
1 

Unedited Event Transcript 
 
The Global Value Chain Revolution and Trade Policy 
 
Richard Baldwin (Graduate Institute, Geneva) 
Anabel González (World Bank)  
J. Bradford Jensen (PIIE) 
 
Peterson Institute for International Economics, Washington, DC 
June 14, 2016 
 
 
Adam Posen: Good morning everyone and welcome back to the Peterson Institute for 

International Economics. My name is Adam Posen, I’m President of the Institute 
and it’s a great pleasure for -me to host with the help of the World Bank, a 
discussion today on The Global Value Chain Revolution and Trade Policy. This is 
an area of concern to everyone in the world of business, of trade economics, 
public policy in this sub-sphere. The Institute has done some work on this area 
and notably by our colleague Brad Jensen, but we are especially delighted today 
to invite back and welcome back an old friend, Richard Baldwin of the Graduate 
Institute of International Studies in Geneva and of CEPR. 

 
 Richard is a living legend in Trade Policy. Of course, now, it’s much broader than 

that, he is the Founding Editor and motivating force behind VoxEU, which is a 
terrific outlet for a serious explanation of economic research, which we are 
privileged to partner with occasionally with our policy brief series. He is now the 
President of the CEPR, as he should be, and leads all their work throughout the 
network, huge network of economies throughout Europe. 

 
 He of course has been a visiting professor at MIT, at Oxford, at Columbia 

Business School. He served long ago as a Senior Staff Economist for the 
President’s Council of Economic Advisors in the first Bush Whitehouse. But that 
meant he was there when there was an active Trade Policy talking about NAFTA 
and the Uruguay round, something that only recently we have seen again. And 
he’s been an advisor in many international governments and organizations. So, 
in addition, the World Bank has managed to tear him away from fighting Brexit 
and other associated economic nonsense. So, he is here to talk to us about 
something longer term. And again, our thanks to Anabel González in the World 
Bank for joining us and bringing this together. 

 
 Speaking second will be José, please forgive my pronunciation, Guilherme Reis. 

He is the Practice Manager for Trade in the Trade and Competitiveness Global 
Practice at the World Bank. He had worked under World Bank Turkey Team and 
had previous to that been Lead Economist with the International Trade 
Department. I think there’s been some reorganization but we won’t take 
everyone’s time with that. 
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 He’d previously been Secretary for Economic Policy in the Ministry of Finance in 

Brazil and Chief of Economic Advisors in the Ministry of Planning and Budget 
also in Brazil. And, he will be addressing Richard’s remarks in the broader topic 
of Global Value Chains. So I just want to point out that the World Bank is making 
available in their open knowledge repository, the new book on Global Value 
Chains and Development that Richard and José have contributed to. 

 
 Finally, from the home team as it were, we have our colleague Brad Jensen. 

Bradford Jensen is not only Senior Fellow here. He’s a Professor of Economics in 
International Business at Georgetown’s McDonough School of Business. He has 
been associated with the National Bureau of Economic Research, the US 
alternative to CEPR. 

 
 And, previously, he had been fulltime at the Institute from 2003 to 2007. He has 

done groundbreaking work on trade and services but also on integration of 
supply chains and businesses throughout the world. And, we are delighted to 
have him as a colleague in speaking today. 

 
 So let me turn over now to Richard and please take us through your work. 
 
Richard Baldwin: Well, thank you very much for that introduction and thank you all for giving me 

a chance to lay out some of my thoughts on Global Value Chains and Trade 
Policy. 

 
 I’ll start and end with an advertisement for a book that I’m trying to finish. It 

should come out in November 2016 this year called The Great Convergence 
where I look at the implications of the first things I’m going to talk about today, 
the Global Value Chain Revolution and what it means for rich country policy, 
development policy, views of history and looking forward all sorts of things. It’s 
a wonderful book but you can’t buy it yet. 

 
 Let me get started. So I’m going to follow--this is the outline, I’m going to try 

and convince you that there really has been a Global Value Chain Revolution, 
GVC, that stands for Global Value Chain and that it is revolution. And then, I’m 
going to--it’s up there, right? 

 
Male Speaker: There you go. 
 
Richard Baldwin: No, this is the title. 
 
Male Speaker: Oh, I’m sorry. 
 
Richard Baldwin: Yeah, right. 
 
Male Speaker: That’s right. 
 
Richard Baldwin: Yeah, the title is the outline. Thank you. 
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Male Speaker: Ahh. 
 
Richard Baldwin: Yeah. And then, I’m going to talk about Trade Policy. See, GVC Revolution and 

Trade Policy but I could sketch it out if you want, no, never mind. 
 
 So, let me convince you that globalization has changed. And this is what I call 

the Shocking Share Shift Diagram and it’s using Madison data for the old data 
and World Bank data for the new data. But if you look at China and India’s share 
of the global GDP going back from 1,000, pretty much didn’t change until 1820 
when modern globalization took off and that phase between 1820 and 1990 is 
often called The Great Divergence. Since 1990, everything flipped around and 
the G7 share of global GDP is back to where it was in 1900. That’s sometimes 
called The Great Convergence, which is a title of my book. 

 
 Now, I think if you look at the blue dots, which is where all of trade theory and 

trade thinking about globalization was developed, you can imagine that perhaps 
that way of thinking about the globalization might not help you so much to 
understand the red dots. In any case, something changed and what I’m going to 
do for the first say 10 minutes, 15 minutes, is take you through a broader 
perspective of globalization in which all these things make sense or fit together 
and explain very directly what changed. And then, once we get that done, I’m 
going to talk about what that means for Trade Policy. 

 
 And I’m going to do this in cartoons. I’ve been talking about this for about 10 

years, I’ve tried every which way and finally got my wife’s communication 
company to do infographics for me. So this is really going to be 10 cartoons in a 
row, so I hope you enjoy. 

 
 So, what I want you to do is to think about globalization as constrained by three 

cost. So focus on three cost, which are really three constraints on globalization. 
Trade cost, the cost to moving ideas--or goods, communication cost, which is a 
cost of moving ideas and face-to-face cost, which is the cost to moving people. 
And in some sense, globalization is hindered by the fact that production and 
consumption has to be bundled together spatially. And, in the beginning, it was 
because all three cost were high. And as we’ll see, the cost fell but not all at 
once and the order in which they fell had dramatic implications for the global 
economic landscape. 

 
 So we start in the pre--I’ll start here with the pre-globalization. In the beginning, 

all three cost were high. Cost of moving goods, people and ideas were very, very 
high and as a consequence, the world’s economic geography was very flat. 
Basically, people were tied to the land because everybody was growing their 
own food and since it was so hard to move anything anywhere, production 
whatever it was, was tied to the people. 

 
 So we had butchers, bakers and candle makers in every village all around the 

world, and that led to was this first great stagnation because production was 
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spatially separated. And since it was so hard to move ideas, you didn’t get this 
bonfire of modern growth going where innovation expands markets which 
makes it more worthwhile to introduce innovations. That never could get 
started because the production was dispersed and it was very expensive to 
move ideas. 

 
 Now, what happened around 1820, I would argue that it was ultimately 

triggered by the Steam Revolution, which then fostered the Industrial 
Revolution, which fostered the Steam Revolution and eventually, the cost of 
moving goods fell radically relatively suddenly from 1820. So what that meant is 
that--Steam and Industrial Revolution led to an unbundling of production and 
consumption as trade cost are lower but there’s still high communication cost 
and high face-to-face cost. So we see that production and consumption is 
separating. That’s the traditional view of globalization. 

 
 But something perhaps unexpected happened that is as markets expanded 

globally, production clustered locally. So you see here on the left, you’ve got 
small world, small factories. On the right, you have big world, big factories. 
Because what actually happened was that when you could service the entire 
world very scale-intensive, extremely complex means that production became 
competitive. And the production was clustered into factories and industrial 
districts not to save on trade cost but to save on communication and face-to-
face cost. 

 
 So in essence, the Steam Revolution relaxed one constraint, the trade cost, but 

brought the world up against the second constraint, which was the 
communication constraint. 

 
 Now, that had dramatic implications. The industrial clustering, which as history 

would have it ended up in the G7, that boosted G7 innovation but know-how 
stayed local because it was still expensive to move ideas and that’s what 
produced the great divergence. The primary economic feature of today’s world 
is that most of the world is poor and a few of the people in the world are rich, 
very rich and very poor has been converging recently in the last 10 years. But by 
1980 and 1990, that was a dominated economic fact. 

 
 So what you have here is the bonfire of ideas going around in G7 factories but 

because the knowledge doesn’t move, it stayed in the rich countries and so we 
got this very unbalanced distribution of know-how around the world. In 
particular, the amount of know-how per worker in G7 countries was enormous 
compared to the know-how per worker in developing countries. 

