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Summary 

Global production networks (GPNs) or global value chains (GVCs) have changed international trade patterns. Contributing factors were new technologies, low transportation and communication costs, services liberalization, more open markets and new business strategies. 

Conventional merchandise trade statistics do not describe the current reality of trade accurately. It is more informative to measure trade flows in terms of the value added accruing during the production of a product according to the industrial sectors of the countries in which it was produced. However, GVCs do not only impact on trade but also on related topics such as investment and employment and their respective regulatory frameworks.  

The purpose of this session, organized as part of the “Made in the World Initiative” (MIWI) as promoted by the WTO, was to present and analyse implications and consequences of GVCs on development and trade policy at national, regional and multilateral level. 
1. Presentation by panellists 

Mr Milberg opened the session by pointing out that more than 50 per cent of trade takes place within GVCs, which has enormous implications for development. 

(a)
Mr Lucian Cernat, Chief Economist/Head of Unit, DG Trade, European Commission.

Mr Cernat highlighted that the "‘Made in the World Initiative’ must be an idea from a beautiful mind". It is, however, important to translate this awareness into concrete policy, and this requires a global database on trade in value added for bridging the gap between numbers and policies. He noted that in order to reconcile trade, jobs and value chains, related policies need to be coherent.

Mr Cernat emphasized that Europe has remained a very strong player in the global market. Nevertheless, it faces important challenges. Trade and investment policies have to be in tune with the ability to create jobs and boost economic growth, which are the main concerns of the European citizens. 

GVCs are often fairly short. Based on preliminary findings, Mr Cernat pointed out that, on average, 87 per cent of the EU's exports measured in value added terms are absorbed by the first trading partner. Around 11 per cent are re-exported to a third country; a small proportion of these exports in value added are "re-imported" back to the EU. Trade balances in value added terms paint different outcomes for most bilateral EU relations. 
In conclusion, Mr Cernat highlighted that GVCs show that rules of origin may not be adequate in today's trade environment and that they impact on a number of aspects such as bilateral trade balances or exchange rate policy. He emphasized the need for a policy-related discussion in WTO.
(b)
Mr Henrik Isakson, Senior Advisor, National Board of Trade, Sweden
Mr Isakson presented a study on products that are "Made in Sweden". He stressed that only two-thirds of a product that is marked as ”Made in Sweden” has really been made entirely in Sweden. Despite this, exports have become more profitable because of Swedish firms taking advantage of the international division of labour in tasks. He also noted the relevance of services in Sweden's exports. 
Mr Isakson highlighted that tariffs on Swedish imports are not only affecting finished goods but that in fact 50 per cent of all tariffs on Swedish imports are imposed on input, or intermediate, goods. Thus, trade protection ultimately hurts Swedish businesses. 

According to Mr Isakson, any "Made in" label is very misleading. It is therefore important to better inform media, politicians, general public and business communities on trade in value added which would result in less support for protectionism. He suggested a review of trade policies at the EU level, for example, focusing on import promotion instead of export promotion, elimination of tariffs for important inputs, and more liberal rules of origin. Another important result of trade in value added is "servicification”: trade in services is gaining an importance which should be taken into account in negotiations.

(c)
H.E. Ms Anabel González, Minister of Foreign Trade, Costa Rica
Ms González talked about GVCs in the context of Costa Rica. Latin America has a marginal presence in this development, and some Central American countries do participate in low-value GVCs, but very few countries in the region participate in GVCs with high technological content. However, Costa Rica is one of them thanks to its strategic vision, business environment, solid export platform, educated workforce and privileged geographical location close to the US market. She pointed out that the next step is to diversify, strengthen and upgrade GVCs in order to take advantage of key opportunities, such as increasing the link between Asia and Latin America, and expanding GVCs to other areas of manufacturing and to services offshoring. However, in the absence of regional production systems, it is difficult for Costa Rica to participate in GVCs or to re-orient production to emerging markets while ensuring trade growth with the United States. These challenges are being addressed as part of the national agenda for trade liberalization.

Ms González concluded by saying that trade policy has an important role in enhancing Costa Rica's participation in GVCs. Relevant areas to bear in mind in GVCs are trade liberalization, trade facilitation and the protection of intellectual property rights. Ms González stressed that GVCs are an important instrument for fostering developing countries’ participation in world trade. Countries may build capacities to involve themselves in GVCs and trade policy and WTO rules must facilitate this participation.

(d)
Mr Hubert Escaith, Chief Statistician, Economic Research and Statistics Division, WTO
Mr Escaith summarized the facts and implications for trade policy in a "Made in the World" context. He highlighted that, when trade is measured in value added, bilateral trade imbalances are usually reduced, while the global trade balance of an economy is not. The WTO is working closely with other organizations such as OECD and EU in improving the statistical information available. 

