ORGANIZATI

12 August 2020
Page: 1/10

Original: English



only a small role in the g reat trade collapse of 2009 , which was primarily about a steep fall in
aggregate demand. 2 Governments around the world have responded to the COVID  -19 health crisis
by impos ing mitigation measures that have paralys ed, or at least sharply curtailed, many sectors
of the economy. Social distancing, quarantine, lockdowns and travel restrictions have become
unavoidable measures in the fight against the pandemic. Even jurisdictions with relatively relaxed

official restrictions on social and business activity have seen sharp declines in eco nomic output, as
individuals change their behaviour to try not to catch the virus. This note uses insights from an
ongoing WTO t rade costs project 2 and available real- time indicators to outline how the reactions to
the COVID-19 pandemic may affect trade costs.

2. TRANSPORT AND TRAVEL COSTS

Transport and travel costs constitute an important part of trade costs 4in all sectors (Figure 1)
They include transport margins, business travel costs and the cost of time in transit. They are
estimated to account for 15 per cent of trade costs in agriculture and 31 per cent in manufacturing

trade. Transport costs also matter for goods- related services, such as retail and wholesale, where

the estimates sugg est they account for 19 per cent of total trade costs. Finally, travel costs

account for almost a third of trade costs related to cross- border supply in business and
professional services. ®

Figure 1: Determinants of trade costs

Note: This decomposition shows to what extent various factors contribute to explaining the variation in
bilateral trade costs  in 2016. See WTO (2019) , p.137 for details of the data sources and methodology. "Other
services" include telecommunications, financial, business, professional, cultural and personal services.

Travel restrictions and border closures  were an important part of the initial policy response to the
pandemic (Figure 2) . These measures directly hit trade in goods by disrupting cargo transport

services as well as trade in services in different modes of supply by effectively stopping
consumption abroad and limiting the physical presence of  suppliers abroad . Moreover, even in
2 See for instance  Eichengreen and Irwin (2009) on the
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sectors that do not rely entirely on international travel for their product delivery, these measures

have had a negative impact by curbing business trips. Face -to-face interaction is often necessary

for establishing business relationships and managing global value chains, and it play s a significant
role in the production of many services. Travel restrictions are thus likely to account for a
substantial increase in trade costs for th is important trade component for aslong asthey remain in
place.









The disruption to air cargo transport has had important consequences for producers of perishabl e
goods, medical supplies and suppliers of



Business travel is essential in establishing and maintaining trading relationships. Business trips are
also an important part of managing global value chains and maintaining their smooth functioning.

While the ICT revolution has enabled the coordination of production activities across multiple
locations and on long distances, business trips by managers and engineers are often still necessary
when there are problems or changes in the production process. R estrictions on  international travel
may thus also impa ct trade costs in manufacturing sectors, especially in those with a high degree
of customization and production fragmentation.

Improvements in ICT connectedness can help to mitigate the impact of travel restrictions and
social distancing . Broadband and mobile coverage plays an especially important role for businesses

that try to substitute physical delivery with digital interactions and need adequate access to ICT

services. In the context of the COVID -19 pandemic, governments and private sector operators
have been taking measures to enhance communications such as mobile and internet services,

including by lowering the cost of internet access. 13 On the other hand, the capacity of networks

has, in some cases, been challenged by the recent an  d sudden increase in traffic. The quality of
ICT infrastructure and digital preparedness will thus be important factor s in how well economies
cope with the pandemic shock.

3. TRADE POLICY C OSTS

Even though the world has witnessed a large wave of trade policy liberalization in the past three
decades, estimates suggestthatt rade policy barriers and regulatory difference s still account for at

least 10 per cent of trade costs in all sectors (see Fig ure 1 above) . These include tariff and non -
tariff measures, temporary trade barriers, regulatory differences and the costs of crossing border s,
as well as other policies that impact trade , such as the lack of investment facilitation or intellectual

property protection

International trade play s an important role in providing the supplies of products necessary to fight

the pandemic. This  has been reflected in the efforts of many governments to facilitate the imports
of certain medical products and personal protective equipment (PPE), such as ventilators  and
facemasks. Facilitation measures have include d eliminatin g import tariffs, establishing priority
clearance channels, lessening and simplifying documentary r equirements , and cooperatin g with
other border agencies

At the same time, g lobal shortages of several products led many governments to impose certain
export -restrictive measures. By the end of Aprii 2020, at least 74 economies had introduced

export prohibitions, licences or controls .* Most focused on the same products as the trade -
facilitating measures ( medical supplies, pharmaceuticals and medical equipment), but some
governments extended the controls to additional products, such as foodstu ffs and toilet paper.

According to WTO rules , export restrictions should be targeted, proportionate, transparent and
temporary. Most of the export -restrictive measures implemented in response to the pandemic
were described as temporary , and many have already been removed .%°

Beyond specific measures to facilitate trade in medical products and PPE, there have been general

moves to facilitate the border clearance of goods, with automate  d procedures thatreduce the n eed

for personal contact. For instance, some members notified the WTO that during the pandemic,
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4. UNCERTAINTY

High levels of uncertainty magnify the impact of trade costs on international trade. Establishing

trading relationships with foreign buyers or suppliers entails costs. It requires market research into

tastes and preferences, acquiring language skills and conforming with foreign product or process

standards. Uncertainty reduces the appetite of firms to invest, and the investment into fixed costs
of exporting or importing is no exception. In this way, uncertainty magnifies existing trade

barriers , adding its own share to trade costs



Figure 9:Globale conomic policy uncertainty, January 1997 to July 2020

Note: The Global Economic Policy Uncertainty Index comprises three components: newspaper coverage of
policy -
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