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New Structure of World Trade

The new structure of World Trade :

Moving toward more trade in
intermediates than final products
Comparative advantage determined by
“tasks” rather than by final products

Services allow for this production
fragmentation to take place

Services play a key role in comparative

advantage and explaining trade patterns
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Commercial Services are Fastest Growing Component of
World Trade and underpin Production Fragmentation &
Intermediate Trade

Trends In world trade In merchandise and commercial services, 1995-2000 (Index, 1995=100)

Other Commercial
Services (i.e.
business support
services) are the
fastest growing
component of world
trade — much faster
- than Goods

Sources: UN Comtrade Database and
1 e | u ] WTO estimates
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Services’ share in World Exports is higher than
understood on a value-added basis - 45%
WTO-OECD Value-Added Database Structure of World Exports (2008)

Structure of world exports in gross Structure of world exports in value
terms, 2008 added terms, 2008

Is 12%

_18%

45%\’

_85%

W Primary products @ Manufacturing  m Services W Primary products  @Manufacturing B Services

Value Added Terms = Services embodied in the

trade of primary and manufactured products




Drivers of Global Value Chains

The reduction of
transportation costs,

IT and telecommunications

improvements,

Technological innovation, Many of these
Human capital availability, factors have
Competitive labor costs, .
Proximity to supply sources to do with

or to final markets because SERVICES

short lead times or
customization required by
costumers

© -0 icTsD

Domestic value-added content has fallen as
production continues to fragment on a global basis

1995 Major trade flows were between the EU(27), North

America and Japan.

Trade showed a high domestic content in
exports, over 90% for North America and Japan,
and over 85% for China.

A much higher degree of fragmentation in world

2005 production, with significant flows between China and

all other major regions, and the emergence of a
production hub in Asia.

The domestic value-added content of Chinese
exports has fallen to around 70% (so 30% is
constituted by imported components / services)

Production and Trade patterns have
followed FDI flows to create supply chains
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Services weight in Trade (in gross and value GVCs make
added terms) and Inward FDI Stock (2010) extensive use

of services
. SERVICES >
Playing a key role
in GVCs, which is

shown when
measuring trade in
value-added terms

Manufacturing

26% Services account
by far for the
primary sector IR "% o majority of
Gross exports Val.neadclad Inward FDI |nveStment FDI
in trade stock Stock

Source: UNCTAD-Eora GVC Database, UNCTAD FDI Database.
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Figure 1: Exports (of domestic value-added and gross) between major regions, 1995

» Domestic value sdded shares 30% o more
Domes tic value sdded shares between 80-20%
Source: www.oecd.org/trade/valueadded M) Domestic value sdded shares 80% o less
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Figure2: Exports (of domestic value-added and gross) between major regions, 2005

‘ Domestic value added shares 90% o more

Comes tic value added shares between £0-90%

Source: www.oecd.org/trade/valueadded
M) Domestic value sdded shares 30% o less
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Taking part in Supply Chains is not just
for developed economies

Evolution of the developing economy share in
Global Value Added Trade

20% 30% 40%
(1990) (2000) (Today)

Source: UNCTAD (2013). “Global Value Chains and Development. Investment and Value Added Trade in the Global
Economy”. Available at: http://unctad.org/en/publicationslibrary/diae2013d1 en.pdf
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Positive Correlation between Growth in
GVC participation and GDP per capita

Economies with the fastest

GVC growth vs GDP per Capita growth GVC growth vs GDP per Capita growth
Developed Countries Developing Countries g rOWing GVC pal’ticipation
) i . : have GDP per capita growth
. x rates some 2% above the
K “ average
‘§ E eco_nomi(_es_ thqt ingreased
g ° g © their participation in GVCs
and their domestic value
* g added in exports
., experienced GDP per capita
T = T = growth of 3.4%, compared
7 Gompegenn 0 T 7 corpegown to 2.2% for economies that
_ 1e80-2000 202010 only increased their
participation in GVCs
e AT o st s i s WIIOUL “UPGFCiNG”
la positive and significant correlation, at the 5% level. This relation also e 5% level, dividing the sample in dew E\Dped and

Jdeveloping countries, and in two time peariods (1990-2000 and 2001 - 2[)10) To .sm\u picking-up a compositional effact resulting from
the comelation batween a country’ s tolal value added (used as a componant to calculate the GVC participation index) and s per
capita GDP, all regressions use lagged (one year) GVC growih rates.

