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Abstract

The economic disruptions experienced during the COVID-19 pandemic and Russia’s invasion of Ukraine have generated
a narrative of resilience and deglobalization that brings the old world order into question. Heightened public attention on
perceived supply chain failures has exerted pressure on governments to intervene in firm-level operations to assure supply
of essential or strategic goods. This paper argues that the narrative is founded on false premises. In particular, three supply
chain myths have emerged in public and academic discourse: (i) lean management has gone too far and exacerbated disrup-
tions in global supply chains; (ii) efficient supply chains are less resilient; and (iii) foreign supply makes supply chains less
resilient. We argue that these beliefs are not adequately supported by evidence. They can displace analysis to negatively
impact policy and actually diminish resilience. Drawing upon IB and supply chain management research, we investigate the
root causes of perceived market failures. Recommendations are for an evidence-based debate on current events and policies.
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Narratives of resilience and deglobalization

Recent international crises like the COVID-19 pandemic and
the war in Ukraine have created a new world order, with
profound consequences for global supply chains. During the
pandemic, shortages and delays in product deliveries made
ordinary citizens unpleasantly aware of the global operations
of a trade system which, until then, had toiled out of sight
and mind (Delios et al., 2021). Russia’s invasion of Ukraine
and its disruption of energy markets provided further rea-
sons to question the viability of an international system
of trade and specialization, in which economic shocks are
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transmitted through supply chains and trade dependencies
can be weaponized (Farrell & Newman, 2022). Mounting
geopolitical tensions between the United States and China
were evident prior to the pandemic and Ukraine war, but the
calls for ‘decoupling’ the two economies have since intensi-
fied, with material effects on the global business environ-
ment (Petricevic & Teece, 2019; Teece, 2022).

A narrative has emerged (Evenett, 2022) that implies that
deglobalization is inevitable because international supply
chains are inadequately resilient and trade partners hostile
(Foroohar, 2022; Coveri & Zanfei, 2023; Witt et al., 2023).
Terms like ‘friend-shoring’ have been introduced into the
policy discourse, with some voices insisting that the virtues
of regional supply chains exceed those of the global ones
(O’Neil, 2022). The decline of global trade and investment
measured in the past years is interpreted as the dawn of a
new phase of deglobalization, linked to supply chain fail-
ures. In the words of Witt et al. (2023), the pandemic has
revealed “cost-optimized global supply chains as the Achil-
les’ heel of IB”. The narrative proceeds roughly as follows:
recurrent disruptions (like stockouts and volatility in prices
and supply in the wake of crisis), are equated with market
failure, and market failures demand regulatory attention,
perhaps even targeted industrial policy. Policymakers have
come under pressure to take action.
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Like wars, supply chain disruptions and their negative
impact on consumer experience are not new to scholars
(Tang, 2006). The eruption of an Icelandic volcano in 2010
caused backups at ports in Shanghai and Long Beach that
shut down automotive plants in Germany, threatened short-
ages of food in the UK, and narrowly avoided a stockout of
pharmaceuticals in Ireland (Gross, 2010). In the past, the
issues were reported in the press, but soon forgotten as firms
and consumers resumed business as usual. In the course of
COVID-19, attention paid to supply chains was higher,
generating an ongoing scrutiny of disruptions and failures.
This high-volume discourse earned the term “supply chain”
aranking in Lake Superior State University’s annual list of
banished words for 2022. The press release noted that “sup-
ply chain issues have become the scapegoat of everything
that doesn’t happen or arrive on time and of every shortage”
(Lake Superior State University, 2021).

Public interest in supply chains should usually be good
news for the international business (IB), global value chain
(GVC), and supply chain management (SCM) scholars who
conceptualize them. However, the heightened attention they
now draw has created misleading oversimplifications in both
the press and scholarly literature. We therefore urge aca-
demic experts to address three particular myths for which
the evidence is thinner than one might expect. The first myth
asserts that supply chains have become ‘too lean’, and that
a lack of redundancies and buffer stocks caused recent sup-
ply chain failures. The second myth assumes that there is a
natural trade-off between efficiency and resilience and that
today’s firms have created supply chains that collectively
prioritized the former to the detriment of the latter. As a
consequence, they tacitly accepted a reduction in resilience.
The third targets the international structure of supply chains
with the claim that foreign supply creates vulnerabilities and
lowers resilience. As with most myths, each of these con-
tains elements which seem plausible at first glance. After all,
is it not logical to respond to a disruption in supply with an
increase in supply, by investing in stockpiles and expanded
production capacity? When shocks are transmitted through
international supply chains, is it not a good idea to reduce
dependencies on foreign economies by moving production
closer to home? The evidence suggests that these conclu-
sions are not as logical as they might appear.

These myths reveal a broader misunderstanding of how
supply chains actually work and contradict fundamentals
of business literature and economics. They have the power
to draw the attention of policymakers away from the root
causes of disruptions (which may have nothing to do with
supply markets), towards policies that cannot realistically
achieve the required resilience of supply chains. Worse, over
time, they may prevent the adoption of more appropriate
policies and weaken a productive system of global trade. The
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unintended consequences would negatively impact income
and access to essential goods and services.

The rest of the paper is organized as follows. We begin by
reviewing principles established by the supply chain man-
agement literature which are prerequisite for a discussion
of resilience and deglobalization. We then revisit business
fundamentals and empirical evidence to address the narra-
tive’s three influential myths. In the subsequent section, we
consider how these myths could negatively impact policy.
The paper concludes with a discussion of future IB research
which would promote an evidence-based debate on trade
and industrial policy.