 
 So in essence, distance started to matter for different reasons. It wasn’t just the 

cost of moving goods, it was the cost to moving ideas. First, because it led to 
clustering in G7 factories, and second, the fruit of that clustering did not spread 
worldwide. 
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 Now, the ICT Revolution, Information and Communication Technology 
Revolution lowered the cost of communication and that allowed an unbundling 
of G7 factories because of course--and there you can see on the right, there’s 
like a computer, an ICT keeping all the stages together in different countries. So 
the idea is when it was all together in G7 factories and say in 1990, about two-
thirds of all manufacturing activity happened in G7 countries, lots of those 
stages were inappropriate to the factor cost in rich countries. But you couldn’t 
even think about separating a stage of production when you are coordinating by 
air mail, bad telephone or fax. You just really could not know if they made the 
tail of your aircraft in Mexico, you had no real way of knowing it would arrive on 
time and be the right thing when it got here. So, it was forced together by the 
communication constraint. 

 
 When the communication constraint was relaxed, it became feasible to disperse 

complicated activities over a great distance and the large wage differences that 
had been created in the great divergence made it profitable to do so. 

 
 So that led to dramatic changes in the global economy. Because you see now, 

the light bulbs are crossing borders. In particular, you have some factories in the 
high-tech nation coordinating production and low-wage nations, and the flows 
of knowledge that used to happen in G7 factories are now International 
Commerce. And in particular, they’re going from high-wage, high-tech countries 
to low-wage, low-tech countries. But not like it’s floating through the air. 

 
 This is not the tech transfer we hope would happen in the 1970s, this is firm 

specific know-how being taken on purpose to a particular facility in a particular 
developing country to leverage the firm’s knowledge against low-cost labor. So 
it is extremely specific. Where it happens is very geographically specific. And in 
fact, there’s only say six countries who rapidly industrialize on a global scale, 
China being by far the most important one. So those are the red--that is the 
revolution. 

 
 The revolution wasn’t this. This is what most people focus on, trade in parts and 

components offshoring. They’re looking at the wrong thing. It’s the knowledge 
flows that’s the revolution. 

 
 I’ll talk about a couple other implications as I go along. 
 
 So now, know-how moves across national borders but within GVC boundaries. 

So you have the factory going across borders and this very unbalanced 
knowledge per worker is becoming more balanced, and that’s what turned the 
blue dots into the red dots. That’s why globalization since 1990 has been so 
different is because the ICT revolution through Global Value Chains allowed an 
arbitrage between countries that had lots of knowledge per worker and 
countries that had little knowledge per worker. And it gave the firms who own 
that know-how an incentive to take it from the north to the south and that 
completely transformed the world of manufacturing. 
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 It, in essence, denationalized comparative advantage. What’s going on in China 
is not an issue of comparative advantage. What’s going on in China is they take 
different countries’ sources of comparative advantage, put it together in China 
and it allows China to do things that they could not possibly have done before. 
So this new globalization is not allowing countries to exploit their comparative 
advantage, it’s changing their comparative advantage within the boundaries of 
Global Value Chains. So that’s the Global Value Chain Revolution. It’s changing 
the way of trade. 

 
 So, what you can see here is from 1820 to 1990, this great clustering which 

triggered the growth takeoff at the north and a slowdown or late takeoff in the 
south led to quite an amazing drop in China and India’s share of GDP and a quite 
amazing rise in the G7 share of GDP. And since the knowledge started flowing 
across borders with the GVC Revolution, we’ve had a tremendous turnaround. 
And of course, China has a huge role in this whole thing. 

 
 So that’s the argument that there has a revolution in globalization or change in 

globalization and that’s what I call the three cascading constraint view of 
globalization. The cost of goods fell first without the cost of moving ideas and 
people. Then that led to the great divergence and the growth takeoffs because 
of clustering and innovation. Then the cost of moving ideas fell and we started 
to get arbitrage, which led to a great convergence and an enormous growth 
takeoff in the developing countries where this knowledge was going to. 

 
 But since those countries account for about half of the world’s population, it 

sparked a global commodity cycle, the super cycle, which brought along a bunch 
of other developing countries who were not part of the Global Value Chain 
Revolution but benefited through the rising commodity prices. 

 
 So when people talk about emerging economies or emerging markets, they’ve 

confusing the two things. One of them was the knowledge--the jet fuel was 
knowledge coming through GVCs, for the other, it was the implication of their 
growth for commodity prices, which then sparked their growth. So that’s the 
way I’d like to view it. 

 
 So, if we’re going to have to say what puts the revolution in GVC, deep down, 

ICT enabled G7 firms to precisely control what goes on inside developing 
factories, nation factories. And that allowed them to separate the production 
and gave them an incentive to separate the production, and in order to keep the 
production in sync, they had to move the knowledge with the offshore stages. 
So don’t think about the new globalization is more trade in parts and 
components. The really interesting thing is that knowledge is moving from north 
to south and they would never have done it--the firms would never have done it 
before because they couldn’t really control what was going on and now they 
can. 

 
 So let’s talk about some Trade Policy issues here. First big change, intra-factory 

flows become north-south trade, so on the left here, you have a factory in a G7 
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factory, they’re Stage A, Stage B and Stage C and those blue arrows are the 
flows of goods, ideas, know-how, investment, training, all that sort of stuff. On 
the right is the unbundled production where Stage A and C are in the rich 
country, Stage B is in the poor country and those flows inside the factory are 
now International Commerce. So that changed trade dramatically. 

 
 Now, let me just quickly say that this stuff on the right was always going on 

between rich countries. So if US-Canada or inside Western Europe, the factory--
the production sharing networks always happened inside of north-north, that 
was classic north-north trade. But it wasn’t revolutionary because the 
technology levels were more or less the same, so you’d have the French 
specializing in auto air conditioners and the German specializing in bus air 
conditioners, and they traded air conditioners back and forth, so it was as if 
their factories were crossing borders. But it wasn’t revolutionary because they 
more or less have the same level of technology. What changes is when you take 
Canadian technology and move it to Mexico, that completely changes the way 
the world works. 

 
 It created if you want a distinction between 20th century trade versus GVC trade 

or you can call it 21st century trade if you like, GVC trade. So on the top there, 
you have classic trade where stuff is made in one country, put on a boat and 
sold to another country and the country reciprocates. So trade means goods 
crossing borders and that’s the primary intellectual frameworks that we use 
from Ricardo to Krugman to Melitz whatever you want, this is how you 
conceptualize trade. It’s goods crossing borders. 

 
 What happen down here is factories crossing borders, so goods, know-how, 

ideas and capital, people are now part of International Commerce. So it creates 
what I’d like to call the GVC Trade Nexus because there’s goods, services, know-
how, capital and people all moving for the same reason all together. So the 
International Commerce flows become more complex and more entangled. It’s 
less useful to think about FTI separately from IP separate from services separate 
from goods. It’s really all driven part and by the same thing. 

 
 So, also, factories crossing borders needs new disciplines, let’s call them Trade 

Disciplines although not all of them are to do with trade especially north-south. 
So when you think about our little picture there, we have two stages in the rich 
country and one stage in the poor country, you need two new types of 
disciplines. 

 
 First of all, you need supply chain disciplines because you’re connecting 

factories. It was the same factory but it’s been spread across the border so you 
need assurances for cross border flows of goods, ideas, services, people, capital, 
technicians. You have to be absolutely sure that you can keep your factory 
connected to each other or you won’t put the factory there. Then, once the 
factory is in the other country, you need production network disciplines or 
doing a business of broad disciplines because you need insurances on your 
tangible and intangible assets, local business conditions, et cetera. 
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 So this trade now being factories crossing borders changes the nature of Trade 

Policy. Bunch of stuff that we didn’t call Trade Policy is now Trade Policy. We get 
deep trade agreements and deep means you reach deep into the economy 
because you actually have to have disciplines on stuff going on inside the 
economy in order for that factory to go there. So it’s not just stuff that crosses 
the border, it’s also deep inside the economy that also must be right. So is it 
trade, investment, services, IP, nexus. 

 
 This led to trade governance to change. In particular, the way this stuff showed 

up was deep Regional Trade Agreements or RTAs. So deep north-south RTAs 
provided the necessary GVC disciplines and let me point out that of course this 
existed north-north before. US-Canada 1965 Auto Pact was one of these deep 
production-sharing agreements to underpin that. And in many ways, the 
common market and the single market in Europe was to underpin Global Value 
Chains. We didn’t call them Global Value Chains but they already have removed 
the border measures but they went forward to allow free movement of capital, 
services, people and other assurances. 

 
 So, in some sense, what is really different is it’s now going north-south and in 

order to get the disciplines, we started singing deep Free Trade Agreements like 
NAFTA, Japan signed with EU.  