SERVICES are what adds most
Value to Output

"Smiley Face": conceptual model of the shift to a high
value added, globally integrated, services economy

N — ; Centre _

Standarqsaluu Higher Addedwa'jue /
and Lower, /
'\ Replacement, -

Indevation
“ﬂ\'}\ — ﬁ"i arketing
RalR el Dmatlon Haea A particularity of SERVICES >

N o

aiwd |\ Higt Value-Added w s
Va luo |\_ / Product and \'\ 9 C_G
@&D!Innovah) \Servu:eCeMrg/ (Global Loglsucs B > >

s Cen!er = e S

w ©

n <

Design ..
~_ B They are not as visible as
Manuacture ASSOTEY intermediate goods but they are also
= embodied along production adding
[T *, .
Value-adde d process &?‘, 0'5—,10 s, q"’@ %%6 high value
% G %, L
o, 3
‘&‘)

Source: Business Week Online Extra, May16, 2005
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More than 50% of China assembles all iPads, but it only gets about $4 per unit - or
th e | POd ’S vaI e just over 1% of the US retail price of $300

has nothing to do e e e

with merchandise

components and g
all to do with T

services activities
involved in
conception,

design, software

development i Shch o e o 1o 1 St i by T (Tt phccs o v Bodod oo g ehive.
supply chain. Apple figured out how to combine 451 mostly generic parts into a valuable product.

with manufactures faciliies in Taiwan. This component costs 58.

Contraller chip by Portal Player-> American company with
This component costs $5 -

—Final assembly= done in China, costs only about 34 a unit

i The unaccounted-for parts and labor costs involved in making
the iPod came to about $110

The

of the in the iPod goes to
ises in the United States $163 of the iPod's $200 retail
value m the United States was captured by American companies
and warkers, breaking it down to 575 for distribution and retail costs,
530 to Apple, and $8 to various domestic component makers.

2. Many off-shored services go =~ 7%
into Value Chains

Firms have many options now for
Outsourcing & Off-shoring Services

Location Decision

Possibilities are 5 Dotherte e

vast and will -§ & Establishing Foreign Affiliates
depend on each ri 'g Domestic Divisions/Affiliates {FDI.and trade)
particular business & £ . , 5

strategy, cost g ‘ ; i
structure and @ ”

attractivgness of % E Source from Domestic Source from Foreign Suppliers
outgour0|ng g 2 suppliers (International trade)
options S ° 2|

- Offsharing ‘ Qutsourcing

Offshoring Services

Source: Sako, Mari. (2005). Outsourcing and Offshoring: Key Trends and Issues. Paper presented at the Emerging Markets Forum.
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Sandvik Tooling e

Figure 1: Services needad for affective supply chain and delivery of goods, Sandvik Tooling

Sandvik Tooling, a high-
technology goods
manufacturer, needs 40

3 different services to deliver
\ e s products globally
N The company supplies 15
o ety services themselves
- e S SERVIFICATION - Good
i g et i 5 producing companies
Senicos deinermd o the cusomer, Sandvik Tooling increasingly buy, produce,

sell and export services

Source: “Global Value Chains and Services”.
Kommerskollegium 2013:1. National Board of Trade.
Available at:
http://www.kommers.se/Documents/dokumentarkiv/pub
likationer/2013/rapporter/report-global-value-chains-
and-services-an-introduction.pdf