The literature on supply chain management
and global operations

Defined formally, the term ‘supply chain management’
(SCM) denotes the flows of material, information, and
finance in a network of firms which extends from provid-
ers of raw material to end consumer of a finished product,
all of which are managed to maximize the total economic
surplus of the interconnected system (Chopra & Meind],
2016; Christopher, 2011). The SCM literature can be chal-
lenging to non-specialists since its range of constructs, units
of analysis and methodologies are so heterogeneous that it
resists systematic reviews (Croom et al., 2000; Durach et al.,
2017; Spearman & Hopp, 2021). Its scholars acknowledge a
‘methodological chasm’ between empiricists and mathemat-
ical modelers (Sanders, 2009). And yet, in spite of its com-
plexity, this literature has established a number of principles
which can inform the current debate, briefly summarized
as follows: supply chains exhibit decentralized decision-
making and control, their economic performance is achieved
through the network, in which participating firms are mutu-
ally dependent, and the fact that not all supply chains are
designed to minimize operational costs.

An important review of 40 years of research in the mod-
eling stream describes a shift of focus from optimizing tac-
tical decisions on production, distribution, and inventory,
towards strategic decision-making in distributed supply
chains that span multiple organizations and independent
decision-makers (Graves, 2021). The evolution is more than
one of unit of analysis, since it accounts for a key effect of
de-verticalization. It acknowledges that, compared to indi-
vidual firms, decision-making in a supply chain is decentral-
ized, with no single point of control.

While the deglobalization narrative imagines resilience
through decoupling from trade partners, the literature
emphasizes the economic performance of networks. Fol-
lowing the dis-integration of the corporate core, a stream of
literature posits that it is no longer individual firms which
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compete, but supply chain vs. supply chain! (Croom et al.,
2000; Christopher, 2011; Dyer & Singh, 1998; Harland,
1996; Ketchen Jr & Guinipero, 2004; Mentzer et al., 2001).
In other words, superior value creation, competitive advan-
tage, and resilience originate in the network, not in the single
firm. The economic success of single firms which trade tasks
within a GVC is achieved through (and depends upon), the
integrated performance of the network of firms, including
their suppliers.

By extension, in order to achieve the optimal performance
of the system, the research advises against the pursuit of any
single, isolated objective, especially cost. Contrary to the
contemporary narrative, “assuming cost efficiency to be the
only indicator of viability (results in) a myopic and subopti-
mal analysis” to support decision-making (Sanders & Wag-
ner, 2011). Because cost-cutting in silos leads to sub-optimal
performance of the network, the extant literature does not
generalize the management of all supply chains to be “cost-
optimized”, especially if this is understood as reducing cost
at the expense of other profit-maximizing performance indi-
cators (like order fulfilment rates). Certain types of supply
chains, like those of spare parts, strategically maintain costly
inventory stockpiles and expensive (usually faster) transport
modes, to cash in on high margins, and avoid the cost of
lost sales.

Because each node in the network waits for inputs from
its suppliers upstream, the literature acknowledges an inher-
ent mutual dependency (Billington & Sandor, 2016; Ellram,
1991; Mentzer et al., 2001; Tan, 2001). Interdependency is
not automatically a vulnerability, but is “a prime force in
the development of supply chain solidarity” (Mentzer et al.,
2001), which in successful supply chains translates into
coordinated decision-making, especially planning. There-
fore, in order for a supply chain to perform well, the firms in
its network will need to align interests, share information in
a timely manner, and collaborate to fulfil orders. According
to Sanders “by definition, the key aspect of SCM is the coor-
dination and collaboration of functions within the enterprise
and between enterprises” (Sanders, 2009).

Last, but not least, the literature has extensively studied
risk and the causes of disruptions (Bode & Wagner, 2015;
Sodhi & Tang, 2021a; Tomlin, 2006). Significant evidence
confirms that volatility of demand and supply causes disrup-
tions of material flows (Snyder et al., 2016; Tang, 2006).
These principles are directly relevant to an ongoing debate
which insists, among others, that governments take a more
active role in influencing the organization of supply chains

! According to Christopher, “perhaps one of the most significant
breakthroughs in management thinking in recent years has been the
realization that individual businesses no longer compete as stand-
alone entities but rather as supply chains” (Christopher, 2011).

and in bringing them closer to home in order to strengthen
their resilience.

Important contributions have also been made by the IB
and GVC literature streams. Because these scholars pro-
vide inputs to policymakers, the narrative of resilience and
deglobalization could not be more relevant to their lines of
inquiry. The stream of GVC literature has been instrumen-
tal in transforming the conceptualization of global trade
beyond foreign direct investment (Baldwin, 2016). It has
since defined a set of tools, including governance typologies,
and upgrading strategies, with which to analyze interfirm
relationships (Gereffi & Korzeniewicz, 1994; Gereffi et al.,
2005). A core research question in the IB literature is the
motivation of firms who engage in international production
in a process of externalization (Buckley & Casson, 1976;
Dunning, 1981; Strange & Humphrey, 2019). While IB
theory did not initially conceptualize global supply chains
per se, it moved closer to SCM by looking at networks of
suppliers in the ‘global factory’ (Buckley, 2009; Buckley
& Strange, 2015) and by acknowledging the role of vertical
specialization and fine-slicing of activities across locations
(Buckley & Ghauri, 2004; McCann & Mudambi, 2005).