 
 Now, interestingly, US, Japan and Germany through the EU have all signed 

agreements that underpin their Global Value Chains. So Europe is a little strange 
because most of their Global Value Chains, the poor countries, are inside the 
European Union, so they have the ultimate deep regional trade agreement, 
which is the Treaty of Rome. US has it’s with NAFTA and Japan has deep 
bilateral agreements with most of the ASEANs that it does its production sharing 
with. 

 
 And now, I think of these mega-regionals and mega bilaterals is starting to 

harmonize the bilateral rules. So, this stuff started in the ’90s with bilateral and 
now as they get more complex, people want to kind of plurilateralize this with 
mega agreements that’s why I view TPP is smoothing out the US-Asia bilaterals 
and the Japan-Asia bilaterals and the other bilaterals that are inside, the deep 
ones anyways. 

 
 So the implications for the WTO is not good. They’re not in this business. The 

implication for the emerging markets, especially China, India and Brazil are not 
good. They’re not inside any of this and that’s a little worrying. I’ll let that for 
question and answer. 

 
 So the keystone analytic difference between 20th and 21st century RTAs, in other 

words shallow versus deep is the lack of discrimination technology. So I think 
most people are misthinking things like TPP because they’re viewing them as an 
issue of trade creation and trade diversion. But actually discrimination is 
technically difficult when it comes to services, capital, firms and know-how 
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because you can’t define where they’re from or more particularly, you can’t 
define where they’re from in a way that a clever lawyer can’t get around. 

 
 So let me give you an example. The Japan-Thai EPA, which is a deep regional 

trade agreement has provided that Japanese banks can provide certain financial 
services in Thailand, which is part of keeping their Global Value Chain going 
together. So in the agreement, it says Japanese banks can issue trade credits or 
insurance and things like that. So how do they define a Japanese bank? The way 
they define a Japanese bank is any bank that is registered in Japan and doing 
substantial business in Japan is a Japanese bank, which means every big 
American bank and every big European bank is a Japanese bank for the 
purposes of that agreement. And it’s not because they didn’t want to 
discriminate, they just don’t know how to write rules of origins for banks in the 
modern world, corporations. 

 
 The same goes for capital. Where does capital come from? Where do firms 

actually come from? Where does know-how come from? So many of the deep 
agreements are necessarily less discriminatory. So RTAs tend to be 
nondiscriminatory almost by accident, it does create soft preferences but one 
thing I see here in the US a lot is mis-thinking China and TPP. In frequent, I 
actually heard a guy from the ex-state department official saying TPP is going to 
fix China to keep them on the outside. It was like but that’s completely wrong. 
It’s going to bring more American technology to Asia, which they’ll take 
advantage of and they all have to do is follow the rules. 

 
 Think about what happened when they formed the single market. When we 

formed the single market, people first started talking about Fortress Europe. But 
in the end, it was really good for Japan and US. It increased their exports as well 
because it just made it easier to do business in the whole area and those--they 
weren’t particularly discriminatory. 

 
 I’ll skip that. 
 
 The second big change is that comparative advantage is denationalized. And for 

those of you who are trade theorists or think about world with models, you 
realize once you get rid of the nationality of comparative advantage, that 
changes a lot of stuff. I’m going to just go through a couple. So in particular, 
GVCs have withdrawn the boundaries--borders of comparative advantage and 
what you have is advantages competitiveness of firms which can cross borders 
not just countries to countries and the iPhone chain is an example of it. 

 
 But let me go through that. So, the denationalized comparative advantage 

change the political economy of Trade Policy so the basic nature of the RTA 
bargain in the old days was an exchange of market access. So I lower my tariffs, 
you lower your tariffs, my ex-borders are happy, your ex-borders are happy, 
that was the political bargain exchange of market access. With the deep RTAs, 
it’s very asymmetric. The southern countries engage in the reform because they 
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want the factories and the northern countries insist on their reform because 
they want to protect their factories. 

 
 So the basic political bargain is factories for reform and as a consequence, 

they’re very asymmetric in terms of who has to change what’s going on. And it’s 
really only the big US, Japan and Germany right now who can write these things 
although China I think will very soon be able to write these things as well 
because there’ll be lots of Chinese factories going out. So the implication is only 
the EU, US and Japan can do it for now, WTO, there’s no factories on offers, 
which then means an erosion of WTO centricity and world governance. Because 
let’s suppose you’re a developing country and you want American factories, you 
don’t go to Geneva to negotiate. You go to Washington. And if you want 
German factories, you go to Brussels and if you want Japanese factories, you go 
to Tokyo. 

 
 So, this trade governance is intrinsically more regional than simply lowering 

tariffs on a multilateral basis. Moreover, the Global Value Chains tend to be 
fairly regional. 

 
 How am I doing on time? Not so good. So denationalized competitiveness 

means, in rich nations, it’s destroyed naively nationalistic trade in industrial 
policies. So to be competitive now, you have to mix and match sources of 
comparative advantage to compete because that’s what everybody else is 
doing. And if you tried, I mean, I can’t imagine anybody would suggest it but 
let’s suppose you tried to cutoff the United States from Mexico, for instance and 
then you tried to compete with Germany who was outsourcing to Poland or 
Japan who is outsourcing to Thailand, that would harm the export 
competitiveness of the US. So naively, nationalistic industry and Trade Policy is 
destroyed by this because other people are doing it. 

 
 The second is for poor nations, it destroyed Import Substitution 

Industrialization, so GVC killed ISI. And the way to say it is Brazil can’t do it the 
old way since China is doing it the new way. China is taking high-tech and low 
wages and producing manufactured goods, which it’s very hard to compete with 
if you have high-tech and high wages or low-tech and low wages. So that Global 
Value Chain changed the competition among developing countries and 
completely change the industrialization options. 

 
 And now, almost all industrialization goes by joining Global Value Chains and 

then densifying your participation in it. The old idea like Korea, we kind of build 
the whole car industry, we’ll build the car industry to become competitive 
abroad, it’s now you join that Global Value Chain to become competitive and 
then you try to get more good jobs, and that’s how you industrialize. 

 
 Just a summary, nature of trade change, 21st century trade nexus, trade policies 

more complex and the elements are more entangled. Deep regional trade 
agreements we used to provide these rules to underpin the nexus, in other 
words GVC trade. Comparative advantage is denationalized and that changed 
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the political economy of trade deals less than exchange of market and more 
factories for you. So that’s where I’m going to stop and this is my book. 

 
José Guilherme Reis: Thank you. Good morning. I’m José. I’m replacing actually Anabel González, our 

Senior Director for the Trade and Competitiveness Global Practice at the World 
Bank. Anabel could not participate and sorry, we lost the views of a GVC 
practitioner as she likes to define herself given her wide experience as Minister 
of Trade in Costa Rica. 

 
 So, I hope I would be able to rise to the occasion but let me focus on three or 

four points to complement or to hopefully add to the discussion of this 
fascinating presentation that Richard just presented. 

 
 He ended with an announcement of a book. Let me start with announcing our 

book, which is a book called Making Global Value Chains Work for Development. 
It was launched yesterday. And, as Adam just said, it is already available through 
the web in our open knowledge repository. The authors are Daria Taglioni and 
Deborah Winkler that happened to work with me in the trade unit of the World 
Bank and has--the book has received inputs from many of our staff. 

 
 The angle we’ve taken this book is obvious from its title. It’s the angle of trade 

and development nexus. And this is what we are. We are trying to think and 
following the seminal thinking of Richard Baldwin. We agree that development 
implications of GVCs must be rethought for the 21st century. And I think that 
some of the ideas that he just presented and in particular, the idea that GVCs 
matter for development as GVC enabled flow of know-how from high-income 
countries to low and middle-income countries can be a key factor in the 
determination of the role of GVCs in development. 

 
 So, our work both at the country level and at the global engagement is really to 

focus on this topic on the flow of know-how from countries or this new way of 
thinking about trade in the 21st century. 

 
 Some of the basic ideas of this book, I mean, let me just summarizing two 

minutes. One is that to develop an effective and sustainable strategy of GVC 
participation. Countries and their governments must identify key binding 
constraints and decide the necessary policy and regulatory intervention. So this 
is definitely context specific. But there are some general dimensions that are 
important to take into account when we think about Global Value Chains and 
development. Some of them are the role of services and the concept of service 
implication, I think that something that Professor Baldwin has been pointing to 
in several occasions. 

 
 The second is the relevance of really being able to--I was thinking of Global 

Value Chains as factories that go beyond national limits or boundaries. We have 
really to think about the reduction of trade costs and especially through Trade 
Facilitation and to also of course more liberalized trade, and to think about the 
contrary of import substitution but actually to think about importing to export. 
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 And finally, the idea that--echoing what Richard just presented, the idea is of 

the need of good contractor environments in developing countries so that it 
affects not only the extent of GVC-related trade but also the sector and 
locations that are part of GVC. So, this is a bit of a summary of this recently 
launched book. I invite you all to look at it. 

