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THE SERVICES “REVOLUTION”

SOURCE: PRIMO BRAGA (1989)

Services at the core of wealth creation The meaning of a services-intensive economy...

e \e rtical complexification (SpeCia|izati0n) Of do modelo aqui apresentado podem sugerir, o mundo do futuro ndo serd uma
. . grande barbearia acoplada a um enorme McDonald’s. Pois ainda que o cresci-
prod uctive structures requires more

mento do emprego nas areas de servigos de mao-de-obra de baixa qualificagdo

1cti ; e de servigos de consumo em massa possam chamar a atengdo por sua di-
SOphlStlcated.SUpport Services (R&D’ HR' mensdo quantitativa, ndo é nestas dreas que a Revolugao dos Servigos terd
Sales, marke“ng)n_)" seus impactos mais importantes. Serdo os servigos de pessoas qualificadas

(nas 4reas de treinamento e educagdo), os servigos de apoio as atividades
° H industriais e agricolas (seguros, financiamento, servigos legais...), e os ser-
lncreased demand for SErvices from vigos de alta tecnologia (informaética, telecomunicagdes, robética. ..) que terdo
consumers (role Of Compacks that | S o papel mais dindmico nas transformagdes que nos encaminham para a socie-

. . . dade pés-industrial (ou a sociedade dos servigos).
prod ucts combined with services of Em sintese, a sociedade pds-industrial serd uma sociedade de crescente
. . . . complexidade onde a operagao de redes (e de suas interagdes) aumentard a
malntenance; SOftwa re, tralnlng; etc-); demanda por mao-de-obra qualificada e deslocard o cerne das atividades em-

presariais da produgd@o de bens para a produgdo de “compacks”. Cabe por

¢ Key role of ICT in facilitatin g efficient fim enfatizar que esta sociedade de servigos ndo surge como algo independente
. . dos demais setores produtivos (agricultura e indistria). Uma de suas caracte-
management of information flows.

risticas centrais ¢ exatamente a diluigdo das fronteiras inter-setoriais, na me-
dida em que todas as atividades produtivas serdo marcadas por uma crescente

simbiose com servigos.
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THE INTERNATIONAL TRADE OUTLOOK

SOURCE: WTO (2019)

Chart 1: World merchandise trade volume and real GDP
growth, 2011-2020
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Note: GDP is measured at market exchange rates. Data for 2019 and 2020 are projections.
Source: WTO and UNCTAD for trade, consensus estimates for GDP.



PEAK TRADE?

SOURCES: PRIMO BRAGA (2015); CONSTANTINESCU ET AL. (2015); ESCAITH AND MIRODOUT (2015)
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Trade and GDP growth Trade-income elasticity

igure1  World trade-GDP ratio and trade-income elasticity, 1970-2015
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Noses: Merchandiee exports caly, wordd GDP and trade at constant 2005 prices; dollar figures for GDP are converted from
domestic currencies uaing official exchange rates. Long-term elasticity iz based cu 10-pear relling period from 1960-1970
Nose: Total trade 15 the sam of exports and impordsof goods and services 10 2005-2015 (2015 i based on forecasts).

Source: IMF World Beonomic Qutlonk, Sowurce: WTO and autbors: calculations




GLOBALIZATION: EVOLVING TRENDS

SOURCE: THE ECONOMIST (2019)
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Less connected

World, 2007-18 1 2007 j2018
Gross capi flows, 15"‘ g SO
% of GD |

FDI flows, 1 3" g 35
% of GDP 1
Stock of cross-border 347 % 6
bank loans. % of GDP ke i
Share of countries ﬂ?ll lmo
catching up®, %

Intermediate imports, 1717 79
% of GDP H
S&P S00 sales 447 H 46
abroad, % of total

Trade in s & $8.0 l 53 4
services, % of GDP

Multinational 30 3. na
% of all listed firms’ profits

Permanent migrants 47 sat
to rich world, m 15 |

Int]l aircraft traved, 28 53
Revenue passenger km, bn i >4
Intermational rcel S03 g 176.1°
volume, m pe B "
Cross-border bandwith.l“ > 7051
terrabits per second

“2006 T2017 *Compared with US GDP per person, growth rate at PPP
Sources: IMF; UNCTAD:; BiS; OECD; Bicomberg: IATA; UPL;, McKinsey

The Econosniist
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THE GROWTH OF COMMERCIAL SERVICES

SOURCE: WTO (2019)

The new driver of globalization Commercial services by mode of delivery

Figure A.1: Trade in goods has grown more slowly than trade in commercial services Figure B.1: Commercial presence is the most important mode in trade in services

Growth of world trade in goods and commercial services World trade in commercial services by mode of supply. 2017
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Source: WTO estimates (2019).
Note: World trade is calculated as the average of world exports and world imports.