Finally, a discussion of resilience needs to precisely spec-
ify how supply chains should be able to withstand shocks
and disruptions. This requires definitions of closely related
concepts like robustness, security of supply, or viability
of supply chains (Galaitsi et al., 2020; Ivanov & Dolgui,
2020). The risk management literature defines resilience as
the ability to return to normal operations after a disruption
in an acceptable period of time (Brandon-Jones et al., 2014;
Christopher & Peck, 2004; Sheffi, 2015). Resilience is there-
fore not the absence of risks or disruptions. Robustness is
defined as continuity in a crisis, or “black swan” scenario
like the COVID-19 pandemic. The related concepts of secu-
rity of supply, and viability of supply networks focus on how
supply chains can sustain operations to ‘survive’ a crisis.

Myth 1: lean management has gone too far,
exacerbating disruptions in global supply

During the COVID-19 pandemic, the belief that lean man-
agement principles had been excessively applied—or ‘gone
too far’—began to spread. This myth asserted that just-in-
time (JiT) operational strategies had exacerbated disruptions,
or even caused the failures of global supply chains during
the crisis. The New York Times explained that shortages
during COVID-19 were the outcome of “the disruptions of
the pandemic combined with decades of companies limiting
their inventories” (New York Times, 2021). A number of
economists and business scholars announced that lean man-
agement had overstepped its bounds (Allon, 2021; Javorcik,
2020; Simchi-Levi & Simchi-Levi, 2020), while consulting
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firms shifted from traditional cost-cutting advice to pre-
scribing a ‘rebalance’ of JiT with “just-in-case” inventory
strategies.” The shortages of semiconductors that affected
automakers in 2021 led to similar conclusions about “aggres-
sive lean inventory practices” (Vakil & Linton, 2021).

A search for empirical evidence for these statements
yields few research papers that have examined private-sector
inventories, either during the pandemic or in other major cri-
ses. This is perhaps attributable to the difficulty of obtaining
a large enough sample of firm-level data on global supply
chains and their stockpiling strategies.®> To our knowledge,
the only paper that suggests that supply chain vulnerabil-
ity increased in firms with JiT inventory systems, is Ortiz
(2022). In its sample of 200 listed manufacturing firms who
faced unexpected weather disasters, the author found that the
JiT adopters experienced a 3% sharper drop in sales. When it
comes to the COVID-19 pandemic, some papers highlighted
the role of inventories in absorbing shocks at the firm level
(Lafrogne-Joussier et al., 2023), but without assessing the
role of lean management. Other papers which conducted
an in-depth study of recent shortages of face masks and
personal protective equipment (PPE), concluded that these
stockouts were not caused by inventory decisions (Gereffi,
2020; Sodhi & Tang, 2021b).

In the missing inventory debate, a number of assump-
tions deserve closer attention. First, lean management is not
synonymous with low or no inventory levels (Choi et al.,
2023). This literal interpretation is a fundamental misun-
derstanding of ‘lean’ because it fails to distinguish between
management programs and the description of a state of a
system. The programmatic origins of lean management trace
back to the Toyota Production System, or TPS (Womack
et al., 1990), which reduces waste in the value chain through
continuous improvement. Excessive inventories can indeed
be a source of waste, but lean manufacturing programs do
not necessarily strive to eliminate them. The waste targeted
by lean management programs like TPS include defects,

2 For example, a report by PwC (2022) indicates that “a decades-long
focus on increasing the cost efficiency of supply chains has led to fra-
gility and limited transparency” and suggests “balancing just-in-time
with just-in-case” (https://www.pwc.com/gx/en/about/pwc-asia-pacif
ic/building-rebalanced-and-resilient-supply-chains/balancing-just-in-
time-with-just-in-case-profitable-redundancy-in-supply-chains.html).
McKinsey (2021) mentions that “The shift to just-in-time and lean
production systems has helped companies improve efficiency (...)
But now they may need to strike a different balance between just-in-
time and ‘just in case’” (https://www.mckinsey.com/capabilities/opera
tions/our-insights/risk-resilience-and-rebalancing-in-global-value-
chains).

3 Validation of the narrative of supply chain failure requires a data-
driven analysis of how firms-level decisions impact the performance
of the supply chain, as do Inoue and Todo (2019) and Diem et al.
(2022). These particular papers do not, however, examine the role of
inventories.
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overproduction, transportation, waiting, superfluous motion
and processing (Hopp & Spearman, 2021). Eliminating
these categories of costly waste contributes to a reduction of
disruptions in the supply chain. It also increases the ability
of firms to cope with uncertainty, like increases in demand
or shortages of inputs. Toyota originally developed its JiT
policy to avoid parts shortages (Sheffi, 2020), by introduc-
ing smaller batches and smoother material flows to stabilize
yields, while improving product quality. Tellingly enough, it
is the lean pioneer Toyota that was the car manufacturer the
least impacted by the semiconductor shortage in 2021-2022
(Shih, 2022). Toyota had accumulated strategic stockpiles
and drew upon a base of suppliers with whom it had built
trust.

