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Abstract
The central theme of this session was the role global value chains (GVCs) play in the world economy and the implications they have for trade policy at a local, national and multilateral level. According to comments by the moderator, Ms González, more than half of international trade is in intermediate goods, while the contents of final exports consist of imported materials at an average rate of 40 per cent. Reflecting on these changes in production and consumption, this panel of policy-makers, academics and members of the private sector provided a lively discussion on both the challenges and benefits GVCs pose for the world economy.
1. Presentations by the panellists
(a) H.E. Ms Anabel González, Minister of Trade, Costa Rica
H.E. Ms González spoke of the experiences in her own country, Costa Rica, in participating in GVCs and how this was reflected in the changing structures of the economy. She reflected on the notion that raw materials and a robust manufacturing base are no longer necessary for countries to become part of GVCs. According to H.E. Ms González, Costa Rica now exports more services, particularly in the information technology (IT) sector, than in traditional agricultural goods such as coffee and bananas. For her, the real challenge posed by GVCs is how to capture more value once a country is able to participate.

She identified five key determinants to her country’s success:

· designing a long-term strategic vision how to attract foreign direct investment (FDI)
· creating a sound business environment

· building a strong export platform including WTO agreements and other bilateral and regional free trade agreements

· establishing an educated work force

· focusing on logistical and supply management, including investments in infrastructure.
(b) Mr Ken Ash, Director, Trade and Agriculture Directorate, OECD
On the current metrics used to analyse trade flows, Mr Ash noted that they were inadequate as they did not take the full value chain into account. He stated the importance of measuring how much value was added in the chain, especially as goods and services are now traded across borders at an increasing rate. As the nature of trade has changed, he suggested that more must be done to understand not just the value of opening up trade on the export side, but also the importance of creating a more liberal environment for imports. Mr Ash underlined the significance of easier access for businesses that need high quality inputs in order to compete efficiently. He concluded by announcing that an OECD database on value-added trade would be launched by the end of the year.
(c) Mr Karan Bhatia, Vice President and Senior Counsel, International Law and Policy, GE
Speaking from the perspective of a large multinational firm, Mr Bhatia explained the vital importance of GVCs in maintaining his company’s competitive edge. He discussed the essential factors GE takes into account when making a decision to outsource, which include:

· the size and attractiveness of the market itself

· human resources

· physical infrastructure

· legal and policy environment.

However, he criticised certain countries for imposing local content requirements, a measure which he believed hurt the abilities of GVCs to function smoothly and competitively.
Mr Bhatia also stressed that low cost labour was not seen as the determining factor in locating operations overseas. For many activities, a highly skilled workforce is needed. He also countered the misconception that the old tradition of innovation in the west and production in the south still holds. According to Mr Bhatia, GE currently operates research centres across the globe, located in both developed and developing countries.
(d) Mr Peter Draper, Senior Research Fellow, SAIIA
Mr Draper challenged the idea that plugging into GVCs is simple, especially for sub-Saharan Africa. He noted that the absence of industrial tradition, coupled with poor infrastructure and geographical isolation from major markets, created a handicap for attracting FDI. According to Mr Draper, many countries in the region suffered from a “resource curse” and were therefore unable to move up the ladder and to capture greater value through GVCs.

However, he noted that labour costs had been increasing in China – an opportunity Mr Draper sees for African states to seize through the right trade and economic policy. Trade facilitation in a broad sense should be used as tool to lower transaction costs through improved infrastructure and customs. Mr Draper cautioned the move towards more protectionist measures – a trend he claims had been supported by domestic industry lobbies in his home country of South Africa. He related how domestic industry seemed to favour closing borders in order to maintain domination of the local market, concluding by stating the importance of convincing this lobby of the value GVCs could hold for the region.
(e) Dr Bernard Hoekman, Director, Trade Department, World Bank Group

Dr Hoekman stated that it was not a surprise for the audience to hear about a huge explosion in terms of international trade. However, composition of the trade is different. The ratio of value added over growth trade has been steadily dropping over time – and that is a reflection on rise of GVCs. What we are seeing are firms and countries specializing in particular types of activities that fit into a value chain.

