Interstate competition in public supply chains worsens COVID-19 health crisis  

 

The shortage of respirators, masks and other tests has created a new state of competition between states and even within states between public buyers, such as municipalities or hospitals. No more question of transparent tenders, the deadlines are too slow, the procedures too rigid. All over the planet, the time is for direct negotiation, over-the-counter markets, useful instruments in health emergencies but which are often accompanied by a predictable procession of favoritism, embezzlement, and overcharging, bearers of future litigation. This observation was made during an online conference " Public Contracts and the COVID-19 Coronavirus "  which brought together public procurement specialists from several countries on March 23, under the leadership of Professors Ch. Yukins (George Washington University) and G. Racca ( University of Turin). The participants described a real race for batches of hospital and sanitary materials, in particular through online auction sites on which the central purchasing offices but also the large public buyers are positioned, ready to jump on the offers posted by businesses. The logic of public purchasing is reversed: the sellers find themselves in a dominant position to fix prices and the buyers compete with each other. Prices are soaring, purchases must be approved very quickly, ignoring traditional administrative approval mechanisms. A large purchase was thus missed by a large city in California because the purchasing manager had taken more than an hour to issue his authorization. Financial advances are systematically required by suppliers even in countries which do not in practice do so. Public orders launched several weeks ago, when the health crisis was looming, are no longer honored, the sellers finding new buyers ready to pay a much higher price.  

In normal times, the question which agitates specialists in international public procurement concerns the access of foreign companies to national public markets. Now, the problem is reversed: will national public buyers manage to obtain supplies from other countries when their domestic production is insufficient or even non-existent? This state of overheating of demand, national or international, is aggravated by the multiplication of intermediaries who speculate on the shortage. Unscrupulous middlemen rushing to China, where factories are starting up again, to grab stocks in order to resell them at considerably higher prices, without even checking whether the batches produced at the height of the health crisis meet the standards of purchasing countries: we saw useless Chinese respirators, for lack of suitable electrical outlets in Europe. Obviously, cooperation and collusion between these intermediaries or between suppliers reinforce the impression of a deleterious climate and awaken the French memories of the monopolists.   

These ruptures or rather these diversions of supply are amplified by the policies of certain states which openly embark on the capture of the coveted products. The revelation of the American attempt to repurchase with exclusive rights a patent from a German laboratory or the “confiscation,” at the Prague airport, of Chinese masks destined for Italy, constitute illustrations of these national downturns. The same applies to access to the components necessary for the manufacture of finished products: French factories ready to produce tests and await the delivery of components already reserved elsewhere . . . .   

The damage caused by these behaviors in the supply chains of essential sanitary materials is being felt: endangered healthcare workers in the front line in the face of contagion, popular exasperation in the face of slow deliveries, disarray in poor countries which are de facto excluded from these crucial supplies, flight ahead of budget deficits, strengthening of corruption and organized crime -- the list is long and certainly incomplete as visibility is reduced. When the crisis is over, the time will come for criticism and questions. 

Now, the response to these dysfunctions in supply chains must mobilize specialists in competition, international trade, and public procurement in the field of public health. Admittedly, digital tools are an opportunity because they increase transparency, by allowing publicity of operations, by facilitating online transactions, by monitoring the logistics of deliveries, but still they must be used in a relevant way, after informed debates by political decision-makers. Is it possible and desirable to envisage the rapid establishment of a global regulation of essential health supplies through the WHO, via quotas for example, when the main world players are wary of it ? Can we at least find a European coordination solution? What roles for multilateral banks in supporting deliveries from the poorest states?  Should we ban exports of products considered essential (54 countries including France have already so decided) at the risk of reinforcing the global shortage? What place for labels and certifications? How to reintroduce transparency in a market that has become opaque ? All of these questions and many more must be considered, and disruptions in the supply of drugs, if effective treatments are ultimately discovered, should not add to this bleak picture.      
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