Another logical contradiction in the “too lean” myth is
the fact that, in practice, economic rationality works against
extreme cost-cutting. Any discussion of efficiency must
account for the fact that all firms have a natural and rational
incentive to invest in stockpiles. It can never be in the inter-
est of firms to eliminate inventory at all points of the supply
chain because this effectively makes it less likely (or impos-
sible) to make or sell anything. Firms therefore position dif-
ferent types of stock (pipeline, cycle, safety, seasonal) at
various points in the network to cope with the contingencies
of production, distribution, and demand. The combinato-
rial possibilities are virtually infinite, and these optimizing
decisions must be made whether the business is domestic
or international.

The operative challenge is how much to keep. How the
decisions are made in practice can be described as a natural
oscillation between states of high and low inventory levels,
as internal functions jockey to assert competing interests
(Fig. 1). When paying for too much unsold inventory, a firm
can quickly run out of money which is needed elsewhere for
operations, investments, and innovation (all of which sup-
port firm-level resilience and competitiveness). Overstocks
are flagged by financial controllers who insist that these be
corrected downwards, which eventually leads to low order
fulfilment levels and lost sales. This in turn provokes protest
from sales executives, who lobby to correct inventory levels
upwards to boost revenues and market share. The ongoing
negotiation creates the ‘service—inventory pendulum’ (John-
son & Davis, 1998), mediated by supply chain engineers
who perpetually fine-tune a firm’s investment in stockpiles to
maximize revenue at the lowest cost. The pendulum achieves
efficiency at a firm level.

Coined in 1998, the logic of the service—inventory pen-
dulum is worth revisiting in the current debate. The asymp-
tomatic curve represents the best possible tradeoff (efficient
frontier) between inventory and customer service, incorpo-
rating the uncertainties of demand and supply measured dur-
ing regular operations (Silver et al., 1998). If, in the pursuit
of resilience, the uncertainty of black swan events (more
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Fig. 1 The service—inventory
pendulum, based on Johnson
and Davis (1998). The best pos-
sible trade-off between inven-
tory and service (measured as
probability of order fulfilment)
is an asymptotic curve which
reflects regular demand and
supply uncertainties. Firm-level
performance is not located as

a static point on the curve. In
practice it is a dynamic, whose
position on the curve at any
time is determined by the out-
come of negotiations between
competing functional interests.

Inventory

As investment in inventory
climbs, pressure mounts to
reduce capital employed,
which reduces the probable
level of service

As customer service falls,
internal pressure mounts

to increase the ability to fulfil
orders by investing in inventory
(or capacity to make it)

than 10 standard deviations of demand or supply), were to
be incorporated, the resulting trade-off curve would sharply
shift upward, rendering most firms unprofitable (and con-
sumer goods unaffordable).

The stockpiles which firms routinely optimize therefore
support the demand of their respective business models, not
the extreme spikes or external shocks which occur during a
global crisis. The proportionately larger stockpiles, which
could prepare for extreme outliers of demand or shocks, are
likely to reduce firm performance in “peacetime”, without
actually protecting against stockouts in the moment of need
(Choi et al., 2023; Sheffi, 2020; Sodhi & Tang, 2021b; Tom-
lin, 2006). This is especially true should consumer prefer-
ences shift, or items are perishable (like medical supply or
PPE).

In 2006, Tang made an important distinction between
two modes of supply: regular and emergency. “The regular
supply model is based on a regular supply lead time, while
the emergency supply is available instantaneously”. Because
instant fulfilment of demand spikes is extremely costly to
maintain, a combination of “efficiency and resiliency are
critical for firms to ensure profitability and business continu-
ity” (Tang, 2006). In their recent discussion of how to deal
with the pandemic and geopolitical tensions, Sodhi and Tang
(2021a), repeat the same distinction. Risk management in
regular operations is not the same as the emergency response
to “extreme events”, which are global and protracted over
longer periods of time. Their research concludes that the
tactics of everyday operational risk management, like the
buffer stocks which protect against fluctuations of demand
and supply, should not be applied to the demand spikes of
extreme disruptions. Firms looking to bounce back quickly

Service

(Measured, for example,
as expected rate

of order fulfilment)

50% 100%

at the lowest feasible investment will have to devise more
sophisticated solutions than static, ‘just-in-case’ stockpiles.

At the same time, lean management offers solutions in
times of crisis. According to Sheffi (2021) and Netland
(2021), it remains one of the most effective strategies to
enable firm-level preparedness for disruptions. In one of the
few empirical papers looking at the relationship between
resilience and lean manufacturing, Birkie (2016) concludes
that lean practices help to mitigate disruptions. The essence
of lean is not only the elimination of waste, but a culture
of continuous improvement to relentlessly optimize the
production system. Shih (2022) highlights that it is lean
management’s principles of decentralized problem-solving
that really enabled Toyota to better address semiconductor
shortages in 2021-2022. With respect to the COVID-19 pan-
demic, Sheffi went so far as to declare that it was “supply
chain’s finest hour”, bringing the best to bear in a system of
collective intelligence (Sheffi, 2020).

While analyses of how buffers contribute to resilience are
welcome, the extant literature suggests that lean manage-
ment is part of the solution, not the problem. An increasingly
uncertain world should encourage firms to a more wide-
spread use of lean management to better prepare for shocks
and disruptions. New research explores innovative ways to
leverage JiT in turbulent environments. For example, Choi
et al. (2023) propose the novel design of production net-
works in which individual JiT segments are linked by buffers
which reinforce the resilience of the total supply chain. By
the word “buffer”, they mean not only material stockpiles,
but “spare or backup capacity, redundant suppliers, and even
facilities shared with other companies, including competi-
tors” (Sodhi & Choi, 2022).
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Myth 2: efficient supply chains are
less resilient

The misconception of excessively ‘lean’ supply chains
depicts firms in a single-minded pursuit of ‘efficiency’, at
the expense of resilience. Efficiency here is understood as a
progressive divestment in material supply, to the point where
firms become incapable of responding to demand or supply
uncertainty. We have already argued against the claim of
lean as no-inventory. In this section, we review evidence
of the assumption that there is a natural trade-off between
efficiency and resilience. In other words, whether firms must
choose one capability at the cost of the other.

