pre-pandemic world has not joined the world of yesterday just yet. A powerful economic logic
drove the most recent era of globalisation, and that logic remains just as valid today.

However, we are seeing this logic challenged in important ways. Protectionism is rising, climate
change is accelerating and industrial policy is shifting. Economies that have embraced globalisation,
like Europe, are more exposed to these changes.

Europe has reaped the benefits of globalisation in the past and has suffered enormously from its fall-
back. To reap the benefits in the future in a globalised world in transition, Europe must adapt.

That means using Europe’s economic weight to support reciprocated trade openness globally, while
strengthening its own domestic demand to insure against a more volatile global economy.

A stronger Europe would be a global public good, providing an anchor of stability in a less predictable
world. And it has the scale to prepare this journey. Will it have the will?

Europe in a globalised world
In the decades before the pandemic, rapid globalisation profoundly transformed international trade for
the better. Between 1995 and 2010, the pace of world trade growth expanded twice as fast as that of
world GDP growth.[ ] And the nature of trade was transformed by the expansion of global value
chains, a web of interlinkages that developed as production unbundled across borders.

This integration was driven by technological progress in the private sector[ ], but it was also enabled
by public policy. Governments across advanced economies pushed for trade barriers to be lowered
and the World Trade Organization to be expanded to include emerging economies. Globalising trade
was seen as desirable for two main theoretical reasons:

The first was the classical argument, going back to David Ricardo, about the mutual gains from trade.
[ ] Lowering barriers would allow countries to exploit their comparative advantages. Countries would
also benefit from lower import prices, technology spillovers and productivity gains from the
international division of labour.
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The second reason was to exploit diverse sources of demand as a means of diversifying risk in the
face of domestic shocks. Deeper trade integration would allow countries to “rotate” demand to growing
external economies when they experienced domestic slowdowns. As a result, business cycle volatility
could be partially decoupled from its adverse effects on long-term growth.[ ]

Both these arguments were broadly borne out.

Globalisation did increase growth: across all economies, a one-point increase in measures of
globalisation was associated with an increase in the five-year growth rate by 0.3 percentage points.[ ]

Hundreds of millions of people were lifted out of poverty in emerging markets. And Europe benefited,
too. Between 2000 and 2017, jobs supported by exports to the rest of the world increased by two-
thirds, to 36 million.[ ]

Trade integration also allowed countries’ growth to become less beholden to swings in domestic
conditions.[ ] This proved especially valuable for Europe in the wake of the sovereign debt crisis. The
ability to rotate demand from the domestic economy to the rest of the world provided a crucial outlet
for producers. Between 2010 and 2014, external demand as a share of euro area GDP more than
doubled.

But the flipside of greater trade openness is greater exposure to global shocks and, if the correct
policies are not in place, the potential for people to turn against globalisation. For example,
international trade can have implications for income inequality in advanced economies, which in turn
can spur protectionism if not tackled effectively through distributional policies.[ ]

Between 1999 and 2019, trade as a share of GDP rose from 31% to 54% in the euro area, whereas in
the United States it rose from 23% to 26%. But while Europe’s social model meant that protectionist
pressures remained minor, we began to see a new shift towards protectionism in other major
economies in the late 2010s.

Still, our deep integration into the global economy meant that we in Europe were particularly exposed
to these changes – and our scope to benefit from open trade and diverse demand was arguably
reduced.

Europe’s largest gains from trade had taken place against the backdrop of a particular geopolitical
constellation, marked by the global dominance of the United States after the end of the Cold War and
a multilateral commitment to governance by rules. But the re-emergence of protectionism began to call
that global economic order into question.

In parallel, waning trade growth reduced the scope for countries to rotate demand to external
economies when they needed to. After 2008, the pace of globalisation slowed and world trade growth
no longer outstripped world GDP growth. In fact, by 2019 world trade growth had more than halved
since the year before. This contributed to a manufacturing recession in the euro area on the eve of the
pandemic.

For all these reasons, I was already highlighting back in 2019 the need for Europe to acknowledge that
the world around us was changing fast, and to reconsider whether its growth model was sufficiently
balanced in light of these changes.[ ]

A globalised world in transition
The pandemic has so far only reinforced this message. Though it is still too early to draw firm
conclusions, the pre-crisis trends that capped the gains from both trade and diversifying demand could
be becoming stronger.

