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Globalisation as 2 unbundlings

economic globalisation.

* Put 215t century regionalism into broad canvas of

ASAR2

It unbundling:

consumption.

- Steam power allows spatial
separation of production and

- Global dispersion but local
clustering (cities & factories)

2 ynbundling:

- ICT allows spatial
separation of manufacturing
stages.

- Global dispersion but
regional clustering (‘factory
Asia’, ‘factory EU’)
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Timing of 2" unbundling

— Averge global trade cost 15
measure

==Global trade flow (right
scale in logs)

, billions Phone
Number sgb-
Internet scribers
s
Hosts

(right
4 scale, in
logs)

Internet
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15t unbundling: 2"d ynbundling:
1850-1890 1985- now
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Why supply chains are regional, not global:

Distance of engine part factories from Detroit
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215t century trade & clustering: Factory Asia

East Asia and Major Cities / Industrial Agglomeration
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Transformation of international commerce
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Connecting factory & doing business abroad: The
“trade-investment-services nexus”
c— 1) Two-way flows of goods, ideas, technology,
i capital, and technicians.

2) Investment and application of technical,
CZ—‘ managerial and market know-how abroad.

2"

ASAR7

2 1St
century
trade:
- What is
crossing
borders
now?
- What
are the
barriers
now?

“Production Networks in East Asia: What We Know So
Far,” Fukunari Kimura- Ayako Obashi
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Breakdown

of the phone’s
€546 (+tax) retail
price circa 2007

FOCESSOr'S, €34, 6%

lay, €22, 4%

Value added
in Nokia’s
internal
support

fins, €169, 31%

(Excl. Operating profit &
assembly listed below)

Nokia’s
operating
profit, es, 16%
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Table 2. iPhone Trade and the US Trade Deficit with China

Sources: * Hughes (2010); **

Year

PRC's iPhone exports to the US based on value added ( million 73 45
US dollar)

Value added / total exports

PRC'’s trade surplus wit

added

Table 3. Profit Margin of the iPhone

Unit Price to carriers US$500

Profc Wargin ) R

Rassweiler (2009)

T
iPhone Sales in the US* (millionUnits)  [11.3 |
(the US dollar)

PRC'’s Trade Surplus with the US in iPhones

US in iPhones based on Value-
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New governance demands

* 215t century trade needs deeper disciplines.
— The “trade-investment-services nexus”

1) Necessary trade & service links HH

<¢——=———_ Connecting factories —

- Trade policy barriers;
Transportation services

IR
{—— - Business mobility; =

- Communication services.

L J
T

2) Necessary “Behind the border barriers” (BBB) reform
Doing business abroad

- International investment;

- Application of home’s technology abroad;

- Local availability of business services.

11
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215t century regionalism

* 20t century regionalism: Simple trade needs simple
rules: GATT 1947 & “shallow RTAs”

e 21t century: Complex trade needs complex rules:
— WTO otherwise occupied.

Filling governance vacuum

1. Explosion of BITs 1990s.

2. Deep RTAs.

3. Unilateral liberalisation (tariffs & pro-biz reforms).

12
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Deep provisions in RTAs

* New data: WTO (2011) “World Trade Report”

13
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Summary: RTAs Not About Tariff Preferences

* 20t century regionalism (tariff preferences) still

matters:

* FACTS:

— A lot for small RTAs,
— A little for big RTAs.

* Carpenter & Lendle (2010).
— 16% world trade eligible for preferences; <2%
preferences over 10%.
* Reversed trade diversion gravity estimates.
— 215t ¢ RTAs: More like regulatory MFN, than tariff PTA?

ASA K13

14
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We need to think differently
|

A1 R14

‘ 20t century RTAs = mostly preferential tariffs
* Viner’s economics (Trade diversion, etc.)
— Viner irrelevant (mostly) for 215t century regionalism.

| 215t century RTAs = mostly disciplines underpinning 2" unbundling ‘

* Deep RTAs are less obviously discriminatory, but

imply ‘systems competition’,

—i.e. do ASEANs adopt domestic laws designed to attract
Japanese multinationals, or other nations’
multinationals?

— Standards & regulations, qualifications, tax codes, rules

of origin, etc.

5
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RTAs were not stumbling blocks

GATT Kennedy Tokyo Uruguay Doha
5 | signed Round Round Roundends | | Round |
ends ends WTOborn begins

5 New RTAs (number of
agreements)

0, m=New WTO members
(number of nations)

*  |@mGATT/WTO Round in
progress

(=World average tariff (right|
scale)

Looking ahead

Japan’s regionalism now at the forefront

* EPAs with other Asian nations very convenient for
Japanese firms;

— Build on ties created by 3 decades of FDI

* TPP will move situation in favour of US firms.

* Chinais building a network of mostly shallow FTAs
— China has less of the hi-tech FDI to bargain with

* TPP, regional harmony and the WTO.
— Where is this leading?

Two words on the Eurozone crisis

* Has the potential to create global financial/banking
crisis, but only if Italy defaults.

* Europe has the tools and incentive to fix their own
problems.

ASAR17

— Domestic politics in, e.g. Germany, is hindering a
sensible solution.

— Many inefficient economic ‘solutions’ are being applied
since they are (domestically) politically optimal.

* Most likely outcome is prolonged recession this
year and slow growth for a few more years.
— ‘balance-sheet recession’.

End
* Thank you for listening.
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