There is, again, little research that confirms the existence
of this trade-off. When applied to communications and
engineering, some network theory has identified trade-offs
between efficiency and resilience (or robustness) (Brede &
de Vries, 2009). For example, star-like configurations gen-
erally provide the best efficiency to communicate across
nodes, while resilience is achieved by avoiding short loops
and degree homogeneity. The resilience and deglobalization
narrative is not, however, concerned with design choices
like these. It assumes a firm-level trade-off, in which nodes
are ‘hyper-specialized’ within long and complex supply net-
works, to maximize efficiency at the expense of resilience
to shocks (Coveri et al., 2020; Farrell & Newman, 2020).

A recurring element of the narrative is that supply
chains are excessively focused on the reduction of short-
term costs (Ellram et al., 2020; Javorcik, 2020). While the
service—inventory pendulum illustrates that negotiations
between functional specialists naturally re-balance limited
firm-level resources, there is little evidence that supply
chains today are designed to always and only reduce cost.
The supply chain research confirms that single cost factors
(like wage) constitute a much smaller portion of total landed
cost than might be intuitively expected (around 10%, accord-
ing to Christopher, 2011). Not all firms systematically meas-
ure inventory levels in isolation. There exist case studies of
the ‘cost-to-serve’ of a portfolio of customer accounts (Seif-
ert & Markoff, 2021; Thakur-Weigold & Lorenzon, 2015),
in which managers determine which customer accounts are
most profitable, in order to focus resources and attention
accordingly. Efficiency must therefore be defined as the best
use of resources in the pursuit of business results like cus-
tomer satisfaction, product quality, and profit. It will follow
that inefficient and wasteful firms are neither resilient nor
competitive in the long run.

To explore the assumptions behind the purported effi-
ciency-resilience trade-off, we revisit the risk management
literature, especially the definition of firm-level resilience.
As presented in the Introduction, resilience is the ability of a
firm to bounce back after a disruption. This can be achieved
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in two ways, the first being ‘redundancy’, in the form of
excess capacity or assets like inventory. Redundancy strate-
gies can potentially lead to a reduction in cost-efficiency.
However, this is the inferior alternative for a number of
reasons we have discussed, including the misallocation of
resources and compromising effects on product quality. The
supply chain literature has also shown that increasing the
number of backup suppliers can reduce resilience because
of the necessarily weaker relationships between individual
firms (Jain et al., 2016; Sheffi, 2005a). Working with mul-
tiple suppliers also increases what is known as horizontal
complexity, which increases the probability of disruption
(Bode & Wagner, 2015; Mizgier et al., 2015).

The second way to achieve resilience is through flexibil-
ity and a culture of coordination and collaboration (Sheffi,
2005b). This method is more effective, if only because it
reinforces competitiveness over a longer period of time by
deploying supply chain fundamentals. While the risk man-
agement literature may not definitively confirm the relative
importance of flexibility vs. redundancy for the pursuit of
resilience (Kamalahmadi & Parast, 2016), a large body of
empirical work concludes that investment in supply chain
risk management improves firm-level outcomes (Sheffi,
2005a, 2015). Firms that prepare for risks have strategies
that enable them to recover at a quicker pace than unpre-
pared competitors. Firms that invest in risk management
develop the agility, flexibility, and dynamic capabilities that
drive performance in multiple dimensions, be they opera-
tional, competitive, or financial. Firms that are more resilient
are also perceived as more reliable, hence more attractive
for collaborations, alliances, and talents (Buzzao & Rizzi,
2023). This literature stream does not suggest that resilience
is increased by foregoing efficiency. Rather, investment in
risk management programs prove to add value by mitigating
costs when risks actually materialize, and improving opera-
tions when nothing unusual occurs, i.e., when business pro-
ceeds as usual.

Finally, strategies of redundancy and flexibility can actu-
ally be combined. For example, Sodhi and Tang (2021a,
b) propose a three-tiered combination of inventory, backup
capacity, and standby capabilities, facilitated by an “indus-
try commons”, as a cost-effective way to prepare for resil-
ience in the future crises. Their work highlights that, when
it comes to extreme shocks, viable strategies do not strive
to correct operational strategies in all firms, but arise from
cooperative solutions and public—private partnerships.

We note a recent study which positions the effi-
ciency-resilience trade-off at the national, rather than the
firm level (Coveri & Zanfei, 2023). It argues that compara-
tive advantage and functional specialization create vulner-
ability. “Hyper-specialization” in supply chains heightens
interdependencies across countries. In response, as a way
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to absorb shocks, the authors propose the diversification of
economic activity within a single country. In the next sec-
tion, we investigate the supply chain myth associated with
this logic; one that assumes that international interdependen-
cies make supply chains less resilient.