First, the trend towards protectionism shows no signs of abating. In 2020, more than 1,900 new
restrictive trade measures were implemented worldwide. That is 600 measures more than the average
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of the previous two years.[ ] And there is evidence of further discriminatory practices being introduced

this year.[ ]

This could cloud the outlook for future growth in world trade, especially if it elicits tit-for-tat responses.
ECB analysis shows that, in a hypothetical case in which one major economy raises tariffs and non-
tariff barriers by 10% and other countries respond in kind, world trade would be almost 3% lower than
its baseline and global GDP would be almost 1% lower.[ ]

Moreover, new trade barriers not only harm euro area exports but the nature of these barriers is
creating new vulnerabilities for Europe. Behind some protectionist measures is a shift in industrial
policy, mainly led by China and the United States, towards security over efficiency in supply chains.
This could create geopolitical biases in global supply chains in the future, especially for goods
considered strategically important.

Such shifts would raise hard questions for industries where Europe is dependent on a limited number
of global suppliers. For example, 45% of Europe’s imports of active pharmaceutical ingredients are
sourced from China, as is 98% of our supply of rare earth metals.[ ]

Second, there are signs that the global economy could increasingly be a source of shocks for Europe
rather than a stabiliser against volatility.

We are already seeing that the just-in-time supply chains which have defined this era of globalisation
are highly vulnerable to systemic shocks. And the efficiency of those supply chains multiplies the
consequences of disruptions. The World Bank estimates that, for many goods traded in global value
chains, a delay by one day is equal to putting in place a tariff of over 1%.[ ]

This naturally affects the euro area more than other economies by virtue of our exposure to
globalisation. For example, ECB analysis finds that exports of euro area goods would have been
almost 7% higher in the first half of this year were it not for pandemic-induced supply bottlenecks. For
the rest of the world, the figure is only 2.3%.[ ]

Looking ahead, imported volatility might increase rather than decrease. Even after the disruptions
created by the pandemic are resolved, we will have to contend with the consequences of a changing
climate and changing industrial structures.

As the world heats up and climatic conditions become more extreme, we will face increasingly
frequent ecological shocks. And we know from past experience that these shocks can have profound
effects on supply chains.

For example, after the Tōhoku earthquake in Japan in 2011, US affiliates of Japanese multinationals
saw their output fall at roughly the same rate as the declines in imported inputs from Japan.[ ]

Likewise, the 2013 drought in New Zealand – which produces around half of the world’s powdered
milk – caused a significant spike in world milk prices, with EU prices jumping by around a fifth between
May and October of that year.

Even the necessary response to climate change – the acceleration of the green transition – could
initially create frictions in the global environment. In September, policies to reduce energy consumption
in Asia led to supply chain disruptions after companies shut down production to comply with
requirements.

It is likely that multinational companies will respond to these disruptions by diversifying their supply
chains in order to increase their resilience. We already saw such diversification occur in the wake of
the SARS pandemic two decades ago.[ ] At the start of this year, around a quarter of major

companies said that diversifying suppliers would be their top priority over the next few years.[ ]

But reorganisation of this nature could have implications for the composition of global demand.
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For a start, it could accelerate rebalancing away from investment-led growth in major emerging
markets, which could make the outlook for external demand more uncertain. Consider that China has
contributed, on average, one-third of total global growth since 2005 – more than the contribution of all
advanced economies put together.[ ]

Also, firms could end up holding permanently higher inventories as an insurance policy against
disruptions. There is already evidence that companies hold higher levels of foreign inputs that are
more difficult to source[ ], and changes in these inventories play a key role in the dynamics of
international trade. Companies run down inventories when uncertainty rises during recessions –
sharply cutting foreign orders[ ] – and trade only recovers when inventories have been stabilised[ ].
A move away from just-in-time supply chains could therefore mean longer periods of inventory
adjustment.

Today, faced with historically long delivery times, global manufacturers’ stockpiling of inputs continues
to run higher than before the pandemic.[ ] We do not yet know if this will become a permanent feature
of our economy or if it is just a panic-driven reaction to current shortages. But if it does persist, we
could see a more volatile industrial business cycle.