Compaer services Technicdl esting and Financial sewizes

Rescarch and development  analyais aer oo Logisiica

Rental/lsasing Senjoes hcidental to manufacturing|  Warshouse servises
Dezi

Maintenance and repair

focee) COffshore Services going into 7%

e - :
Value Chains

I T

Offshore Services Value Chain

. _— Vertical Activities
- Horizontal Activities Industry specific™
‘,-\/‘ \To KPO N\ senking it
Iormation Technology OWScUrchg Knowledge Process Outsourcing ° B P O
B:,mcrm:mni ’ I TO
Marketinleligeece
| | ) . KPO
IT Consulting I BPO \
mess Process Outsaurcing
7 13
HRM CRM
H vt || sy [t & e
3 e i} #5555 ||| Industry
H - Miriatrgh oy g
i Apphcatiens Integeation |__ bl | e | et SpeCIfIC
Desktng mandgemest | | Tkt
Infrastructure | Pael
Appications Manegemert. Source: Gary Gereffi (2010).
Center on Globalization
WatwerkManagament | Liidin | hicuies '
L o il o | Governance &
L ATt MATge M \. AN J Competitiveness at Duke
ol e e University

e ~ ey




® —oo Upgrading along Offshore
Services Value Chains

» Policies first focus on ENTERING GVCs through
capturing off-shoring services activities; then
focus on UPGRADING in next phase

Different
for a types of services off-shoring activities

Note:* This information is drawn from a confidential study published by Mercer 2008 for a certain country in Latin America,

Sonrces: Femnandez-Stark et al., 2010b; IDC Latin America, 2009; Meller & Brunner, 2009; Mercer, 2008; Wadlwa et al., 2008,

Source: Fernandez-Stark, K., P. Bamber y G. Gereffi (2011). “The Offshore Services Global Value Chain. Economic Upgrading and Workforce Development”.
Center on Globalization, Governance & Competitiveness. Duke University. (2011). P. 12.

Mast populous N . (@]
Segment Activities position within a\r«:ge education level Average reven:ses Median salary per c
segment oF employ per employee® (USS) ploy 05
. Call center agents & High School | Bachelors = ®©
BPO Call Centers Jechnicians degree $19.720 $17,280 = a
T Infrastructure Computer technian | T3 Schoolftechnical $20,704 $16,932 =g
instilube + S
Software Bachelors | Masters .
M | Development Programmers Degres $36,788 28,065
: T ARS Bachelors | Masters .
IT Consulting Syslems analysls Degree $55 905 $45,455
Business and R Bachelors Degree in
kPO Financial Senices Financial analyst Business Administration $127.081 $47.150 |
Vertical . . . .
Actuiles Engineenng Services | Engineer Bachelors Degree £103 844 853514 |

Supply and Demand Centers for Offshore
Services: many APEC economies

I riature location (50 centers)
PR AR AN VAR Envrgng locaton (15-50 centers)
I risccent cation (5-15 centers)

Mo major activity (0-5 centers)

ST Poiand ] Demand tor offshore services
¥ i_.'l'— Czech Republic
LOIES ¥

o y £ 75 o Bulgana e F- 6%
Merico = § l =4

Philippines

x Egypt
El Salvader ~ 4 S0512 Rica %
Panama
Singopore Mataysia

Ewazil Diemand #6r CH=Nnen Sarviess (1)

Chile o n""w '/ @ )‘ .
Argentina \ (i : sy (\L— :)

Source: CGGC, Duke University based on data from Everest and Datamonitor.