Myth 3: foreign supply makes supply chains
less resilient

A recurrent argument in the resilience and deglobalization
narrative asserts that foreign supply creates dependence on
countries that are hostile and unreliable. The shocks which
affect these countries will be transmitted through supply
chains into the domestic economy. Moreover, foreign trade
partners might prioritize their own market when essential
goods or key inputs are unavailable. This became appar-
ent during the pandemic when certain countries imposed
export restrictions on face masks or ventilators, and hoarding
behavior ensued (Evenett, 2020). In the debates on geopoliti-
cal tensions and decoupling (Bown & Irwin, 2019; Felber-
mayr, Mahlkow, & Sandkamp, 2022), dependence on inter-
national suppliers also becomes a matter of national security,
especially when foreign partners are not ‘like-minded’ and
trade could be weaponized in a conflict (Farrell & Newman,
2019; Teece, 2022). These arguments are gaining traction,
feeding into policy actions that potentially turn deglobaliza-
tion into a self-fulfilling prophecy (Evenett, 2022).

The SCM literature acknowledges that participation in
global supply chains entails a number of risks specific to
international transactions. These risks include uncertainties
in logistics operations, longer lead times, concerns about the
dependability of suppliers and the rules of conducting busi-
ness abroad, policy risks, security risks, and exchange rates
risks (Cooke, 2002; Huchzermeier & Cohen, 1996; Kouv-
elis, 1999; Manuj & Mentzer, 2008; Miller, 1991). Some of
these risks will be more pronounced in the supply chains
located internationally within weaker institutions, with less
reliable infrastructure, and in the jurisdiction of illiberal gov-
ernments. It must be clear, however, that with the exception
of exchange rates, purely domestic supply chains are never
free of these operational risks.

The supply chain risk literature also explicitly states that
“spreading multiple suppliers in multiple countries would
enable a firm to manage operation risks such as normal
exchange rate fluctuations efficiently. In addition, having
multiple suppliers in multiple countries can make a sup-
ply chain more resilient during a major disruption” (Tang,
2006). Economic model simulations indicate that, in a world
of localized production, countries are less exposed to for-
eign shocks, but are also less able to cushion those shocks
through trade (Arriola et al., 2021). Relying on domestic
inputs does not make supply chains more resilient (Bonadio

et al., 2021). Empirical evidence confirms that, during the
COVID-19 pandemic, international supply chains sheltered
firms and countries from shortages, thereby contributing
to their resilience (Giglioli et al, 2021). Globally engaged
firms recovered faster, due to their higher capabilities and
their capacity to adjust (Constantinescu et al., 2022). On the
anniversary of the Russian invasion of Ukraine, the WTO
reported that international supply chains also offered flex-
ibility and adjustment channels to the shock, and that resil-
ience came from the ability to trade (Ossa, 2023).

By applying real options theory, the IB literature offers
a pragmatic conceptualization of risk in networks of inter-
national subsidiaries (Kogut & Kulatilaka, 1994). The real
options concept recognizes not only the potential downsides
of international production, but also its benefits. Production
sites in multiple countries enables the flexibility which is
prerequisite to resilience. During the pandemic, the advan-
tages of a portfolio of locations became apparent when some
companies were able to shift production across countries
affected by COVID-19 waves at different points in time
(Miroudot, 2020).

Another business fundamental asserts that firms select
the location for their activities according to the compara-
tive advantage of countries. The decision to select which
segments of the value chain to specialize in, by “trading
tasks” (Grossman & Rossi-Hansberg, 2008), is determined
by the competitive advantage of firms. It is this complex
interplay between comparative and competitive advantage
that defines the firm’s global strategy (Kogut, 1985a). The
fact that these decisions “are based upon considerable uncer-
tainty over future costs, market developments, and tech-
nologies” (Kogut, 1985b), is the point of departure for real
options theory. By this logic, uncertainty is not an essential
vulnerability, but an opportunity for global firms to benefit
from market arbitrage, shifting production, or exploiting
opportunities in local markets. This is in line with the SCM
research on the ‘power of resilience’: global firms with the
best risk management strategies benefit from crises and eco-
nomic shocks because, when everyone is affected, the most
resilient firms respond faster than the competition (Sheffi,
2015, 2020).

Today’s face-off between great powers, who do not share
the same political and economic convictions, has driven up
uncertainty in our world, and raised the level of risk that
businesses face. Petricevic and Teece (2019) and Teece
(2022) discuss the implications for firm strategies. Neverthe-
less, geopolitical reality does not invalidate the applicability
of real options, and the fact that firms must manage these
very risks with trade and economic interdependencies. It is
conceivable that, under pressure exerted by their govern-
ments, or through internal risk assessments, firms operat-
ing in strategic sectors will constrain activity in selected
countries. These reductions will, however, in turn, ramp up
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economic activities elsewhere, without necessarily severing
all links with countries classified as higher risk. The resil-
ience and deglobalization narrative assumes that the only
options available to decision-makers in strategic sectors is
reshoring, or relocation in ‘friendly countries’ as defined
by the political logic of economic blocs (Witt et al., 2023).

Decision-makers in firms may conclude that their best
choices are elsewhere. While the fine-tuned division of labor
in their supply chain creates interdependency, it is also a
source of economic strength that cannot be discarded lightly.
It remains to be seen whether the benefits of specialization
and comparative advantage can be viably substituted by the
expected gains from diversified activity within domestic
economies, as suggested by Coveri and Zanfei (2023). As
product design becomes infinitely more sophisticated than
Ricardo’s wine and cloth, economists can no longer assume
that all the necessary inputs to production can be manufac-
tured domestically. Not only the raw materials, but the skills
and know-how requisite for modern industrial production
are distributed unequally among countries. Global supply
chains have emerged in recent decades for a reason. They
have created international markets of specialized suppli-
ers who compete with operational excellence and product
innovation. Domestic supply chains eliminate these material
benefits by creating a single source at home, which may or
may not possess the capabilities to perform to benchmarks,
and have little incentive to improve.