 
 Going to the point that we--of Richard’s presentation, does Trade Policy help 

GVCs? I tend to agree with him that 21st century regionalism is not primarily 
about preferential trade, market access as was the case in the previous center 
but to use in his own words and he just presented it. It’s about disciplines that 
underpin the trade investment services nexus and this how we should address 
the issues of preferential trade agreements. And, RTA provisions, it means that 
RTA provisions tend to be in its majority at least to nondiscriminatory. 

 
 In particular, we have to think about the emergence for the mega-regionals, the 

mega-regionals like the Trans-Pacific Partnership and the Transatlantic Trade 
and Investment Partnership. And Richard alluded to them differently in his 
presentation but it would be useful to think to what extent that we can think of 
them as a partial multilateralization of existing disciplines by some groups of 
WTO members who are deeply involved in Global Value Chains. 

 
 One dimension that we like to think when thinking about the TPP and I mean, 

this Institute has a leading role in terms of thinking about the impacts of TPP is 
that the deep integration issues addressed through TPP have the potential to 
drive significant economic reforms at the country level in both participating and 
nonparticipating developing countries. So, this is something that we have to 
explore and identify, and we benefited from our presence and the way we work 
directly with developing countries, we are getting the requests and feedback 
from the developing countries themselves. 

 
 So, this is something important because many of the deep integration provisions 

will entail reform in TPP countries that benefit participants as well as 
nonparticipants. 

 
 And I just wanted to mention some new empirical evidence that is being 

produced at the bank. My colleagues Nadia, Michele Ruta and Alberto Osnago, 
this is ongoing research but they try to investigate empirically precisely the 
relationship between deep FTAs or RTAs and Global Value Chains and to see to 
what extent the tendency to more deeper PTAs have an impact on Global Value 
Chain’s trade or GVC trade. The analysis uses a new dataset of the content of 
PTAs developed by the World Bank covering 279 PTAs signed by 180 countries 
between 1958 and 2014. 

 
 And basically, just to give you a glimpse of the main results, the first estimate is 

that the depth of PTAs has a significant impact on GVC-related trades using as 
initial measure trade in parts and components as we discussed, and using the 
depth of PTAs. The member or share of legally enforceable provisions that are 
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included in the agreement, the results show a positive impact of provision in 
PTA and GVC trade, something around 2%. But as I said, this is ongoing research, 
take these as preliminary results. 

 
 And one particular aspect is that some type of deep provisions are particularly 

important for GVC trade and some of them that appear to be important are 
precisely competition policy and investment policy. So this is, as I said, ongoing 
research that may add to this, to the point of the relationship between 21st 
century trade or trade in GVCs and PTAs. 

 
 I just wanted to end with a couple of questions perhaps to Professor Baldwin. 

One thing that we have to think is about the role of mega-regionals now and 
actually one important point to consider is what if TPP doesn’t get approved or 
doesn’t get even voted in the coming years. I think this is something we have to 
face somehow. And it would be important to think what does this imply for this 
idea of multilateralization if TPP can be thought of as a new template for trade 
agreements or will be replaced by something completely different. 

 
 And the second question and my country was cited by Professor Baldwin, I come 

from Brazil, is precisely that given the widespread--looking at how widespread 
GVC revolution is, why do some countries like Latin American countries 
including my own country still resist through this and still do it in the old way to 
use your precise expression. I mean, despite all the changes Brazil and Brazil just 
went through the changing government but discussion is still one of bilateral of 
negotiations and not of unilateral change in terms of approach. 

 
 And I’m citing Brazil because it’s my country but there are many times we were 

discussing at the World Bank yesterday perhaps the Global Value Chain trade 
actually is trade among like 40, maximum 50 countries. So, how to think about 
the rest of the countries that have high and complex tariff structures that 
frustrates the formation of GVCs. I will end here. Thank you. 

 
Bradford Jensen: Good morning. So I thought that was a very interesting presentation and I’m just 

going to paraphrase what I understood of it as a launching point for my 
discussion. And, let me say that I buy the story that this ICT Revolution, the 
second wave of globalization, lowered trade costs that in conjunction with these 
very large wage differentials between the developed world and the emerging 
markets driven by factor endowments. So there’s lots of low-skill, low-wage 
workers in places like China who through the ICT Revolution and lowered 
transportation costs could be accessed by the G7 economies. 

 
 This presented an opportunity for this deal that Richard described where it 

would be factories for reform and everyone benefits. Everyone benefits from 
this deal. The emerging markets benefit because they can pursue this kind of 
export-led development strategy and the G7 benefit from much lower costs for 
labor-intensive products. And, this drives a very powerful dynamic for trade 
liberalization over the period. 
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 I think that’s persuasive. So looking forward the question that I have is, is this 
dynamic going to play out in the service sector? I’m going to talk a little bit 
about why I think it’s important that we focus on the service sector both for the 
emerging markets and for the developed economies. I’m going to talk a little bit 
about why services are different both in terms of kind of the underlying 
economics, factor intensities and factor abundance but also look at kind of the 
current state of play in terms of trade barriers. 

 
 And then leave just the question to Professor Baldwin is how is this going to 

work going forward and it’s not rhetorical. I don’t know the answer. That’s not 
surprising but what’s maybe more--I don’t even think I know the answer. I don’t 
know how this is going to play out but it looks like it might be different and 
whether we should be concerned or whether we should think that we need a 
different mechanism or different kind of momentum to pursue services 
liberalization. 

 
 So why is services liberalization important? Well, the first thing is because in the 

developing world, services productivity is terrible, it’s abysmal. The top few 
countries, that’s the OECD and developed Asia, they have labor-productivity 
levels that are roughly 10 times higher than countries like China and India, and 
lots of other developing economies. 

 
 These services, the service sector is key inputs into every sector in the economy 

be it the manufacturing sector, other services, agriculture, health, education, 
services are our key inputs into everything. So there’s low level of productivity 
in the service sector and these emerging markets is holding back growth. So this 
is a problem for the emerging markets. 

 
 Why is services liberalization important for the developed economies? Well, 

because this is the United States, this is the labor shares in the United States, we 
are a service economy. The manufacturing sector now accounts for 8% of the 
labor force of the United States. Narrowly defined the service sector is about 
50% of the labor force and lots of that stuff is tradable. And so, we can provide 
services. We have big highly efficient service sectors that can provide globally 
competitive services at reasonable prices to these emerging markets and help 
alleviate that constrain on growth. So that’s why it’s important. 

 
 Why our service is different? Well, tradable services based on the work that I’ve 

done looked very different than other activities. So manufacturing is a relatively 
low skill activity that’s why manufacturing moved from the developed world, 
the G7, to the emerging markets. It’s low skills stuff. The tradable business 
services, the kinds of thing that the United States is good at are high skill 
intensive. If you look at workers in tradable business services, they’re twice as 
likely to have a college degree as workers in the manufacturing sector. They’re 
more than twice as likely to have an advanced degree as workers in the 
manufacturing sector and this is high skills stuff. 
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 And, the developed economy has historically been skill abundant. So these 
bubbles are educational attainment for 60 to 65-year-olds, people in the peak of 
their earnings, peak of their careers. The United States is a notable outlier in 
terms of educational attainment. The big emerging markets historically have 
had much lower educational attainment. That’s why China and in a much lesser 
degree but India had been recipients of these factories. They’re low skill labor 
abundant. They have comparative advantage in those activities. 

 
 And so for services if services are high skill intensity, how is this trade going to 

work? Is there the reform for factories trade? I don’t know. Factor abundance is 
changing. This is 60 to 65-year-olds. If we look at the green dot, that’s 25 to 30-
year-olds. The big emerging markets are doing a fantastic job of raising 
educational levels among their young people. But it’s still--I don’t think it’s going 
to flip. So I think that the G7 are going to continue to have comparative 
advantage in these services. 

 
 So what’s the trade? What’s the trade? It’s not that if you reform, you’ll get all 

these business services, the factories, the business service factories aren’t going 
to move to your country. They’re going to stay in the G7. So what’s the trade? 
We have to make an argument that, “Well, you need our services to grow more 
to grow faster, to grow better.” But it looks to me that there’s a problem in the 
negotiating dynamic. 

 
 And then the last fact that--I don’t know that this is different but I think it’s a 

problem and that is that there was a big asymmetry in trade policy on services. 
So, if you look at the developed economies, if you look in the lower right hand 
corner and the United States is the farthest out, the developed economies have 
relatively low barriers to services trade. Already not that they’re low but they’re 
relatively low. If you look at the big emerging markets: India, China, Indonesia--
they have relatively high barriers to services trade. 