— APEC > Good potential for offshoring services -

13/5/2014
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Services Location Index 2011
8 of the top 10
1 .
2 locations for
3 Malaysia 278 138 183 589 -
7 Eaynt 310 136 135 581 services off-
5 | Indonesia a2 153 101 578 . .
o | Max 268 160 144 sm shoring are in
7 Thailand 3.05 138 129 572
F] \ﬁ:l‘n:rr:l 32 118 124 580 APEC:
9 Philippi kAL 131 116 565 .
it} Ch‘rlfum“ 244 121 182 552 -China
1| Esto 23 035 m 551 .
27 | T 22 i 1 s -Malaysia
13 Latvi 256 093 1.96 5.46 H
410 Bt 238 o2 22 on -Indonesia
15 United Arab Emirat n 094 205 541 .
16 u:il:d K:qdnmlra 2 091 225 2% 541 -Mexico
17 | Bulgari 282 0g8 157 537 .
18 u:i:j:dn;mm 045 288 20 535 -Thailand
19 | CostaR 284 094 156 53 -
20 H::sia - 248 179 107 534 -V| etn am
2 SriLank 3 095 m 526 HH H
2 J:rda: ’ 297 077 149 523 -Phlllpplnes
2 | Tunisi 308 081 137 523 :
2 | Poland 214 127 181 523 -Chile
% | Romania 254 103 165 521
26 Germany 076 FAY by 520
Z_| Sham 2 el ] sl Source: The AT Kearney
15t B 07s 515 P . .
S - e - o Global Services Location
30 Argentina 245 158 108 512 Index 2011
T
//{//_/ﬁ 7?
o- ICTSD
St N N

Services have a double
role in Supply Chains

1. They are enablers of GVCs,
acting as the glue among the
different productions
segments: many off-shored
services go into GVCs

2. They constitute Services Value
Chains on their own

13/5/2014
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3. Services constitute Value
Chains on their own

VALUE ADDED ACTIVITIES

Banking &
Financial
Services
Value Chain

SUFFLY CHAIN
W ienpeRs
Bl METHOD OF RAISING FUNDS
B INTERMEDIARIES
TYPLS OF CREDIT EXTENDED
BORROWERS

Source: Fernandez-Stark, K; P. Bamber y
Gary Gereffi (2011). “The Offshore
Services Global Value Chain. Economic
Upgrading and Workforce
Development”. Duke University, Center

CENTRAL CRECT FUNOS & SUPPORTING INDUSTRIES on Globalization, Governance and
AN NTERMEDIAT o
L e Competitiveness.

Inbound country

m

i

Small hotels National parks,
monuments
Independent Reral,
restaurant

Matural assets in tourist destinations |
Floraffauna, environment, historical sites, identity groups |

‘e Y

Source: World Bank.
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Policy Lesson 1: Services and Value
Chains: Barriers no longer Protect

» With trade in intermediates and services —the cost of
protectionism is magnified and higher than is generally
understood since goods and services cross borders several
times during GVC operations.

» It is therefore critical to maintain open markets for cross
border trade in goods and services & FDI.

» In a world of Global Value Chains, tariffs & services
restrictions punish domestic producers who use imported
“inputs” because those inputs are re-exported.

With GVCs - “Trade Barriers no longer Protect”
The world effectively becomes the market!!

© -0 icTsD

Policy Lesson 2. Supply chains shift Focus
from Tariffs to Logistics where Services are Key

The operation of supply chains in goods
shifts focus on trade barriers from tariffs to
logistics: recent WEF-World Bank report
showed that improving logistics halfway to world
best practice (Singapore) could increase world
GDP 6 times more than removing tariffs

Among the logistics barriers, efficient
services play a key role, especially
telecoms and transport

13/5/2014
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Policy Lesson 3. It is easier to capture
a Services ‘Task’ in a Supply Chain

It is no longer necessary to “build” an entire supply chain at

home; economies can of the supply
chain

Often easier to do in services than goods — Why
Because

Services are also suited to output on smaller economies of
scale and especially to operations

To capture services tasks in a supply chain, it is
essential to focus on services efficiency &

competitiveness

OSCC crsn
A ICTSD

Policy Lesson 4. Government policies can
do a lot for services efficiency & to promote
participation in Value Chains

1) Human Capital (talent, education, skills, ideas)
2) Cost considerations (financial attractiveness)
3) Enabling Digital Infrastructure — efficient telecoms

4) Investment in Intangible Assets (copyright, business
methods, brands)