How false premises negatively impact policy

The three myths we address are the building blocks of a
narrative which has far-reaching implications for policy-
making. The myths suggest that disruptions in supply during
recent crises were market failures which exposed a collec-
tive design error in global supply chains. The managerial
failures now require state intervention to correct. Reshoring,
near-shoring, and ‘friend-shoring’ are the preferred options
since trade dependencies create vulnerabilities. Because
firms have overstepped reasonable boundaries in their pur-
suit of efficiency, they should be compelled to revert to lower
levels of profit to support higher objectives like resilience,
or national security. The costs of the requisite restructuring
of supply chains are assumed to be acceptable. While it is
legitimate for policymakers to address resilience or national
security, we have examined the limited evidence for these
myths to arrive at different conclusions. In the rest of this
section, we consider each in sequence.

The first myth, that supply chains are “too lean”, suggests
that inadequate levels of inventories in firms are the main
vulnerability and require public action. Encouraging firms to
add redundancies and increase their level of stocks for ‘just
in case’ situations may look like a good idea. In practice, it
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can create waste and financial burden that will divert invest-
ment from other business priorities, including the develop-
ment of the very dynamic capabilities which improve resil-
ience. Waste cannot be ignored because of its destructive
ecological effects and the moral problem of destroying
stocks of essential goods when they expire. For example,
global wastage of COVID-19 vaccines could total 1.1 billion
doses (Airfinity, 2022), while developing countries never
gained access to these vaccines when they were needed, a
disparity estimated to have cost over 1 million lives (Led-
ford, 2022). Avoiding waste and efficiently managing stocks
is therefore as much of an imperative for governments as it
is for firms, requiring state-of-the-art supply chain manage-
ment, rather than rough-cut, ‘just-in-case’ methods.

Another proposal based on the first myth is for govern-
ments to organize stress tests for critical supply chains
(Ivanov & Dolgui, 2022; Simchi-Levi & Simchi-Levi, 2020).
There is some general merit in this idea, whose rhetorical
roots are traceable to the 2008 Financial Crisis and the
undercapitalization of banks. Risk management programs
in firms already test event scenarios and construct heat
maps to anticipate outcomes. These tests are common firm-
level practice to assess and improve the resilience of supply
chains. Government-backed stress tests could play a role in
fostering the kind of public—private co-operation necessary
for dealing with crises. However, it is not governments who
will be the most qualified to calculate the right target levels
of inventories. Only firms have the expertise, and it is hard
enough for their specialists to make the necessary judgments
and trade-offs. Moreover, today’s snapshot of inventories in
the supply chain are outdated tomorrow. Solving the optimal
configuration is an ongoing challenge in every network, and
should be delegated to the internal experts familiar with the
vicissitudes of each firm’s service—inventory pendulum.

Moreover, public focus on inventories is a concern if it is
the only tool used to achieve continuity of supply. As previ-
ously explained, inventories are the first layer in risk man-
agement strategies (Sodhi & Tang, 2021b), but on their own
can never address extraordinary demand spikes. Of higher
potential are those policy initiatives which look at ramping
up production, and repurposing existing capacity in case of a
crisis, together with advance and contingency planning. The
EU Single Market Emergency Instrument (SMEI), which is
currently under discussion, includes an ‘emergency mode’ in
which the European Commission could facilitate the expan-
sion and repurposing of production lines for essential goods.
A policy agenda like this requires looking beyond static lev-
els of inventories.

The second myth implies that when market forces prior-
itize efficiency and cost reduction, the investment by firms
in resilience may be sub-optimal. As explained by Grossman
et al. (2021), this is when private incentives for resilience
fall short of the social benefits that governments need to
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become involved and to design policies that can incentivize
firms to invest in resilience.

Following COVID-19, several countries, such as Canada
or the United States, started to create supply chain task
forces to identify vulnerabilities. Australia created an Office
of Supply Chain Resilience, while the European Union
published a report analyzing the EU’s strategic dependen-
cies (European Commission, 2021). While there is nothing
wrong with governments analyzing supply chain vulnerabili-
ties, it becomes a concern if they assume that these vulnera-
bilities were caused by an excessive pursuit of efficiency and
cost-cutting and that a government-led re-direction of invest-
ment would be the best solution to improve resilience, even
if this means driving up operating costs. Such policy action
usually takes the form of subsidies or tax breaks (Gross-
man et al., 2021). For example, Japan introduced in 2020 a
Program for Promoting Investment in Japan to Strengthen
Supply Chains, with subsidies aimed at reshoring. In the
United States, the CHIPS and Science Act of 2022 included
subsidies for creating chip manufacturing capacity on US
soil, and for strengthening resilience in supply chains with
specific foreign partners (Luo & Van Assche, 2023). These
measures may be motivated by a policy agenda that privi-
leges national security and reduced international depend-
ence over the realized benefits of trade. However, the more
emphasis placed by policy on a perceived trade-off between
efficiency and resilience (or security), the easier it will be
for government policy to compromise the efficient organi-
zation of supply chains, and encourage the dismantling of
functional GVCs.