Navigating the post-pandemic world
So how should Europe respond to these changes?

There are two priorities, both of which would help Europe act as an anchor of stability in a more
fractured and uncertain world.

As a first priority, we need to be clear that turning our back on trade openness is not the answer.

Even if the protectionist actions of others mean that the gains from trade are no longer as pronounced,
the answer is not to respond in kind. Instead, we should use our economic weight to shape openness
in a European direction, which means one characterised by being reasonable rather than reactionary,
by cooperation rather than conflict, and by redistributing the gains of globalisation to those who have
lost out. This is essential to make openness sustainable.

In particular, Europe has immense potential to use the size of its single market to set its values and
standards in other parts of the world through open trade – the so-called Brussels effect.[ ] This is
already tangible in many areas. But it is naturally strongest where the single market is at its deepest.
So, as new sectors emerge, like digital services and the green economy, it is crucial that our single
market deepens in tandem so that we can continue to use our domestic strength to exert a positive
global influence.

At the same time, we need to protect against risk in areas where our vulnerabilities are excessive.
There are vital goods and services that we cannot easily produce at home, and where we need more
insurance against external shocks. This lies behind Europe’s ambition to increase its “open strategic
autonomy”. The European Commission has found that 34 products used in the EU are extremely
vulnerable to supply chain disruptions given their low potential for diversification and substitution inside
the Union.[ ]

To achieve strategic autonomy, some re-shoring or near-shoring of specific sectors – like
semiconductors and pharmaceuticals – is probably inevitable in the long term. And the European
Commission is already taking measures to strengthen the international role of the euro, which can
ultimately make European companies more resilient to the unfavourable actions of others, such as
foreign sanctions.

The second priority is for Europe to strengthen its own domestic demand. This is essential to
compensate for a more uncertain global landscape in which economies may find it harder to rely on
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external demand in times of need. That would make European growth more robust, as well as helping
stabilise global growth if the contribution of other economies weakens.

In the decade before the pandemic, Europe tended to import demand from the rest of the world.
Annual domestic demand growth was, on average, 2 percentage points lower in the decade after 2008
than in the decade preceding it, and it was slower than that of our main trading partners. This was
reflected in a persistent current account surplus.

To reverse that trend, we need to learn the lessons of the past and implement policies that strengthen
our internal sources of growth. There are three components to this.

First, we need to steer public and private investment towards the areas of the economy that will
generate higher real incomes in the future, namely the green and digital sectors. Green investment is
estimated to have a multiplier two to three times higher than non-green investment.[ ] The pandemic
has already shifted activity in this direction, but we need to provide the financing and regulatory
framework to help the economy adjust smoothly.

Europe already has the ideal tool in place to kickstart this process, in the form of the €750 billion Next
Generation EU (NGEU) fund set up in response to the pandemic. The European Commission
estimates that NGEU could raise potential output by 3% in some countries by 2024.[ ] But we also
need to flank NGEU – which is temporary – with permanent progress on broadening and deepening
Europe’s capital markets for green and innovative investment.[ ]

Second, unlike after the great financial crisis, fiscal policy support should not be withdrawn until the
recovery is more mature. But it should shift from a blanket approach to a more targeted action plan
that supports sustainably higher demand. This means that fiscal policy will need to facilitate structural
changes in the economy rather than preserving sunset sectors. And, taking a medium-term
perspective, it will need to follow a rules-based framework that underpins both debt sustainability and
macroeconomic stabilisation.

Third, monetary policy will continue supporting the economy in order to durably stabilise inflation at our
2% inflation target over the medium term. The ECB is committed to preserving favourable financing
conditions for all sectors of the economy over the pandemic period. And once the pandemic
emergency comes to an end – which is drawing closer – our forward guidance on rates as well as
asset purchases will ensure that monetary policy remains supportive of the timely attainment of our
target.[ ]

Conclusion
Let me conclude.

Europe, more than any other major economy, reaped the gains of globalisation in the decades leading
up to the pandemic. But now we must sow the seeds for a future in which globalisation becomes a
more unpredictable terrain.

The benefits of trade and diversifying demand are still there to be had. But they are facing headwinds
that Europe cannot ignore. This means we must adapt and change to continue thriving in a global
economy and to remain an anchor of stability and peace.

