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GVC — key for future
trade and investment

N THE Worlb Trape Organisa-
tion (WTO) ministerial meet-
ing in Bali in December 2013,
members had agreed to finalise
on ftrade fadilitation agreement
(TFA) and find a permanent solu-
tion to implementation of food
security scheme so that these
programmes did not attract any
muliilateral scrutiny. As per the
agreed stand in Bali, by July 31,
2015 the WTO members have
to implement the TFA. Under
the TFA, countries are required
to improve their trade systemns,
including by applying common
customs procedures and uniform
documentation  reguirements.
The improvements are expected
to reduce red tape and ensure the
smooth flow of goods.

Trade facilitation should be-
come a central issue in G-20 sum-
mit as G20 countries accounted
for 80 per cent of the world’s gross
domestic product (GDP). The slow
progress after Bali could hamper
therealisation ofthe global growth
target. The success and rapid
implementation of the agreement
is critical Developed economies
were still putting too much em-
phasis on trade facilitation at the
expense of agriculture and issues
concerning least developed coun-
fries (LDCs). The US, Australia and
the EU want to have greater access
to Indian agricultural markets and
they also want India to reduce its
food subsidies, which include pub-
licly funded food grain purchases.
India has stated it will not agree on
TFA without finding a permanent
solution to issues concerning food
security.

Trade facilitation can help coun-
tries participate in Global Value
Chains (GVCs) by cuiting costs,
avoiding unnecessary delays, and
reducing uncertainty. The poten-
tial reduction in trade costs of fully
implementing the WTO agree-
ment on trade facilitation is as
high as 14 per cent for some devel-
oping countries. The GVC involves
activities involved in creating, pro-
ducing and delivering a product,
among various companies across
the world. According to a recent
OECD-WTO-World Bank report,
the growth of GVCs has increased
the interconnectedness of econo-
mies and led to a growing spe-
cialisation in specific activities and
stages in value chains, rather than
in entire industries. Over 70 per
cent of global trade is in interme-
diate goods and services and in
capital goods. Theincome created
within GVCs has doubled, on aver-
age, over the last 15 years.

Some countries participate in
many, either as the host country

‘ GVCs

offer an
opportunity to
integrate in the
world economy
at lower costs

to lead firms or as suppliers of
very specific tasks, while cthers
participate very little. The varying
degrees of connectedness are de-
termined by fixed considerations,
such as a country’s geographic
location and resource endow-
ment. The others factors which af-
fect the connectedness includes
country’s human capital, physical
infrastructure, and overall invest-
ment climate In order to engage
in specific GVCs, countries require
policies that go beyond broad ini-
tiatives focused on fostering com-
petitiveness and invesiments.

GVCs are particularly sensitive
tothe quality and efficiency of ser-
vices, accounting for 42 per cent
of the value-added in the exports
of G20 economies. Trade-related
participation in GVCs contributes
to economic growth through the
gains that firms achieve from
specialisation and improved pro-
ductivity for both imports and ex-
ports. In the case for investment
the nature of the interaction be-
tween foreign firms and domestic
producers can explain moreof the
potential productivity spill-overs,
from technology, knowledge or
superior management than the
level of FDL

Developing countries are in-
creasingly involved in GYCswhich
offer an opportunity to integrate
in the world economy at lower
costs. But the gains from GVC
participation are not automatic.
Strong social, environmental, and
govermnance frameworks and poli-
cies are important to maximising
the positive impact of GVC ac-
tivities and minimising risks in all
countries, especially in develop-
ing economies. GVCs benefit from
sound public institutions that
enforce contracts, adequately se-
cure property rights and investor
protection, ensure an impartial
judiciary, and reduce corruption.
For fimns to upgrade in GVGs,
countries should develop an effi-
cientinnovation system that facili-
tates investments in knowledge,
technology dissemination, skills
upgrading and entrepreneurship.

The rise of GVCs has produced
a new ‘trade-investment-ser-
vices-know-how nexus,” or the
intertwining of trade in intermedi-
ates, the movement of capitaland
ideas, and demand for services o
coordinate the dispersed produc-
tion and distribution of goods and
services. GVCs are becoming in-
creasingly influential in determin-
ing future trade and FDI pattems,
as well as growth opportunities.
Palicy needs to respond to this
new reality and promote a busi-
ness environment that not only
makes a country attractive for lo-
cation of GVCs, but also facilitates
upgrading opportunities over
time. Global Value chain isthe key
for future trade and investment.
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