The ratio of the value added to the total value of goods has dropped from 10 percentage points to 15 percentage points over the last 15 to 20 years. And this phenomenon has been dropping particularly in the last few years. Dr Hoekman believed that this was GVCs at work, and most of it was happening in regions. We are witnessing the deepening of regional value chains because of trade costs and policy. The challenge is to figure out what are the policies that have the greatest impacts on the ability of countries to participate in this phenomenon. He noted that this depends on what type of activity we are talking about, and especially what type of products. Value chains differ significantly from food products to electronics. In food, sanitary and phytosanitary measures matter the most as non-tariff barriers that are equivalent to tariffs. He concluded that, with regards to the policy implications on this, the focus must be on a group of issues such as customs, single windows and improvement in transportation. Improvement in overall services supply will bring many benefits – especially for small and medium-sized enterprises.

2. Questions and comments by the audience
The first question from the audience was directed towards Mr Bhatia and was on tax benefits and their role in attracting overseas investment. Mr Bhatia replied that tax policy was not the main driver of GE’s fundamental investment decisions, although it may play a role in how deals are structured. He pointed towards other indicators, such as education and infrastructure, as having a greater bearing on where GE chooses to expand business abroad.

An audience member pointed out that under WTO rules, local content requirements are curbed. In particular, he referred to the Agreement on Trade-Related Investment Measures (TRIMs) and its prohibition of domestic content requirements. However, as Mr Bhatia indicated, local content requirements seemed to be a growing trend in some countries. The audience member asked whether the rules were ineffective or if it was just that the private sector was not enforcing them. Mr Bhatia replied that it was his experience that current trade rules were not strong enough to stop domestic content requirements from increasing. He stressed the need for WTO members to come to an agreement on enforcement and regulation of this issue. 

An audience member indicated that many Export Processing Zones (EPZs) are prohibited under WTO rules as an export subsidy. He asked H.E. Ms González whether or not she believed special exceptions should be made for developing countries to relax these rules, to which she replied no. According to H.E. Ms González, Costa Rica’s EPZ regime was originally in conflict with the WTO agreement on subsidies, but had since been amended to comply. Since the changes were made, she noted, the efficacy of the programme had not been affected.

Responding to a question regarding how the World Bank helps countries in sub-Saharan Africa to participate in GVCs, Dr Hoekman emphasized the organization’s increased efforts to bolster trade facilitation in the region. In particular, the World Bank has directed resources towards efforts to reduce trade costs for farmers in Central Africa, according to Dr Hoekman. He cited programmes to improve trade logistics, infrastructure and customs, which fit under the larger umbrella of Aid for Trade.
3. Conclusions
In concluding of the session, H.E. Ms González reiterated that each country must decide if it wants to participate in GVCs and to see the potential they have for growth. One of the main benefits comes from opening new job opportunities, which, in the experience of Costa Rica, has led to positive effects for women especially. She finished by stating that countries needed to discuss how to be part of GVCs and then to see how trade policy fits into that strategy.

Mr Low, Director of the ERSD, WTO, stressed the need to pose more questions and analysis. He pointed to the alignment between governments and firms who he believed would always have disagreements. Mr Low emphasized that firms did not dictate policy and that governments still had significant bargaining power, though both should engage in an intelligent debate to produce strong policy measures. 

Mr Low summed up the discussion on GVCs as complex and in need of further analysis. He noted that the nature of supply and demand had been changing for some time, along with investors’ perception of risk. Similarly, Mr Low expressed a common theme throughout the 2012 Public Forum, which was the conflict that may arise from an increasing number of regional trade agreements as opposed to a more multilateral approach. Finally, he concluded by stating that more must be done to understand the issues surrounding GVCs from a holistic policy perspective, including those that exist outside the WTO’s purview.
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