 
 So again, I don’t see what’s the deal? What’s the trade? We’ve unilaterally 

liberalized. What is the negotiating dynamic that it’s going to bring the big 
emerging markets to lower their services barriers? And then as Richard said, it 
needs to be deep. These aren’t tariffs. This isn’t tariffs. It’s not one thing, what 
number we’re going to move, it’s a complex mix of a range of regulations and 
policies including--and this is from the OECD Services Trade Restrictiveness 
Index, the gold bar, the big gold bar, that’s not direct services impediments, 
that’s impediments on foreign direct investment in China. So it’s this bundle of 
things that Richard talked about that need to be negotiated down. 

 
 And as I said, I buy the story for the Global Value Chains in the manufacturing 

sector and how it developed this powerful dynamic for liberalization. My 
question is, will it--and I don’t know and I don’t even think I know the answer, I 
like to hear Richard’s thoughts, will this dynamic work in services? So thank you. 

 
Adam Posen: Thank you Brad, thank you José and especially thank you Richard, this has been 

a pretty sensational discussion, very far-reaching and far thinking. I guess before 
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we open it up to our audience, which has many distinguished experts in it as 
well, I would like to see if Richard has a response at all not in a bad way, I mean, 
just genuinely has he thought about the question that Brad has raised? And if he 
also has some--any thoughts on José’s point, which is why does Brazil, from 
political economy perspective, why do they persist in the old model? I mean just 
briefly, do you have any thoughts on either of those and start discussing and 
raised some pretty profound questions. 

 
Richard Baldwin: Sure. So, let me, on the services, I would distinguish sharply between, what you 

might call infrastructure services in which--or services that help them export. 
And there, I think, they are embracing liberalization especially the ones that are 
most participating. Some of the other business services were essentially are 
competing is old fashioned protectionism that they’re trying to protect the local 
producers from competitive foreigners. I haven’t thought that through but I 
think it’s essentially the same problem we had with liberalizing textiles and 
garments. 

 
 There are some jobs, people locally control the policy, they do not want 

competition for foreigners and somehow I know they have to find an exchange. 
But as you pointed out, first of all, it’s not really two-way trade in these business 
services at least not right now, so I don’t have any solution to that. I would 
guess that it’s just not going to happen. 

 
 Maybe you could wrap it up in stuff like TPP and so you make the whole 

package, take it or leave it and therefore you get to add in a few things. But 
certainly, it’s not going to be self-balancing. Maybe a TiSA kind of thing could be 
more self-balancing but when you get the countries, I think it’s more like trying 
to get people to liberalize textile and apparel with nothing to offer in exchange I 
guess. I don’t know. 

 
 But on the infrastructure services, I think it’s all part of this nexus and that they 

really do want to have excellent express mail, air cargo, telecoms, board 
clearance services, letters of credit so that they have a big incentive to get these 
pro export services liberalized and there I think the logic, the factories where 
reform is working. 

 
 And then, on the Brazil-- 
 
Adam Posen: Brazil is an example. 
 
Richard Baldwin: An example, yes. 
 
Male Speaker: Yes, thank you. 
 
Adam Posen: Although it certainly applies to Brazil. 
 
Richard Baldwin: As some of you will have astutely noticed, there’s a third constraint to 

globalization, which is the high cost to face-to-face. And, in my view, the reason 
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that Global Value Chains have been so geographically concentrated in the 30 or 
40 countries you are mentioning is that it still requires people to move to keep 
the networks, international networks moving. So, the companies preferred to 
have offshored facilities clustered somewhere and preferably somewhere close. 

 
 So you see Germany doing a lot of their offshoring to Central Europe even 

though the wage is so much higher in Central Europe than they would be say in 
Turkey or China, and you see the US doing a lot of it in Central America 
especially Mexico even though the wages would be even cheaper in China, 
although they do it in China as well, and the same with Japan. So there’s kind of 
a regionalization because I think this face-to-face cost are still very high. 

 
 And then, you have the clustering thing. So, if you don’t get into the cluster and 

the cluster starts growing, so I think that’s why countries like Brazil are a bit left 
out. So even I think they did all the right things, they still might not get the 
Global Value Chains. And then, if you aren’t going to get the Global Value 
Chains, why change all the policy? So that’s how I would explain what’s going 
on. 

 
Adam Posen: Wow! That is a far more charitable interpretation of Brazilian Trade Policy that 

we’ve heard in sometime. Geography is destiny and that’s it. 
 
Richard Baldwin: Distance matters differently for things. Once you put something on a boat, it’s 

not all that different whether it goes 1 day or 10 days. For ideas, it’s over the 
internet. Distances, irrelevant time zones matter a little bit. But for people, it 
really matters. One day trip and further out matters a lot. So I think it’s really 
the cost to moving people. 

 
 But I’m very much a believer that if a particular reform would create lots of jobs 

and rapid growth, people would change their minds and do it. It’s just that if you 
tell them change--it’s the fungus theory of development is if you keep it warm, 
damp and dark, it will grow. All you have to do is have the right policies and it 
happens magically. So, if it doesn’t look like it’s going to happen, the people 
won’t do the policies I think. But once it’s clear, it’s going to happen, then it 
goes. So that’s my--and that’s true, I am an optimist. 

 
Adam Posen: No, it’s great. We have a forward-looking fungus theory of development. This is 

progress. So now, let me open it up to comments. Here’s a mic in front, there’s 
a standing mic in the back. Please wait to be identified or acknowledged rather 
and then when you head to the mic, please identify who you are first and please 
there. Ann, the mic is coming to you. 

 
Anne Krueger Thought you want me to go back, apologies, Anne Krueger. Obviously, it’s a 

good presentation and obviously, you’re doing great work and I hope and look 
forward to reading your book. That said, then I’ve got a couple of questions. 

 
 The first of which is, how could this factor be so important as you make it, when 

for example I think I don’t know very many countries where foreign direct 



18 

investment has been more than about 2% to 3% of GDP. There are few but not 
very many. Korea in its industrialization had 0.1% of GDP. Japan of course had 
almost none but we’ve had other countries with that and I’m that a little bit 
hard to take as the whole explanation to add it as a factor and to add as there’s 
something as moving things forward, I quite agree. But I’m afraid there’s a little 
bit of oversell and that bothers me because I’m quite sure that lots of people 
will decide that their countries can identify, which infrastructure or which 
whatever will do it and they can get back into the dirigiste game when that is 
one thing that doesn’t work. 

 
 I think I could go on about that. I was going to raise some of Brad’s questions 

with regard to services. Although I think more services are implicitly are tradable 
or important for comparative advantage than you do because things that were 
in manufacturing earlier had become services. You outsourced janitorial 
services, they’re now more efficient. You outsourced the electronic repair 
services and so on and so forth. Some these things weren’t. 

 
 But secondly, and this is minor but a quibble, you commented on the European 

Union having been successful because of that. In 1948, the best number I can 
find for tariffs in Europe on manufactures were about 45%. Transport costs at 
that time were 20% FOB value about. That said, they came down. Why do you 
attribute the European Union to go to value chains when indeed so much of it 
and the growth period was the period of tariff reduction? That’s really more in 
question. As I said, I don’t really think that is unimportant. I just don’t think it’s 
quite as much of the story as perhaps one has to make in order to sell it. 

 
 Final point, there are some services that developing countries can and would 

sell. The Mexicans really wanted to get construction services in the NAFTA, did 
not succeed but construction services are one where there can be big exports as 
Turkey has proved in the Middle East and in other cases. Thanks. 

 
Adam Posen: Thank you, Anne. Does anyone want to respond? 
 
Richard Baldwin: Sure, yeah. So, let me just thank you for the skepticism and of course, there’s an 

element of hype to the Global Value Chain Revolution. But every group of 
economists, every generation of economists, every generation of policymakers 
has to get excited about a new set of terminologies. I think yours was outward-
oriented and that got a lot of people excited. 

 
 So, we all need a new buzzword to get--you walk into the ministry and say, 

“Well, I have the new thinking and this is going to help.” So, I’ll admit 
immediately that there’s some hype to the Global Value Chain sort of stuff. 

 
 On your specific point about the FDI, so FDI as you’re measuring, it is a matter of 

capital flows and I think much of the impact of this Global Value Chain isn’t 
really through capital flows. And in fact, lots and lots of it doesn’t involve any 
ownership whatsoever. So, Apple is setting up the production of all sorts of 
electronics in China without moving any capital there. What they’re moving 
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there is the know-how. And what we can’t measure very easily is the know-how. 
We can measure the impact of it. 

 
 So to me, the sort of magic elixir isn’t the capital, therefore, the fact that the 

capital to GDP ratio inflows are small isn’t an indication that it’s not important. 
It’s really the know-how, not the capital. 