Source: WTO-UNCTAD-ITC estimates.

Note: World trade is calculated as the average of world exports and world imports.




THE IMPACT OF GENERAL PURPOSE TECHNOLOGIES (GPTS) -Pc

SOURCES: BOSTROM (2014); KISSINGER (2018); LEE (2018)

* Typewriters vs. computers;

* GPTs and technological revolutions:

 Agricultural revolution, 10,000-5,000 BC (domestication of
animals, cultivation of crops...)

* Printing press, XV century (Gutenberg and the Age of Reason)

* First industrial revolution, 1760s-1840s (steam engine; mass
production of steel...)

e Second industrial revolution, 1860s-1920s (electrification; internal
combustion engine...)

* |CT/Internet revolution, 1970s-ongoing
e Artificial Intelligence (Al) revolution...



THE DIGITAL WORLD

SOURCES: WORLD BANK (2016); WORLD BANK (2020)
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The increasing weight of digital
The evolving digital ecosystem companies

Market value

Year Ranking Company Couniry {USS$, billions)
2019 1 Apple Unitod Statos 961.3
2 Microsoft United States Q465
= Amazon United States 216.1
4 Alphabet United Siates 8632
'86 ml"bﬂ 5 Berkshire Hathaway United States 5164
& Facebook United Siotes 5120
INSTAGRAM 152 million & 7 Aliboba China 4808
mo-s 8 Tencent Holdings China 4721
calls AMAZON 10 Johnson & Johnson United States 366.2
2015 1 Apple Unitod Stotes 7248
2 ExxonMobil United States 3565
3 Berkshire Hathaway United Siates 356.5
4 Google United Siotes 3458
5 Microsoft United States 3335
-3 PetroChina China 3297
7 Wells Fargo United States 2799
8 Johnson & Johnson United States 2797
9 Industrial and Commercial Bank of China China 275.4
10 Novartis Switzerlond 267.9
2011 1 ExxonMobil United States 4172
2 PotroChina China 3262
3 Apple United Sictes 321.1
4 Indk I and Ci | Bank of China China 251.1
5 Petrobras Brazil 247 .4
& BHP Billiton lia/United Kingd: 247.1
7 China Construction Bank China 2326
8 Royal Duich Shell United Kingdom 2281
Q@ Chevron United Siates 2158
10 Microsoft United Stotes 2133

Sources: Financial Times Tep 90 & p— Forbes Glekal 3996k The 3379 Werls's & .
Source: The World Bank Group, World Development Report 2016: Digital Dividends. 2016, p. 6, m — eery easaaton for 11, 3076, nd 2079, Ovar fomm: — S
http:/fwww.worldbank org/en/publication/wdr2016. prearessively mess impertant. " ! ! !
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HAL VARIAN, CHIEF ECONOMIST, GOOGLE

(SPEAKING IN 2013)

A billion hours ago, modern Homo sapiens emerged.

A billion minutes ago, Christianity began.

A billion seconds ago, the IBM personal computer was launched.

A billion Google searches ago...was this morning.
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AFFECTING THE WAY WE INTERACT...




THE WAY WE PLAY...

= DC
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THE WAY WE ENGAGE IN POLITICS: FAKE NEWS...

SOURCE: PARLAPIANO AND LEE (2018)

Tennessee “GOP” fake account Example of fake advertisement...

@ Army of Jesus vk Likes Page
- - D

Teday Amaricans are able lo escl a presidsnl wilh godly rmmcral principles.

Hillary s a Salan, and bar crimas and lies had proved jusl how avil she is

Who is behind this mask? A man? A woman? A terrorist? Burqa is a And even thecugh Donadd Hiump isn’T a saint by any means, ha's at lsas! an
Ponest man ancé he cares doaply 101 1This country. My vole Gooes 1or him!

security risk and it should be banned on U.S soil!