The good news is that we are already on the right path. As Stefan Zweig once wrote, “once a man has
found himself there is nothing in this world that he can lose.” Europe’s historic response to the
pandemic shows that it has found itself.

That allows us to focus on building resilience to face global challenges as and when they arise. In this
sense, the pandemic has given us an opportunity and we must seize it.

26

27

28

29

Utente
Evidenziato

Utente
Evidenziato

Utente
Evidenziato

Utente
Evidenziato

Utente
Evidenziato

Utente
Evidenziato



1. Cigna, S., Gunnella, V. and Quaglietti, L. (forthcoming), “Global Value Chains: Measurement,

Trends and Drivers”, Occasional Paper Series, ECB, Frankfurt am Main.

2. Baldwin, R. (2016), The Great Convergence: Information Technology and the New Globalization,

Harvard University Press, Cambridge, MA.

3. Ricardo, D. (1817), On the Principles of Political Economy and Taxation, John Murray, London,

reprinted in Sraffa, P. (1951) (ed.), The Works and Correspondence of David Ricardo, Vol. 1,

Cambridge University Press, Cambridge.

4. Kose, M.A., Prasad, E.S. and Terrones, M.E. (2006), “How do trade and financial integration affect

the relationship between growth and volatility?”, Journal of International Economics, Vol. 69, No 1, pp.

176-202.

5. Lang, V.F. and Tavares, M.M. (2018), “ ”, IMF Working

Papers, No 18/54, International Monetary Fund.

6. Arto, I., Rueda-Cantuche, J.M., Cazcarro, I., Amores, A.F., Dietzenbacher, E., Victoria Román, M.

and Kutlina-Dimitrova, Z. (2018), “ ”, European

Commission, November.

7. Kose, M.A., Prasad, E.S. and Terrones, M.E., op. cit.

8. Stolper, W.F. and Samuelson, P.A. (1941), “Protection and Real Wages”, The Review of Economic

Studies, Vol. 9, No 1, pp. 58-73; Mayda, A.M. and Rodrik, D. (2005), “Why are some people (and

countries) more protectionist than others?”, European Economic Review, Vol. 49, pp. 1393–1430.

9. Lagarde, C. (2019), “ ”, speech at the Frankfurt European

Banking Congress, 22 November.

10. Cigna, S., Gunnella, V. and Quaglietti, L., op. cit.

11. As evidenced by 2021 data from Global Trade Alert (number of new interventions implemented

each year – all state interventions).

12. Lane, P.R. (2019), “ ”, speech at the University of California, 30

September.

13. European Commission, “ ”.

14. World Bank (2020), 

.

15. Frohm, E., Gunnella, V., Mancini, M. and Schuler, T. (2021), “

”, Economic Bulletin, Issue 6, ECB.

16. Boehm, C.E., Flaaen, A. and Pandalai-Nayar, N. (2019), “Input Linkages and the Transmission of

Shocks: Firm-Level Evidence from the 2011 Tōhoku Earthquake”, The Review of Economics and

Statistics, Vol. 101, No 1, MIT Press, March, pp. 60-75.

17. Shingal, A. and Agarwal, P. (2020), “How did trade in GVC-based products respond to previous

health shocks? Lessons for COVID-19”, EUI RSCAS Working Paper, No 2020/68, Global Governance

The Distribution of Gains from Globalization

EU exports to the world: effects on employment

The future of the euro area economy

Globalisation and monetary policy

In-depth reviews of strategic areas for Europe’s interests

World Development Report: Trading for Development in the Age of Global

Value Chains

The impact of supply bottlenecks on

trade

https://www.imf.org/en/Publications/WP/Issues/2018/03/13/The-Distribution-of-Gains-from-Globalization-45722
https://trade.ec.europa.eu/doclib/docs/2018/november/tradoc_157516.pdf
https://www.ecb.europa.eu/press/key/date/2019/html/ecb.sp191122~0c1f115db0.en.html
https://www.ecb.europa.eu/press/key/date/2019/html/ecb.sp191001~b4d59257ea.en.html
https://ec.europa.eu/info/strategy/priorities-2019-2024/europe-fit-digital-age/european-industrial-strategy/depth-reviews-strategic-areas-europes-interests_en
https://www.worldbank.org/en/publication/wdr2020
https://www.ecb.europa.eu/pub/economic-bulletin/html/eb202106.en.html#toc20


Programme 415.