 
 The second thing is it’s dangerous. It is absolutely dangerous. There’s no doubt 

about this. But I would point out that essentially instead of a country like Korea 
deciding we need a car industry, therefore, we need to close off the car 
everything and then start moving up. Essentially, this is very micro clustered 
policies. So this book, Making GVCs Work for Development, one part of the 
element is how do you get into a Global Value Chain? Which Global Value 
Chain? Which parts for instance? 

 
 So really, although it is something like dirigisme, which is that didn’t work the 

first time or actually worked, was tried a hundred times and worked four. This is 
really very micro, micro, micro. So, it’s less subject to capture. If it doesn’t work, 
you haven’t lost huge amounts. You’re just trying to get one more stage of 
production, which is really just one factory so that sort of neo cluster policy or 
the neo industrial policy is intrinsically small or what I like to say is it’s turned 
the big push of development industrialization into a bunch of small nudges. And 
each one of those small nudges is less difficult. 

 
 It’s almost like when you develop a new subdivision or a new suburb. You can’t 

just hope the houses gets built. Somebody has to actually say there’s going to 
be schools, lay out the roads, put in the sewage, connectivity, the electricity and 
then the whole thing comes together and everybody was happy it come 
together but somebody had to plan that. And this is like that but at a much 
lower level, so I think it’s less dangerous. 

 
Adam Posen: Richard, I’m going to cut you off there. 
 
Richard Baldwin: You cut off, okay, keep going, right. 
 
Adam Posen: Because this is--we got all--it’s a very exciting topic so we have a lot of 

questions. Brad, did you want to comment on this briefly? 
 
Bradford Jensen: Just real quick on the FDI point, so I think the FDI in this deeper integration that 

Richard talked about, it does change the dynamic. I think it accelerates the 
technology transfer and in addition based on some work that I’ve done with 
some political sciences colleagues of mine, it changes the politics here in the US. 
So if US multinationals have foreign direct investment in the country, it changes 
say their anti-dumping behavior. So that leads, that accelerates this openness. 
So I think FDI does matter and this deeper integration does matter. 

 
Adam Posen: Great! So, I’m going to group--calm down. I’m going to group questions. This is 

great. We’ve never had this, so fun. I mean, minor things like Brexit, European 
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crisis, they never get this kind of attention. So, trade is good. I’m going to group 
questions in pairs. So Glen and Kim, and then that gentleman and at the back 
mic. 

 
Glen Fukushima: I’m Glen Fukushima the Center for American Progress. I was very, very 

stimulated by your talk in part because from ’85 to ’90, I worked at USG on US-
Japan Trade Negotiations, mainly good some services. 2005, I joined Airbus and 
I worked at Airbus, and my former US government colleagues accused me of 
being a traitor but I think your research will help me to explain to them that in 
fact that’s not case. 

 
 Anyway, my question is the following. I’m very interested in the Trade Policy 

implications of your research. I’d like to know if the US trade negotiators fully 
understood the implications of your research, what should they have done on 
TPP that they didn’t do? Can you critique TPP from the standpoint of your 
analysis? And the second part of that question is, to the extent that factories 
have become so important in this area of Global Value Chain, is it the case then 
that people like Bernie Sanders are right in saying that it’s the corporations that 
are benefiting from these agreements? And in countries like Japan where 
there’s a close identity between firms and employees, it may not be such a 
major problem but in a country like the United States where there’s a huge 
disconnect between corporations and workers, doesn’t it create a real problem? 
Thank you. 

 
Adam Posen: And, Kim before our guests respond. 
 
Kimberly Elliott: Kim Elliott with the Center for Global Development and I wanted to get a little 

different talk on the Trade Policy implications and just push a little bit on how 
important really are the preferential trade agreements in this? Because the 
deep reforms that you suggest are required, it seems to me that the 
governments are not committed to that anyway. It’s not really going to happen, 
it’s not going to be effective and I don’t think an outside trade agreement is 
really going to be. And there’s been very little dispute settlement under any of 
these things. 

 
 And connected to that, just empirically, of course, China has been at the center 

of all these Global Supply Chains and it’s not a party to any of these, at least any 
of the north-south RTAs. So how important really are is the TPP or any of these 
agreements or--and sort of--what’s the role are they really playing? 

 
Adam Posen: Thank you. José, Richard, anybody? 
 
Richard Baldwin: So let me critique TPP. I think TPP was written to underpin Global Value Chains 

and I think it’s exactly what was needed. I think that--so there is no critique 
from the Global Value Chain. As what it’s about, it’s to underpin American 
Global Value Chains in Asia and it would point out that Japan already has deep 
trade agreements with all its offshoring partners. The US doesn’t. So TPP has let 
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the US catch up to the deep agreements that Japan already has. So, that’s the 
way I view that. 

 
 On the factories and the workers, that’s a very tricky thing. So, yeah, I’m a little 

afraid what my things will be misrepresented but it definitely broke up the 
team. So, in the old days, G7 labor had a monopoly or quasi-monopoly on G7 
technology because they could not leverage it abroad because it was not 
feasible because of high communication cost. Now, it is. So, firms are taking 
firm-specific knowledge and leveraging it with workers abroad. It is a non-rival 
factor so they can leverage in both places. They don’t have to decide. It’s not 
like the capital it’s here or it’s here, it can be in both places. But I think it has 
disrupted the team and that will cause social--it is causing social problems and 
to a certain extent, that’s the bit of the hollowing of the middle class. So that is 
an issue as tricky. 

 
 How important are RTAs? I think I accept your point that really they have to 

make the change. But after all, this is what they want to do and the RTA is 
essentially a package and also sort of the template that comes whether it’s from 
Japan or the EU or the US. That template tells them more or less what they have 
to do if the factories are going to come and it’s all together in a package, and 
everybody coordinates that’s going to happen but they’re doing it for their own 
benefit. They’re doing it to get the factories. So, once they changed it, then 
they’re rewarded and they’re happy to do that. So, I think it’s really a packaging 
thing. 

 
 China is different. China is completely different on this stuff. They have a billion 

people with double digit income growth for a couple of decades. They can play 
all sorts of games that most countries can’t. So when it comes to Global Value 
Chains, just forget about what China did or once you get a billion people and 
10% income growth for 10 years, come and talk to me. We’ll see if it’s relevant. 
But China is really different. They have this 9% tariff they could go back up to on 
most things. They have an enormous market if the people want to be in and 
they can force kind of--or induce things that other countries can’t. So they do 
not have to sign a bilateral Free Trade Agreement in order to get the offshored 
stuff because of the size of the internal market, same as true of India. 

 
Adam Posen: Great! José, do you want to come in on this? 
 
José Guilherme Reis: Yeah, sure. I mean, first I agree. I think that this mega-regional initiatives are at 

least in part, a reflection of the lack of progress in the Doha Round and an 
attempt to try to accommodate the new trade. So, from this point of view, it’s 
the trade in GVCs that is trying to--and from this point of view, is that I referred 
to TPP perhaps as a template because it’s really--it’s an attempt to 
accommodate the 21st trade century. 

 
 On PTAs, I still think they are important. They generate incentives. What we get 

from the countries that are currently negotiating the TPP is a lot of the demand 
about the impacts and about doing reforms actually. This is what we are getting. 
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So, I understand the point and I mean, there are definitely doubts how much of 
this can really be an incentive for countries to undertake reforms. But in 
general, I think that they are aligned with good incentives. 

 
Adam Posen: This gentleman here and then at the back mic. 
 
Will Martin: Thank you. Will Martin from IFPRI. Thanks very much for great presentations. 

Richard, question, a lot of the buzzy talk about Global Value Chain seems to 
focus on strategic links and market power, and how you can exploit the other 
people in the value chain. And I just wonder what your response is to that sort 
of alternative narrative, which is related to, to the earlier one where the first 
unbundling was an opportunity to lock developing countries into production of 
raw materials and destroy their industries and so on if you had any views on 
that earlier narrative as well. 

 
Adam Posen: Thank you. And at the back mic. 
 
Scott Miller Thank you. Scott Miller, CSIS, beyond asking about purchasing your book in bulk, 

Professor Baldwin. I’d like to pull on two threads you referenced. The first is the 
notion that the GAT and what’s going on in Geneva maybe an obsolete business 
model and that maybe why things aren’t happening as we expect. But second, 
you noted two sort of dead ends, the dead end for which countries is pursuing a 
nationalistic trade or industrial policy, the dead end for poorer countries is 
pursuing import substitution industrialization. 

 
 It seems to me that those two strategies encapsulate precisely what’s going on 

or has been going on or not going on in Geneva since the launch of the Doha 
Round. Given that--let’s assume those aren’t the dead ends, why should we 
expect any different outcome in what’s going on in multilateral process and how 
do you fix that? Thanks. 