SATAN: IF | WIN CLINTON WINS!
JESUS: NOT IF | CAN HELP IT!

.
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g P % —
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4%~  LIKEAND SHARE
av IF YOU WANT BURQA BANNED
IN AMERICAY ‘

il Like @8 Comment 4 Share
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ATTITUDES FROM DIFFERENT GENERATIONS




EXPANDING ONLINE CONNECTIVITY

SOURCE: MGI (2019A)
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Online connectivity—including a plethora of connected
devices—is growing exponentially.

2008 =
Number Connected
of sernasted devices, billions

devices 26.3
surpasses
world
population

M

Population,

billions
6.3 T — — 7.8
6.0 7.3
0.5 !
2003 2010 2015 2020
McKinsey&Company Source: Cisco; United Nations
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THE GROWTH OF E-COMMERCE WILL CONTINUE, BUT...

SOURCE: WORLD BANK (2020)

Top e-commerce platforms, 2019 Expect the unexpected
3
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GVCs: SOME BASIC CONCEPTS

SOURCES: UNCTAD (2013); PRIMO BRAGA (2013C); WORLD BANK (2020)

GVCs: a definition The economics of GVCs

_ , o e * They are dominated by Northern transnational
A global value chain breaks up the production process across countries. Firms specialize in . Cs):
a specific task and do not produce the whole product. corpo rations (TN S)'

* They underscore the interdependence between trade
and foreign-direct investment policies;

, - * Their dynamism is greatly influenced by a different
M d 11 array of trade policies involving logistics, trade

‘ Bl Bt e o facilitation, technical barriers to trade, rules of origi

1 consumption acilitation, technical barriers to trade, rules of origin,
& and commercial services (e.g., transport and

distribution services);
Raw materials = 5 Parts and components = - = .
Seicosinpuls - - Seminshedgoods - | Tooon® o * Local disturbances can have global effects and they can

exhibit “tipping-point” characteristics beyond which
systemic dislocation can be orders of magnitude
greater than the size of initial shocks.
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GVCS AND COMPLEXITY: THE IMPORTANCE OF ICT AND LOGISTICS
SOURCES: EURASIA GROUP (2019), WORLD BANK (2020)

Pedego Conveyor electric commuter
IPhone and tech globalization bike produced in Vietham

S ) & =
Camera: Sony Japan Camera: Qualcomm US - ~

1.7% 27% 12% 1% 19% 2%
Seat

Tires Motor Sensors Batteries Display
& Indonesia Germany Italy Czech Republic Taiwan, China Germany
Glass screen: Coming US - (Schwalbe) (Brose) (Selle Royal)  (Gearsensor) (Hitech Energy) (Brose)

—— Chips for 3G/4G/LTE networking: Qualcomm US
bl — Gyroscope: STMicroelectronics Switzeriand
Flash memory: Toshiba Japan

Flash memory: Samsung South Korea — — Accelerometer: Bosch Sensortech Germany

— Compass: AKM Semiconductor Japan
Touch-screen controller: Broadcom US —— ~— Wi-Fi chip: Murata US

—— Battery: Samsung South Korea

LCD screen: Sharp Jpan —— Battery: Sunwoda Electronic Ching
LCD screen: LG South Korea —

i | T Audio chips: Cirrus Logic US

A-series processor: TSMC Taiwan ‘

N L-
e £ OVUPDPP

Touch ID: TSMC  Touch ID: Xintec Taiwan

4.9% 45% 0.2% 0.5% 212% 18%
Gears Belt drive Kickstand Pedais and Spokes and Brakes
Source: Eurasia Group Japan United Kingdom italy crank arms wheels China
(Shimano) (Gates) (Ursus) Taiwan, China China (Tektro)
(VP Components) (Various)