Finally, the third myth may encourage reshoring policies
in which higher resilience is expected by replacing foreign
sourcing with domestic options. In addition to the general
issue of policy instruments which incentivize firms to rede-
sign their production systems, practice shows that reshor-
ing has been effectively limited to a single segment of the
supply chain. Because the reproduction of all its stages in
a single location is unrealistic, it is usually only the factory
which moves (closer to) home (Choudhary et al., 2022).
Many of the other production stages, which depend on
natural resources, skills, and know-how, cannot easily be
moved across borders. A survey of reshoring manufacturing
in Germany cautioned that, since suppliers would need to
be moved, or developed from scratch, they present a non-
trivial obstacle to regionalization (Hoberg et al., 2021). This
demonstrates that reshoring does not automatically dimin-
ish the risks associated with foreign supply, only shifts
them to other parts of the supply chain, while concentrating
supply in the domestic economy, and giving rise to a new
vulnerability.

Policy based on the false premises reviewed here will
be more than ineffective. They will limit the rational
options available to firms attempting to develop the agility,

flexibility, cooperative culture, and the other dynamic capa-
bilities that are the prerequisite to resilience. The narrative
of supply chain failure and decoupling discounts the produc-
tive forces which made global trade an engine of economic
growth, while withholding comment on the expected cost
of dismantling GVCs, or exactly how the linkages at local,
regional, and global levels should be set in the future (Even-
ett, 2022). It will threaten the gains from trade and speciali-
zation that have raised income and living standards around
the world, while making nations and firms more vulnerable
to shocks.

Conclusion

Based on a review of empirical data and research, this
paper finds little evidence of market or managerial failure
that would have exacerbated supply chain disruptions dur-
ing recent crises. Most of the turmoil in supply chains was
caused by the extraordinary shocks on demand and supply.
These disruptions could not have been fully mitigated by
backup suppliers, stockpiles, or more localized production.
Ongoing geopolitical tensions, together with calls for a
‘decoupling’ from international markets, in fact represent
new sources of risk for global operations. There is little rea-
son to believe that these risks will be better addressed by
policies that reduce real options for supply, or which shift
factory allocation closer to “home”. Results-oriented policy
must remain wary of interventions that distort markets, and
compromise firm-level productivity. These should defer to
more resource-optimizing proposals, in which public—pri-
vate partnerships set up an “industry commons” (Sodhi &
Tang, 2021a, b). This commons would maintain a portfolio
of capabilities which ensures emergency preparedness, for
example at a national level.

A key insight from the system dynamics literature (For-
rester, 1958) recognized that cause and effect are not always
directly linked in complex industrial networks. These sys-
tems are subject to the delays and distortions caused by
breakdowns in feedback loops and material flows between
decision-making nodes (which are firms). Adding supply at
one central point in the supply chain does not necessarily
increase supply where and when it is most needed. Because
of their non-intuitive behavior, global supply chains must
resort to collaboration, coordination, and ongoing re-assess-
ment if they are to build resilience. Policymakers need to
understand that this cannot be achieved through centralized
or unilateral decisions. Firms and governments will also
have to develop collaborative strategies which leverage the
strength of international networks, and deploy appropri-
ate tools to build resilience to shocks or assure supply. The
success of these strategies will depend on shrewd applica-
tions of lean management, economic efficiency, and trade,
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hence our concern about a discourse which discredits these
enablers. As nations confront rising geopolitical tensions,
uncertainty, and climate change, this is not the time to render
functioning supply chains more fragile.

Our analysis has implications for the IB research, which
traditionally informs policymakers. The extant IB literature
conceptualizes the Global Factory as the interplay between
MNE:s, their suppliers, and regulatory stakeholders. This
model may apply to a vertically integrated firm, but as
Graves (2021) observed, it is necessary to model the decen-
tralization of decision-making, and the consequent distribu-
tion of information across multiple stakeholders. A new con-
ceptualization of the Global Factory as a network, without
a central point of control, would raise interesting research
questions. For example, how do material and information
flows between interlinked firms in the network contribute to
the performance of those nodes and stakeholders. The point
of central control, which is currently assumed to be wielded
by a MNE, should be re-conceptualized to reflect the mutual
dependence of buyers and suppliers, or the fact that even the
lead firm is usually a supplier to other MNE:s.

Second, an expanded research focus could also modify
the persistent notion that all value chains are designed to
globally arbiter wages or cut costs. This could reveal oppor-
tunities to explore the wider set of factors that drive sup-
ply chain performance, and the way competitive advantage
shapes the organization of value chains. For example, inno-
vation and intangible assets are known to be important driv-
ers (Jaax & Miroudot, 2021), but are not frequent subjects
of the debate on reshoring or “shortening” value chains.
The division of labor between specialists is the other major
driver, as most manufacturers in high-cost countries will
confirm (Thakur-Weigold, 2021). IB research could make a
positive contribution to guiding government to manage the
trade-offs of specialization and trade.

The recent stockouts and disruptions in international
supply chains have been intuitively attributed to a lack of
resilience within a fragile global economy. These impres-
sions have given credit to a broader narrative which simul-
taneously predicts, and wishes for, the dismantling of global
supply chains for the greater good. Understanding the false
premises of this current debate is the first step towards more
productive mental models. Research shows that alternate
solutions are both possible, and necessary, to support evi-
dence-based policy for sustainable economic growth.
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