 
Adam Posen: Thank you. They’re in the middle seat, right. 
 
Richard Baldwin: So Will, I think you put some words in my mouth that I’m not totally 

comfortable with, let’s put it that way. But let me answer it a little bit broader 
and a quip that I’m quite fond off. So the word GVC is deeply flawed. In fact, I 
think it’s two misunderstandings wrapped up in a misconception. I hope you like 
that. Because it’s not global, they’re regional. These production networks are 
regional. There’s factory Asia, factory North America and factory Europe. 
There’s so far no factory South America and no factory Africa yet in a big way. 

 
 The second is that there are no way a chain. Chain is linear. And this is at least a 

matrix, an input-output table. So, it’s regional production networks and it’s not 
about value. That’s a concept that came from business schools about a company 
where success in a value chain, Michael Porter kind of value chain is that you get 
more than value added and that’s what this discussion up and down. 
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 But really in the context of countries, it’s about more good jobs. So we really 
should call them regional production networks hoping to get more good jobs 
but that just doesn’t have that GVC Revolution flare to it. So that’s that--I don’t 
think it’s about grabbing value. I think what really is going on if people want 
more good jobs and as the discussion said, that’s a win-win sort of thing. 

 
 On the GAT or the WTO, this is all relatively sad for the WTO and it has not been 

advancing and I think many of the WTO’s problems, in particular, the Doha 
Round’s problems were due to the GVC Revolution because the countries 
removed the tariffs that were supposed to be negotiated. They did that 
unilaterally or in the context of RTAs so there was no negotiating power left. 

 
 And we could talk about this a long time, but what I think is going to happen is 

the world will end up with three pillars of global trade governance. One will be 
the WTO, which is governing 20th century trade and the stuff as it cross the 
border basically Marrakesh Agreement from ’94 without much modification. 

 
 The second pillar is the set of bilateral investment treaties, thousands of which 

there are its own jurisprudence, its own court that is operating by itself. And the 
third one will be the mega-regionals if TPP gets done and TTIP, that will create a 
third pillar governance to underpin Global Value Chain disciplines and I do not 
think those will go back to the WTO for exactly the reason you said. There’s only 
30 or 40 countries who are really interested in it and there’s 100 and so, 150 of 
them in the WTO, so they’re blocking it. And despite what happened in Nairobi, 
it’s been very, very hard to get any discussion about new issues or 21st century 
issues. So, I am not very hopeful for that. 

 
Adam Posen: No response to Scott Miller’s comments? 
 
Scott Miller: I’m good, yeah. 
 
Richard Baldwin: Yeah. 
 
Adam Posen: Oh, okay. Scott is happy. That means he’ll buy two boxes of books. So, Caroline 

and then this gentleman in front and then we’ll go back to the back mic. 
 
Caroline Freund: Caroline Freund, Peterson Institute. I buy a lot of what you’re saying but I have 

some concern with the way it’s being expressed here. If I was from labor, I 
would have heard things like win-win, everyone benefits, moving factories, 
trade agreements are about big business. And then, in your response to an 
earlier question, you made the point that this is in part responsible for the 
hollowing out of the middle class in the US. 

 
 So, my question is, how do we manage this in the short run because education 

and training take a long time to take hold, so how do we manage this, this 
process in a short run and how do we talk about it as trade economists so it 
doesn’t sound so academic in terms of who wins and who loses? 
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Adam Posen: Great! And now, thank you, Caroline. This person in front. 
 
Philip Schellekens: Philip Schellekens from the World Bank. My question is about the developing 

countries particularly those that have not been part of the GVC Revolution yet 
and the question pertains to what’s around the corner? We talked a lot about 
the revolution until now but what is going to happen over the next 10 to 15 
years in terms of new forms of automation? We in fact have a collision of a 
couple of megatrends. We still have very rapid demographic growth in 
developing countries. We have a rapid pace of organization creating a need for 
urban jobs. 

 
 But then at the same time, we have these new patterns of automation, the rise 

of the robots. So to what extent are the jobs going to be disappearing to some 
extent before they can actually migrate away and countries can participate in 
the GVCs? Industrialization in the past was not a development model but it was 
the development model. To what extent that will be different in the future and 
most importantly, what is the alternative for these countries? 

 
Adam Posen: Yeah. And before you answer that, I mean, that in a sense, it links back to 

Caroline’s issue of the framing. I mean, to be very depressing for a moment, you 
can imagine a perfect storm where stuff is--it's is seen as moving offshore in the 
sense that Caroline meant and you have a very resentful non-adapting group of 
workers in the rich countries. But yet in the poor countries, if the growth is 
potentially in services as Brad says, they need a different kind of investment 
upfront and as World Bank President Jim Kim has been talking about the extent 
of stunting another deficiencies in human development may make it actually 
harder to go up the ladder and services for developing countries than it was to 
say--be a bobbin boy in 19th century Britain. 

 
 So, just to be really depressing. Richard, you can optimize--optimist lift me up 

from this. 
 
Richard Baldwin: Right. So then Caroline, just adapt European social policies here in the United 

States and you’ll be okay. 
 
Adam Posen: Yes! 
 
Richard Baldwin: That’s the only thing you could do. But it’s absolutely sure that this is 

fragmenting production teams. Globalization is operating with a finer degree of 
resolution on the economy since it’s affecting competition stage by stage and 
occupation by occupation, whereas before it was sector by sector and skill 
group by skill group. So the globalization policy has to be more nimble, finer to 
capture that winners and losers, and there’s not a big appetite for that in the 
United States. So I don’t know what to say here about that. 

 
 How to talk about it? I think actually, you don’t want to be too clear. It depends 

what you want to do. But if we are very clear about what’s going on, there could 
be a lot of people who would like to try and stop it, let’s put it that way. So I 
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don’t know how to do that. To come back to that, sort of in some sense, this 
can’t be stopped. 

 
 So what I like in analogy the Kuznets cycle in the 19th century, a similar type of 

globalization happened. Much of the globalization in the 19th century was more 
goods crossing borders so countries could exploit their comparative advantage. 
But across the Atlantic Ocean, there was an enormous move of sources with 
comparative advantage. Europe had too little land and too many farmers, and 
America had too much farmland and too little farmers. And, there was a flow of 
farmers from Europe that arbitrage the difference as long as sluice gate was 
open, which was immigration policy and that went on, it was very specific, it 
created a boom in the US, not boom other places and then it was eventually 
shut off. 

 
 Think about knowledge flowing from high-knowledge poor-worker countries to 

low-knowledge poor-worker countries but through the internet and it’s difficult 
to control it because the countries who could potentially stop it, the rich 
countries have embraced openness and the countries who are receiving it don’t 
want to shut it off. So I think it will continue going and I think it will be relatively 
disruptive to labor markets in rich countries all together. 

 
 Demographics, urbans and robots, what’s around the corner? I’m not sure if 

you’re going to like this one either. So, the last chapter of the book talks about 
the third unbundling, which I think is the separation of labor services from labor. 
So, as really good substitutes to being there, advanced virtual presence on one 
hand allows you to export brain services without being there. They’re not that 
far from holographic telepresence. They have beta versions of this. It just has to 
get cheaper. And then, people could provide brain services remotely whether 
from north to south or south to north. 

 
 And then, on manual services, it’s tele-robotics, which is essentially you have a 

robot that can clean hotel rooms in Oslo, but it’s steered by somebody sitting in 
Kenya. So, it’s remote intelligence, not artificial intelligence. And that I think will 
be very disruptive, many service sector jobs in the rich countries, which are 
protected by the need for the provider and the consumer to be in the same 
place at the same time, will be changed by telepresence or in telerobotics, so 
that, I think, will be even more disruptive. 

 
Adam Posen: Great! José, Brad, do you want to add anything to this? 
 
José Guilherme Reis: No. 
 
Adam Posen: Okay. 
 
Philip Schellekens: What about developing countries? 
 
Richard Baldwin: Oh, developing countries, so I think all this is good for the developing countries 

and especially if it becomes easier to spread the factories further into Africa and 
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South America for example. I think the GVC Revolution will spread 
geographically as virtual presence gets better. So, ultimately, there’s still this 
enormous imbalance between know-how per worker around the world and 
GVCs are arbitraging in that. And so, I think it will continue going on rising wages 
in China, China will start to offshore stuff to East Africa. And I think it’s kind of 
going to spread. So, it’s a relatively good thing I think for developing countries. 

 
Adam Posen: José. 
 
José Guilherme Reis: Now, very quickly on Caroline’s question, she introduced herself as Peterson 

Institute but for me she is still World Bank. 
 
Adam Posen: No, she’s not. She’s employed and paid by the Peterson Institute, so please 

don’t say that. 
 
