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Abstract
This session was on the basis of two practical business cases and examined the spread between global business reality and multilateral rule-making. There has been a growing gap between companies who operate increasingly integrated global supply chains and trade negotiators who have yet to catch up with the globalized market they have helped to create. This gap was highlighted by a publication of AmCham EU and a study by the Kommerskollegium, both presented at the WTO Public Forum. This was then illustrated by business cases from Ericsson and Caterpillar, and supported by data from the OECD.
1. Presentations by the panellists
(a) Ms Eva Sjögren, Director, Department for Trade and Policy Developments, Kommerskollegium
Ms Sjögren presented the report “Business Reality and Trade Policy: Closing the Gap”. In the report, the Kommerskollegium looks at global value chains (GVCs) as trade networks of intermediates. The scale and complexity of GVCs is not new to firms and constitutes a paradigm shift in the world economy. The rise of intermediary trade implies that the cost of trade barriers has grown, undermining the case for protectionism and non-discriminatory regulation. This development has, however, not triggered an obvious change of trade policy, leading to a growing gap between trade policy and business reality. This needs to be addressed, noted Ms Sjögren. It is time for policy-makers and negotiators to find new ways to negotiate global rules that better reflect the reality of how companies organize their business. Recommendations for a trade policy that is in line with how global business operates are:

· invest in infrastructure and information and communications technology (ICT)
· reduce barriers for intermediary goods
· adopt more international standards
Ms Sjögren discussed a phenomenon that called “servicification”, whereby the distinction between services and goods has become ever more blurred. Manufacturing firms have always used and produced services, but the quantity and their importance appears to have grown due to significant changes in both production and consumption in the world. Manufacturing companies need more services for their production, but they are also becoming an increasingly large part of their business operations. Manufacturers not only buy and produce mores services than before, but they also sell and export more services as an integrated part of their product. Ms Sjögren illustrated this by listing the services used by a Swedish multinational, Sandvik tools, to ensure an effective supply chain and delivery of their goods.

There is a growing gap between the trade policy and this business reality. Policy-makers and politicians should take this new economic paradigm into account. Ms Sjögren stressed that was important that this message also came from industry. 
(b) Ms Sharon Leclercq-Spooner, Chair, Trade and External Affairs Committee, AmCham EU

Ms Leclercq-Spooner called for a new approach to enabling global trade and investment in an interdependent world. The nationality of a product, company or service is very hard to define. This complicates governments negotiating and representing national interests on issues in a market place which is completely global, where people, goods and capital are all moving around. In its publication, AmCham EU examines this interdependent world and whether some new approaches are needed to enable global trade and investment. 

Ms Leclercq-Spooner thought it clear that the shared goal of business and governments was economic growth, and that their economies and interests were interdependent. Business needs an open market place with agreed rules enabling fair competition, and governments need business to trade and invest and so create wealth and jobs. We all need user‐friendly regulatory frameworks that facilitate responsible trade, investment and entrepreneurship and better labour and environmental standards worldwide.

She spoke of AmCham EU as a very firm supporter of the multilateral rule system. In a very rapidly changing economy, AmCham EU believes that the wealth generation and job creation by business should be underpinned by a strong WTO. However, she asked whether traditional approaches to trade negotiations could deliver in today’s interdependent world. She found it quite worrying when trade negotiators talked about “concessions”, while they were actually talking about opening markets that would bring benefits to their country.

Is a “single undertaking” on the scale of the DDA feasible, she asked. Linkages may aim to ease political decisions on market opening, but how can an unmanageable complexity and gridlock be avoided? Regulations should be designed for the purpose they are to serve. She also thought that domestic political altitudes needed to catch up with the reality and benefits of global interdependence and encourage governments to:

· move away from adversarial national negotiating approaches

· adopt collaborative approaches

· find approaches and formulas that work through sectorals, bilaterals, plurilaterals and regional agreements and scale up to multilateral level

· support internationally agreed principles and standards

· deliver multilateral results more quickly and frequently, for example issue specific agreements such as on trade facilitation.

(c) Mr Ulf Pehrsson, Vice-Chair, ICC Commission on Trade and Investment Policy; Vice President, Sales and Marketing, Government and Industry Relations, Ericsson
Mr Pehrsson made a case for enabling the networked society, and illustrated the point made by the Kommerskollegium: Ericsson may be the largest supplier of mobile equipment infrastructure in the world, but more than half of their staff works in services. “Servicification” is definitely a fact in the ICT industry. 

The networked society brings benefits, he explained. If you connect 10 per cent of a country’s population to broadband, it has a sustainable impact on the growth potential of that economy of more than one per cent of the gross domestic product (GDP). In addition, 1,000 extra people connected to broadband in a country, lead to a net creation of 80 jobs.

