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Aim of webinar for ‘frontier & laggard firms’
• Posing a series of questions of the likely impact of COVID-19 on the 

distribution of productivity across firms (in the UK)
• Clearly, forecasting what is likely to happen in the next 2 years and 

beyond is difficult at the best of times 
• as Stanford economist Ezra Solomon is quoted as saying: “The only function 

of economic forecasting is to make astrology look respectable” 

• So begin with quick overview of what we know about (what drives) 
the economic processes being considered 
• then sets out some questions about the possible consequences of the 

pandemic 
• Your views/feedback on the likely answers is what I am looking for!



Background
• Low aggregate TFP can be because: 

i. frontier firms are not amongst the global leaders in their industry; 
ii. there is a lack of diffusion of technology from (national) ‘best-

practice’ frontier to non-frontier firms; and 
iii. there is insufficient reallocation of resources from less to more 

efficient firms through ‘churn’ 
• opening of more efficient/closure of less efficient firms 
and through the reallocation of existing market shares from low to 
higher productivity firms 
• together ‘churn’ and external reallocation are commonly referred to as 

‘creative destruction’



UK has world-leading frontier firms and a 
long(er)-tail of non-frontier firms

• UK has world-leading frontier companies part of global value chains
• Has long tail of lower productivity firms

• a lack of diffusion of ‘best-practice’ technology from the frontier (whether global 
or national) to non-frontier firms 



Global value supply chains (GVC) and frontier firms
• GVCs dominate world trade and are at fore-front of introducing new technology

• forward- and backward linked trade in goods and services 
• but also intra- and inter-firm transfers of information, knowledge and technology 
• Supply-side ‘shocks’ to GVCs, such as via the COVID-19 pandemic, will therefore have significant 

impacts on the volume of world trade in both tangible goods and intangibles. 

• Also, firms engaged in GVCs have higher productivity 
• the rise over the last 30 years or so of frontier firms (and foreign direct investment), dependent 

on their GVCs, has resulted in higher TFP
• In part because they ‘match’ with the right suppliers and seek complementarity in the 

production process 
• i.e., domestic intermediate goods and services are not close substitutes for those imported 

• such networks/GVCs significantly enhance productivity when shocks are positive, but equally 
lead to faster and more intense transmission into lower productivity when shocks are negative 



COVID-19 impact on GVCs (frontier firms)
• Will further deglobalisation (and associated potential reshoring) affect the 

innovativeness and overall efficiency of frontier firms? Through:
• a longer-term trend to restricting world trade and the movement of people, 
• (government) encouragement for such companies to reshore activities (to make supply-

chains shorter, and nearer to customers) 
• will this lower TFP (growth and levels), since input costs will rise and firms will also 

need to meet the (new) sunk costs of ‘domesticating’ supply chains
• Countering this, is that improvements in digital technologies, robotics and 

automation may increase the resilience of supply-chains and lower barriers to 
reshoring
• But these new technologies are potentially disruptive, especially when associated with 

robotics and automation; and 
• the evidence on the substitutability between automation and offshoring is not 

straightforward



Laggard firms and diffusion of best-practice technology
• For diffusion to work means firms able to internalize external knowledge to be 

able to assimilate better technologies, including management practices and 
better digital platforms
• i.e., firms need sufficient ‘absorptive capacity’

• What will be the implications of: 
• curtailed investment spending (at least 26% lower in 2020?) in tacit knowledge and 

intangible assets 
• (smaller) firms being relatively more constrained by cash flow problems 

• in part because of lockdowns
• in part because of higher debt needing to be financed as firms have availed themselves of 

government loan schemes



Creative destruction (CD) and COVID-19
• CD plays a particularly important role during and after recessions: a ‘cleansing 

effect’ to clear the market of inefficient production units
• This cleansing effect is generally the most important source of labour productivity growth 

• Trade liberalization encourages successful innovations and therefore leads to 
more CD, as it reallocates resources to R&D and higher quality exporters
• Will barriers to trade (deglobalisation/reshoring) reduce CD and thus 

productivity?
• Implications of the current subsidy response of governments to the pandemic 

• such subsidies likely to reduce net new firm entry in the longer run, and/or lower ‘within 
firm’ productivity improvements? 

• a reduction in the market’s ability to reallocate resources towards those firms with higher 
productivity, that will rebuild the longer-run growth of the economy?



Summary
• Will further deglobalisation (and associated potential reshoring) affect the 

innovativeness and overall efficiency of frontier firms AND/OR
• improvements in digital technologies, robotics and automation may increase 

the resilience of supply-chains and lower barriers to reshoring
• How important for diffusion is: 

• curtailed investment spending in tacit knowledge and intangible assets 
• (smaller) firms being relatively more constrained by cash flow problems 

• Will barriers to trade (deglobalisation/reshoring) reduce CD and thus 
productivity?
• Will current/future subsidy response of governments to the pandemic 

• a reduction in the market’s ability to reallocate resources towards those firms with higher 
productivity, that will rebuild the longer-run growth of the economy?