18. Ernst & Young (2021), “ ”, February.

19. ECB (2017), “

”, Economic Bulletin, Issue 7, ECB.

20. Alessandria, G., Kaboski, J.P. and Midrigan, V. (2013), “Trade wedges, inventories, and

international business cycles”, Journal of Monetary Economics, Vol. 60, No 1, pp. 1-20.

21. Novy, D. and Taylor, A.M. (2020), “Trade and Uncertainty”, The Review of Economics and

Statistics, Vol. 102, No 4, pp. 749-765.

22. Alessandria, G., Kaboski, J.P. and Midrigan, V. (2011), “US Trade and Inventory Dynamics”,

American Economic Review, Vol. 101, No 3, pp. 303-307.

23. Williamson, C. (2021), “

”, IHS Markit, 4 October.

24. Bradford, A. (2015), “The Brussels Effect”, Northwestern University Law Review, Vol. 107, No 1.

25. European Commission (2021), “ ”, Commission Staff

Working Document, 5 May.

26. Specifically, the multipliers are estimated to be 1.1-1.5 for renewable energy investment and 0.5-

0.6 for fossil fuel energy investment, depending on horizon and specification. See Batini, N., di Serio,

M., Fragetta, M., Melina, G. and Waldron, A. (2021), “

”, IMF Working Papers, No 2021/087, International Monetary Fund, March.

27. Pfeiffer, P., Varga, J. and in ‘t Veld, J. (2021), “

”, European Economy Discussion Papers, No 144, European Commission, July.

28. Lagarde, C. (2021), “ ”, speech at the European

Commission’s high-level conference on the proposal for a Corporate Sustainability Reporting

Directive, 6 May.

29. Lagarde, C. (2021), “ ”, speech at the ECB Forum on

Central Banking “Beyond the pandemic: the future of monetary policy”, Frankfurt am Main, 28

September.

How COVID-19 impacted supply chains and what comes next

China’s economic growth and rebalancing and the implications for the global and

euro area economies

Global manufacturing prices spike higher amid supply constraints, but

demand pressures show signs of easing

Strategic dependencies and capacities

Building Back Better: How Big Are Green

Spending Multipliers?

Quantifying Spillovers of Next Generation EU

Investment

Towards a green capital markets union for Europe

Monetary policy during an atypical recovery

CONTACT
European Central Bank
Directorate General Communications

Sonnemannstrasse 20


60314 Frankfurt am Main, Germany


https://www.ey.com/en_gl/supply-chain/how-covid-19-impacted-supply-chains-and-what-comes-next
https://www.ecb.europa.eu/pub/pdf/other/ebart201707_01.en.pdf
https://ihsmarkit.com/research-analysis/global-manufacturing-prices-spike-higher-amid-supply-constraints-Oct21.html#:~:text=the%20right%20decisions.-,Global%20manufacturing%20prices%20spike%20higher%20amid%20supply%20constraints%2C%20but,pressures%20show%20signs%20of%20easing&text=Manufacturing%20input%20costs%20rose%20at,by%20ever%2Dhigher%20shipping%20costs.
https://ec.europa.eu/info/sites/default/files/strategic-dependencies-capacities.pdf
https://www.imf.org/en/Publications/WP/Issues/2021/03/19/Building-Back-Better-How-Big-Are-Green-Spending-Multipliers-50264
https://ec.europa.eu/info/publications/quantifying-spillovers-next-generation-eu-investment_en
https://www.ecb.europa.eu/press/key/date/2021/html/ecb.sp210506~4ec98730ee.en.html
https://www.ecb.europa.eu/press/key/date/2021/html/ecb.sp210928~4cc57f558d.en.html


Copyright 2021, European Central Bank

Reproduction is permitted provided that the source is acknowledged.


+49 69 1344 7455


media@ecb.europa.eu

Media contacts

tel:+49 69 1344 7455
mailto:media@ecb.europa.eu
https://www.ecb.europa.eu/press/contacts/html/index.en.html