 He emphasized the importance of services such as logistics or the private-public partnership for improving the GVC infrastructure, facilitate trade and boost export competitiveness in developing countries. For industrialized countries, measuring trade in value added reveals the crucial role of services embedded in exported industrial goods. 

Based on the World Trade Report 2011, Mr Hubert Escaith stressed that one of the main motivations for countries to get into preferential trade agreements (bilateral or regional) is often more about harmonizing national regulations in order to promote investment and global production chains than lowering tariffs. He highlighted that production and employment depends not only on the country's respective policies but also on developments in the rest of the world. It has become counter-productive to think that a single country can get out of any macroeconomic problems on its own. Therefore, to deal with macroeconomic imbalances in an interdependent world, it is necessary to have global policies and promote global solutions. 
2. Questions and comments by the audience

A participant from Mexico commented that Mexico has bilateral agreements with Guatemala, Honduras, El Salvador and Costa Rica, and asked whether harmonized rules of origin would help the region and in particular Costa Rica, and whether the label "Made in Mesoamerica" should exist in the future. In response, Ms González took the floor to say that one of the problems with the development of GVCs in Latin America is the lack of an integrated regional production system as it exists in South-East Asia. Efforts being made by the Central American countries and Mexico to ensure convergence of these agreements to create an enlarged economic space. A scheme like this could contribute to developing a higher level of integration among countries and provide the foundations for developing a regional framework that facilitates the participation of countries in GVC. 

A question was asked concerning the difference between intra- and inter-industry trade, export processing zones and the new concept called "Made in the World", specifically, what is new and what the key items and fundamentals are, as, for the questioner, the most fascinating part of “Made in the World” is who organizes this kind of world production. The questioner recommended that the WTO have another round on the subject next year and invite business people. Mr Escaith answered that in fact "Made in the World” is not a new concept but international fragmentation of production has intensified in the last years and has become a prominent feature of international trade. It is now very important for policy makers and politicians to fully take GVCs into consideration. The OECD, World Bank and WTO, as well as other national or regional initiatives such as IDE-JETRO, US ITC and WIOD projects, have joined forces to explore methodologies to measure trade in value added and to analyse the impact of GVCs on trade policy and the trade and employment link. Mr Escaith also spoke about export processing zones (EPZ). Although there are risks from a multilateral perspective – for example, hidden subsides to export-oriented firms – in developing countries, EPZs often are the only way for governments to enter the level-playing field. 

A participant from the agriculture food council asked how GVCs correspond to the existing regime of the EU with its legislation of rules of origin and labelling. In replying, Mr Cernat invited those involved in very specific policy areas to look at the bigger picture. Reliable indicators on trade in value added are needed and would provide a good basis for future policy initiatives. He concluded by mentioning that the EU is on the right track, but still needs to remain engaged to reach the level where policy decisions can be taken based on new statistics. He said “It is probably time to change the traditional trade policy”. 

A participant from the Asian Development Bank was interested in the practical use of measuring trade in value added. He commented that while it is a good idea it seems to be more difficult in terms of collecting data than the traditional method. Mr Escaith confirmed that this was the case. However, the international statistical community has been working on this issue. Projects focus on developing world input output databases (WIOD) as sponsored by the EU, or on harmonizing input-output tables within OECD's data stock. The OECD and WTO are working on identifying the best practices for the methodology to estimate trade in value added. Another avenue followed by official statistics is to link business statistics to trade statistics by merging trade and business registers. This allows tracery of the imports of inputs, the process of production, and whether products are domestically absorbed or exported. By linking this information with the ownership structure and the number of employees, income and the effects of employment can be analysed.

3. Conclusion 

The panel showed the complexity of trade in value added in the context of trade statistics and trade policy. Trade policy requires solid indicators and the statistical community is working on improving this situation. The quality of imports, competitiveness of suppliers, services, and governance through appropriate policies all impact on GVCs and export competitiveness. For example, having more and better imports can boost the value added of exports, but a protectionist policy can hurt own exports. 

GVCs can be an effective tool for boosting trade, growth and jobs, in particular for small economies in developing countries. However, this success depends on having the right mix of policies (investment, trade, infrastructure, etc.). Costa Rica is a good example of this. Key factors that require consideration for effective GVCs are rules of origin, import tariffs, import/export promotion and trade liberalization. It is also important to look at preferential trade agreements as an effective way of harmonizing regulations in order to provide higher integration to facilitate the countries' participation in GVCs.

Finally, in an interdependent world, only global solutions are effective. Governments, policy makers, academic and business sectors need to work together to develop the most appropriate global solutions.
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