He believed that there should be zero duties on ICT products. Customs duties and taxes only slow down the uptake of technology, and as a consequence, slow down the enabling effects of ICT products for society. 

Because the ICT industry is such a globalized industry, free trade agreements (FTAs) are not the preferred option. Mr Pehrsson listed the following factors:
· a lack of recognition of global supply chains in FTAs

· an absence of rules of origin harmonization in FTAs

· trade diversion will result from competing FTA activities on different time tables

· the cost of analysing content (to meet rules of origin requirements) exceeds the benefit of preferential treatment.

Mr Pehrsson concluded that the Information Technology Agreement (ITA) is a sectoral agreement in the WTO that was initiated by the ICT industry. The ITA is a success story that could be an example for agreements for other industries. He stressed that this was a stand-alone agreement and not part of a negotiation round or a broader agreement. An ITA Expansion negotiation with the ambition to broaden the product and membership scope was initiated in May 2012, once again as a stand-alone effort. 
(d) Mr Dick Snodgress, Commercial Manager, Remanufacturing and Components Division, Caterpillar

Mr Snodgress provided the audience with a clear example of how trade negotiators could close the gap with global business. Caterpillar is the leading manufacturer of construction and mining equipment, diesel and natural gas engines, industrial gas turbines and diesel-electric locomotives. The company is also a leading services provider. The remanufacturing business of Caterpillar is the process of returning an end-of-life, broken or blemished product to “same-as-new” condition in a manufacturing environment. Caterpillar also provides remanufacturing services for third parties. Mr Snodgress stressed that remanufactured products are brought back to original condition and have “same-as-new” quality and reliability. 

He explained that remanufactured goods were not used goods but were covered by the same warranty as equivalent new parts. Remanufacturing is an exchange business. Caterpillar is not leaving these used components in various markets around the world as scrap or as landfill. Instead, they are brought back as raw material for the remanufacturing process. It is the highest level of recycling you can do, he assured. All existing laws for new parts apply to remanufactured parts.

The trade concern for the remanufacturing business model is that there is no multilateral common reference for remanufactured parts. Too many states still impose tariff and non-tariff barriers on remanufactured goods:

· classified as “used” goods
· import prohibited
· core export prohibited
· heavy bureaucratic processes.
Caterpillar would like a common multilateral reference definition for remanufacturing goods and the removal of non-tariff barriers (NTBs) on remanufactured goods. In his opinion, remanufactured goods should be treated the same as new goods and subject to the same international rules. This could be best achieved in the WTO. Remanufactured goods should be recognized as environmentally friendly.
(e) Dr Sébastien Miroudot, Senior Trade Policy Analyst, Trade and Agriculture Directorate, OECD
Dr Miroudot and his colleagues at the OECD are developing new data and indicators, in cooperation with the WTO and others, which would make policy-makers aware of and understand the interdependency of trade policies. The data tries to decompose the export of a good in GVCs to identify precisely where value was added in this supply chain. Next to trade value added, the OECD is also looking at the length (i.e. the number of production stages) of the value chain as an indicator of interdependence. The longer the value chain, the greater the systemic risk of disruption of the value chain. Based on these indicators, a country can also know its position along the value chain. All this will influence the incidence of trade costs and the impact of protectionist measures. 

In order to be competitive in GVCs, import matters for a national economy (contrary to old export-based views). Protectionism is much more costly because a good is imported and exported cumulative trade costs along the value chain arise. The impact of protectionist measures depends on the participation and position of countries in the value chain. There is a magnification effect along the value chain: upstream suppliers are more impacted than downstream producers.

Dr Miroudot described that another effect of the GVC was the specialization of countries, which would rather take place in terms of production stages, activities or tasks rather than in terms of industries.

The implications of the GVC for trade negotiators are:

· dealing with trade, services, investment and competition – “deep integration” agreements covering all dimensions of market access, including “private” barriers

· involving the private sector in trade negotiations – from “commitments” to actual policies facilitating business

· neutrality vis-à-vis sourcing strategies of firms and forms of market access – outsourcing versus vertical integration, and modes of supply

· a new case for multilateralism – international production networks versus the spaghetti bowl of regional trade agreements

· towards a more granular approach – heterogeneity of GVCs, and more targeted approaches for policies to have an impact on firms.
2. Conclusions

The analysis and data by Dr Miroudot showed clearly the complexity and interdependency of global business as explained by Ms Sjögren and Ms Leclercq-Spooner. Ericsson highlighted how an alternative approach to have stand-alone agreement has been a success for the global development of the ICT industry. Caterpillar made a clear case for how simple policy measures could give a boost to successful and sustainable business model. Both the Kommerskollegium and AmCham EU are dedicated to supporting free trade and multilateralism when identifying possible measures that could close the gap between this interdependent business reality and trade negotiations. They urged the trade negotiation community to rethink how this gap can be bridged in cooperation with business.
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