Source: Frathingham 2018
Note: Bisgram shews the pen tatal




THE ICT REVOLUTION AND GVCs

SOURCE: WORLD BANK (2020)
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a. ICT use, 1960-2017 b. Transport and communication costs,
1920-2015
120 ~ 100 -
100
30 -
80 -
Bo -
60 B
40 —
40 R
20 <0 )
0 L Ll Ll L L J L o L L] L) L] L] L ; L L L)
1960 1970 1980 1900 2000 2010 2020 1920 1930 1940 1950 1980 1970 1980 1990 2000 2010 202
- Individuals using the Intemet (% of global population) — Airfare (New York—London round frip, 1946 = 100)
- Fixed broadband subscriptions (per 100 persons) Telephone call (3 minutes, New York-London, 1931 = 100)
e Mobile cellular subscriptions (per 100 persons) - Sea freight rates (port and maritime charges per ton, 1920 = 10(
- Fixed telephone subscriptions (per 100 persons) Computers (storage cost per megabyte, 1956 = 100)

Sources: WOR 2020 team, using data frem ITU's Werld Telocommunication 1T Indicators datahase for panel 2 and hased en Redrigue, Comteis, and Slack (3877) for panel b

Note: In panel 2, data are availakie for ever 280 countries. Hehide collalar subscriptions por 180 perseas may be ever 108 as seme peeple may have several mebile phenes. In panel b,
for each indicater the cost is reperted 25 100 for the first year with da12. ICT = infermation 2nd communication tochneloyy.
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THE EVOLVING MAP OF GVCs

SOURCES: CADESTIN, GOURDON, KOWALSKI (2016); WORLD BANK (2020)

Backward GVC integration ratio: Share of foreign VA

A taxonomy of participation in GVCs embodied in a country’s gross exports

Figure 1. Backward GVC participation ratios, cross-country comparison for 2011
As a percentage of country's gross exports
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SERVICES IN A GVC WORLD

SOURCES: CERNAT AND KUTILINA-DIMITROVA (2014); WORLD BANK (2020)

Considering “mode 5” GVCs and services
* The growing importance of indirect | s Cuommm s ngonepos b S g v O
services value-added trade (“mode “E R R EREE o
5” of delivery...); .
z § 12001
e Different trade rules applying to 5 om0
mode 1 versus mode 5 (e.g., -
treatment of software); JANEEEEN = = .
* In a world where trade is s m ooV
increasingly transacted in the e ol

backward and forward componants. The QVE exports relloct exports that flew threugh 2t loast twe berders and imdicate the axieni to whith secters parbeipate
in @VEs, The OVE axports include transactions in whith 2 counlry’s axperis embedy value added that it provieusly mperted from abread (hackward 9VE

context of GVCs, this requires B L e 1 e o k8 i
special attention.
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SOME POLICY CONSIDERATIONS




SERVICES TRADE REMAINS RESTRICTED

SOURCE: WORLD BANK (2020)
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Restrictiveness Index
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Source: Borchert, Gootiiz, and Mattoo 2014.

Note: The World Bank’s Services Trade Restrictions Database covers 103 countries (79 developing) and financial, basic telecommunications, transport, distribution, and selected profes-
sional services. Data were collected between 2008 and 2010. The Services Trade Restrictiveness Index (STRI) takes on values from 0 to 100, where 0 indicates a country is completely open
to trade without restrictions, and 100 indicates a country is completely closed to trade.




GVCs: POLICY CONSIDERATIONS

SOURCE: PRIMO BRAGA (2013C)

* Business as usual is not enough. In other words, to have proper fundamentals at
macro level, reasonable infrastructure, a liberal trade policy, and a favorable
investment and regulatory climate are necessary, but not sufficient conditions.
Particularly with respect to GVC upgrading, the host country has to be able to
offer an innovation eco-system that facilitates technology dissemination and
skills upgrading. In this context, the quality of the intellectual property rights
regime is a key variable;

* Not all GVCs are born equal in terms of their implications for industrial upgrading
at country level. On the one hand, there is evidence that firms participating in
GVCs associated with machinery and equipment tend to converge more rapidly
to productivity patterns prevailing in industrialized countries than those
associated with GVCs associated, for example, with textiles and clothing. On the
other hand, targeting sectors with higher productivity pay-off will not necessarily
bring sustainable development as these sectors may not generate enough job
opportunities to unleash substantive structural transformation and economy-
wide convergence;
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GVCs: POLICY CONSIDERATIONS (CONT.)