5) Quality of Institutions and Policy Focus
6) Open trade and investment framework
7) Efficiency of Domestic Regulation

13/5/2014
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Policy Lesson 5: Gains from Patrticipating in
Value Chains can be Widespread

» Joining a value chains is not a zero sum game ;
many economies can provide services off-shoring
tasks as these are highly differentiated

» All economies and economic activities can benefit;
possibilities are vast if the fundamentals in place

» There is still a huge potential for expansion of
services trade within APEC which could also
reinforce its position in supply chains

This argues for a great focus on SERVICES
within APEC at level of the SOM

= ICTSD

Services N APEC not as

Important as they could be

Despite prominence of GVCs in APEC,
services still underperform

1. Trade in services (as measured)
remains low

2. Many behind the border barriers
affect trade in services

3. Value chain operation could be
much higher in region
1

13/5/2014
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Services contribute significantly to GDP
(67%) and Employment (52%) in APEC

Services make up 67 percent of APEC GDP. This is nearly Service sectors are APEC’s largest source of employment
identical to that of the world economy. and will be the largest driver of jobs creation over the next
decade.
e s e s oo . M APECTotal [ APEC Service Sector Size o, Sanore eetmon e Dot 013, . MsServices MOther

Source: “Trade in Services in the APEC Region”. The University of Southern Carolina Marshall School of Business.
September 2012. Available at: http://www.keidanren.or.jp/abac/report/20120918 USC Report.pdf

Service Export Growth Trend by Service Sector

W2001 W2006 W2011

Service Export Growth in the past 10 years in
APEC has been mainly in only 2 sectors

us$ biion
~-BEESE
e
| =5
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b
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Growth in Service
Exports for most
service sectors has
been minimum
within APEC

Travel & Transport
remain most
important services
traded

Source: “Trade in Services in the APEC
Region”. The University of Southern
Carolina Marshall School of Business.
September 2012. Available at:
http://www.keidanren.or.jp/abac/repo
rt/20120918 USC Report.pdf
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Trade in Services in APEC is low in
comparison with Trade in Goods (2010)

63%

Services Exports /
Services Production

Goods Exports /
Goods Production

63%

Source: “Trade in Se 2012.
Available at: http://www.keidanren.or.jp/abac/report,
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Behind-the-border Regulatory Barriers
are impeding Services Exports in APEC

Behind the border barriers and impediments are
the most significant obstacles for trade in
services.

Domestic regulations, industry standards,
professional requirements and efficiency of
government agencies have larger impact than
market access barriers.

These are still quite present in APEC region.

13/5/2014
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Many Trade Impediments affect Services Sectors

60 70

SMarket Access  MRegulatory Envionment  ® Efficiency of Implementation ¥ Business Environment

Transportation

Professional Services

Financial

00 10 20 30 40 50 80 9.0

While Market Access index varies across services
sectors, the other category level impediments are
comparable in importance and cover behind the

border impediments to services trade in APEC.

© S0 icTsD

Other Challenges: Data Availability and
Depth of Services Agreements in APEC

Scarcity of data on trade in services - implications for

policy making

— Differences in definitions, measurement and the lack of
detailed service trade statistics for all economies - difficulty to
identify trade pattern trends / difficulty to measure the
effectiveness of policies

Service provisions within FTAs lack depth

— Among the APEC FTAs, 80% of service provisions focus on
market access barriers while only 20% focus on behind the
border issues such as regulatory heterogeneity between
economies.

13/5/2014
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Opinions are aligned for Need of Greater
Focus on Services in APEC

Opinion on Economy’s Focus on Trade in Services

¥ Not part of the trade agenda
® Very much a secondary consideration 1o trade of goods
Equal attention on the trade agenda to trade of goods

® Promoted aggressively as a future source of national advantage

As part of the research by USC Marshall School of Business, they carried out 231
interviews with business executives, government officials, academics and thought

leaders knowledgeable about trade in services in APEC to canvas their opinions on
services focus

el Thank You

Network

Dr. Sherry Stephenson
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