José Guilherme Reis: Okay. But the question that she poses is World Bank question to me and I think 

it’s basically--I mean, if you discount the hype as Richard is mentioning, I think 
that the questions for development are still there and are pretty much the 
same. I mean, the discussion is still about the education and skills and 
infrastructure, the rules of law and minimum conditions to do business. 

 
 So, the way we see and the way we are approaching is that GVC posts an 

opportunity for countries. And more importantly for us that we are working 
with developing countries. And hence, my question, the question that I pose, I 
mean, it also--we can think about that within the developing countries, which 
countries can benefit and if the past strategies focus only on large countries, the 
India, China, Brazil, et cetera, now you have an opportunity for small countries. 
It’s a pity that Anabel is not here. If she were, she would tell us about the 
experience of Costa Rica linking to Global Value Chains. 

 
Adam Posen: Okay, great! Now, back to the back mic, please. 
 
Sherry Stephenson: Thanks very much. I’m Sherry Stephenson, ICTSD. Thanks panel, very 

fascinating. A quick question to Richard, you haven’t mentioned at all what 
McKinsey has been talking about lately, which is the possible shortening of 
these integrated production networks. And, is that taking place, will that have 
any implications for the conclusions that you drew in your book and that you’ve 
talked to us here today? Apparently, they become quite complicated and hard 
to manage, and costly and there is apparently some retracting. I’m not certain 
but that’s what the rumor has. 

 
 And then, a couple of comments quickly on services. If investment is what’s 

driving the decisions in the creation of location and value chain services is 
certainly what keeps them together. It’s the link. It makes them happen. So 
they’re actually absolutely essential which is why I’m surprised that the World 
Bank study didn’t highlight services together with investment and competition 
policy. But, nonetheless, I think in the services context, really important to look 
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at them not as we have tradable services and then we have potentially tradable 
and then we have non-tradable. 

 
 Actually, our world, I think Anne’s point is really good in this context, which is 

that all services really Bernard Hoekman and Patrick Logue seemed to make the 
same points. It’s that they can potentially be viewed this is tradable because 
they are incorporated into other products that are traded. And so, when you 
look at the world in value-added terms, services now represent 50% of world 
trade because they are incorporated into so many products that are traded, 
every single product that is traded, that’s what servicification is all about. In that 
kind of-- 

 
Adam Posen: Is there a question here? 
 
Sherry Stephenson: Yeah. So, the question is, I think in terms of India and China, they’re kind of--the 

dichotomy is between those services that are highly skilled and those services 
that are low productive on their local economy, and I think the picture is 
changing. So, India might be proposing a Trade Facilitation Agreement for 
services to the WTO soon whether that will go anywhere or not remains to be 
seen but I think their interest in the picture is changing. 

 
 My concern and that question is in this context is not with India and China. It’s 

with all the other countries that are left out of the value chain picture and we 
didn’t hear much discussion about the implications for those countries, and 
those are really the ones I think where the development implications are the 
most severe. 

 
 So my question to Brad, Richard and Reis is, what do you say to those countries? 
 
Adam Posen: Next question please and that will be the last one. 
 
Lucian Cernat: Hi, my name is Lucian Cernat. I’m the Chief Trade Economist at the European 

Commission, in town for other things but happy to be here for this interesting 
discussion. 

 
 We did not coordinate but really my question follows right after what my 

predecessor said here. On those services that are actually exported as part of 
goods because I think Brad made a very compelling argument in favor of 
services as the driving force for the next wave of globalization. But here’s my 
policy question. I have this profession information. I translate beautiful ideas 
into policy question. 

 
 So, if services are such a huge share of anything that we trade in containers is 

40% of the value of a car, ask Ray-Ban, Cisco, how much software they put on 
their products. Why do we charge these services embedded in products, tariffs, 
every time they are traded around the world? Why TiSA doesn’t cover trade and 
services that are part of goods? Some people call that modified services trade, 
which is probably another way for the WTO to move forward. So that’s my 
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question. For countries like the US, like my own constituency back home, why 
aren’t we more forward-looking in terms of putting as part of the WTO or as 
part of bilateral Free Trade Agreements? An initiative that will actually give new 
wings to the core comparative advantage of countries like the US and services 
no matter if they are traded directly under GAT or in a box. Thank you. 

 
Adam Posen: Okay, thank you. So that will be the last question. So I’d suggest Brad as doctor 

services goes first then José picks up only what do you say to people other than 
China and India, then Richard gets the last word on whatever parts he wants. So 
Brad. 

 
Bradford Jensen: So, why are we not talking about liberalization of tariffs on embodied services in 

goods trade? I don’t know the answer to that. I guess I’m still trying to get 
people to pay attention to direct services trade. I don’t think enough policy 
attention is paid to that. I don’t know that conceptually, it would be that what 
we would buy. So, if I were advising Trade Policy officials, I don’t know that I 
would say that that should be a priority. I think that priority should be on the 
stuff that is direct service exports that has the most potential to impact the 
development in the emerging economies and where we, the developed world, 
have the most comparative advantage. I think we need to liberalize that. 

 
 The goods trade, I guess I don’t get it. And the concern about policy 

impediments to embodied services trade, I’m not sure I see the issue. 
 
Adam Posen: Very good. José? 
 
José Guilherme Reis: I mean, this is the book that I was referring to, so now you can see it. And in this 

book, what we-- 
 
Adam Posen: World Bank was offered the chance to distribute copies today or copies of the 

executive summary they chose not to. So it’s available on the website. 
 
José Guilherme Reis: On the website--but I mean, the question on what to do with the other 

countries I think is a crucial one. The way we approach it is actually there are 
different challenges for the countries. If we see Global Value Chains as an 
opportunity, some countries are completely out of the game and what they may 
want to is to connect to Global Value Chains. And so, in this regard, we try to 
come up with some suggestions, some alternatives for these countries. 

 
 The good news as I said before is that with Global Value Chains, you don’t need 

to bring the whole industry to your country so you can actually do parts of it, 
parts of the Global Value Chain Trade. And so, this is one opportunity for these 
countries that may bring later as some of the countries that are already involved 
in the Global Value Chain Trade are doing is to upgrade in the value chain. So we 
see different challenges for different countries and they require different 
policies definitely. 

 
Adam Posen: Thank you. Richard? 
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Richard Baldwin: So, let me pick up on the shortening of the international production network 

point or sometimes as called reshoring or advanced manufacturing and things 
like that. And, if you will give me a few minutes to sort of lay out a little 
framework of why it’s so confusing. 

 
Adam Posen: We have three minutes. 
 
Richard Baldwin: Three minutes, yes, well, very quickly then. ICT has two bits, which is 

communication technology and as communication technology advances, it 
becomes easier to fragment production, disperse it and keep it coordinated. So 
as ICT, as a CT advances, we get more offshoring. As IT advances, Information 
Technology, it becomes easier to automate tasks and therefore we put more 
tasks together. Those production processes become more skill-intensive and 
more capital-intensive, and therefore more naturally put into the rich countries 
or stay in the rich countries. 

 
 So there’s this example last week of Adidas eventually now for the first time in 

20 years producing shoes in Germany or more precisely robots are producing 
shoes in Germany and the whole thing is that it’s fast fashion. They can in a 
week or two get the things out. 

 
 So, I think there’s elements of it in certain types of industries, it is leading to 

reassuring because automation makes it more of a G7 comparative advantage 
kind of thing. But in many, many other industries, that low cost labor is still 
going to keep it going. 

 
 So, I think there’s a separate point about the risk, which we’ve seen with 

floodings and Fukushima and stuff like that, so people are a little bit more 
worried about especially single point failure kind of thing. But I think it’s not 
obvious which way it’s going to go because we have some--increasing the 
benefit of it and sometimes increasing the cost. So I’ll just stop there. 

 
Adam Posen: Well you have another 80 seconds if you want. 
 
Richard Baldwin: Okay, 80 seconds and I’ll pass. 
 
Adam Posen: Well, that’s great Richard. Joking aside, you’ve covered an incredible range of 

ground. We’re very grateful. 
 
Richard Baldwin: Thank you. 
 
Adam Posen: And, we look forward. I think we have a negotiated agreement that the 

Washington Premier of your fabulous new book, The Great Convergence, will be 
here in November. 

 
Richard Baldwin: Sure. 
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Adam Posen: And we’ll look forward to inviting everyone back at this time. My thanks to the 
World Bank’s Trade and Competitiveness Global Practice and congratulations in 
their new book, hold up the book, José. 

 
José Guilherme Reis: There you go. Thank you. 
 
Adam Posen: That’s fine.  
 
José Guilherme Reis: Oh, it is? Wow!  
 
Adam Posen: Making Global Value Chains Work for Development, please download it from 

the Knowledge Network at the World Bank. Thanks to our colleague Brad, but 
especially thanks again to Richard Baldwin. This meeting is adjourned. 

 
 

 