SOURCE: PRIMO BRAGA (2013C)

* GVCs do not respond well to piece-meal approaches to policy
change. In other words, it is important to adopt a “whole of the
supply chain” approach addressing, for example, border
management constraints, technical barriers to trade, and
transport and distribution services. Actually, one of the main
levers for GVC upgrading can be a well-designed policy of services
liberalization since GVCs are particular sensitive to the quality of
commercial services available to its nodes;

* GVCs can suffer from “bullwhip” effects (reflecting quicker
adjustments in production and inventories), reacting faster to
external demand shocks than is the case for arm’s length trade.
As a consequence, disruption and recovery can occur at a much
faster pace than usual and it is important not to overreact to
these shocks;

* GVCs greatly increase the premium on coherence of domestic
policies. If trade and investment policies are not consistent, this
will constrain the chances of expansion and upgrading.



TRENDS IN TRADE POLICY OVER THE PAST 25 YEARS - °€
SOURCE: ADAPTED FROM EVENETT (2019);: PRIMO BRAGA (2017A

Type of trade 1995-2000 2001-03 2004-05 2006-13 2014-2019
policy

DDA launch Limited progress The USA-India
and first signs of an confrontation (2008),

impasse (Cancun) DDA impasse, signs of
hope in Bali (TFA)

The multilateral
focus (WTO)

Coalitions of the Mega Regionals pursued

willing

Going it alone Unilateral liberalization (in particular in context of WTO Creeping
(unilateral policy) accession or EU accession); liberalization fostered by protectionism
conditionalities (IMF, WB...) became less relevant. (particularly after
2009)




‘CONCLUDING REMARKS =DC

* Have we reached “peak globalization”? YO

* Danger ahead: a new protectionist wave driven by mercantilistic strategies
(USA) and the unintended consequences of policy decisions driven by
“slobalization fears” (e.g., BREXIT);

* The Trump administration doesn’t support the USA playing the role of the
“indispensable” nation to foster a stable global order; the danger of
retrenchment driven by domestic politics and Trump’s skepticism about
multilateral solutions/institutions is real...;

* Are we back to the “Kindleberger trap” (1930s)? No country willing/able to
exert global leadership, danger of trade conflicts increases dramatically;
growing gap in the provision of global public goods;




"CONCLUDING REMARKS (CONT.) S

* The multilateral trading system is showing signs of stress on several fronts: (1) the failure to
conclude the DDA and lack of progress in critical areas such as services, agricultural subsidies,
investment, GVCs, digital trade (e.g., how to classify a blueprint for use in a 3D printer
delivered from abroad: a good or a service?); (2) the impasse over the appointment of
Appellate Body members can bring the Dispute Settlement system to an existential crisis; and
(3) lack of consensus on how to deal with national security protectionism, treatment of SOEs,
theft of IPRs and forced technology transfer...;

» Some critical questions (Source: T20):

e Can the WTO be reformed? Can plurilateral agreements with critical mass criteria and
concessions to non-participants on an MFN basis be the way out of the negotiating
paralysis?

e Are the multilateral trade rules aligned with the needs of international trade in the XXI
century (digital trade, GVCs...)?

* Do current US trade policies characterize a new normal or a temporary “glitch”?

e Can the WTO properly deal with state capitalism?

e Who will lead?
G S S ST ST S S S S S S S S S S S S S TS
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IMPORTANT TO REMEMBER...

“A LIBERAL INTERNATIONAL ECONOMY CANNOT COME
IN EXISTENCE AND BE MAINTAINED UNLESS IT HAS
BEHIND IT THE MOST POWERFUL STATE(S) IN THE
SYSTEM.”

Robert Gilpin




“THEORY IS WHEN YOU UNDERSTAND EVERYTHING, BUT NOTHING WORKS.
PRACTICE IS WHEN EVERYTHING WORKS, BUT NOBODY UNDERSTANDS WHY.
AT THIS STATION, THEORY AND PRACTICE ARE UNITED, SO NOTHING WORKS AND NOBODY
UNDERSTANDS WHY.”
SOURCE: FISHER (2011)

INI BPS staslon
N JAN MAYEN

TEORI ER NAR MAN FORSTAR ALT
MEN INGEN TING VIRKER

PRAKSIS ER NAR ALT VIRKER
MEN INGEN FORSTAR HVORFOR

PA DENNE STASJONEN FORENER VI TEORI 0C PRAKSIS
SLIK AT INGEN TING VIRKER OG INGEN FORSTAR HVORFOR
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Thanks!

cbraga.associado@fdc.org.br
@cprimobraga
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