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What is Trade in Value-Added?

The world is becoming increasingly interconnected a
goods and services that were once produced inghanety
In a single country are now commonly produced asqiaa
global production chain, driven by technologicalgress,
cost, access to resources and markets and tradg pol
reforms.

This fragmentation of production has meant that traditional
measures of trade that recgmbssflows of goods and
services every time they cross borders may present
Inaccurate picture of the importance of trade wnemic
growth and employment and also of the structurlneaof
bilateral trade balances.



What is Trade in Value-Added?

The Trade Iin Value-Added Initiative is an
attempt to account for the double counting
Implicit in current gross flows of trade, and
Instead measure flows related to the value that
Is added (labour compensation, taxes and
profits) by a country in the production of any
good or service that is exported.



What 1s Trade in Value-Added?
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Why 1s 1t important?

Trade, growth and employment:

While there are concerns that imports threaten dame
jobs, the reality is that jobs are increasinglyabed as part
of global value chains. Trade flows in value-adterdns
Indicate where jobs are created and highlight greebts of
trade for all economies involved in the value chain
Interdependencies within global value chains aket&e
explaining the competitiveness of countries and the
productivity gains that capitalise on these depea@sn



Why 1s 1t important?

Global immbalances:

With respect to a country’s overall trade surpludeficit
with the rest of the world, measures based on drads
flows and value-added measures are consistent, but
measures of bilateral trade, based on gross ca)agnt
present a misleading picture of who ultimately gsérom
the trade and exaggerate the importance of progucin
countries at the end of value chains. Value-addeaisores
of bilateral trade better reflect who benefits,Howt
monetary terms but also, by extension, employnemnigs.



Why 1s 1t important?

Trade disputes:

Conventional measures therefore may create afisk o
protectionist responses that target those courdtigse end
of global value chains, on the basis of an inadeura
perception of the origin of trade imbalances. Imbd®eggar
thy neighbour’ strategies can turn out to be ‘bedhgself’
miscalculations. Returning to the schematic abif\e,
exported goods worth 90 say to A, which in turndugesse
to produce its 100 of exports, policies initiatgd®in
response to a deficit with B, would have their ¢get

Impact on the sector in C producing intermediatedgdor
A.




Why 1s 1t important?

Managing macro-economic shocks:

The 2008-2009 financial crisis was characterised by
a synchronised trade collapse in all economies, as
the effects of a drop in demand fed through to
countries located upstream Iin the global valuerchai
A better understanding of value-added trade flows
would provide tools for policymakers to identifyeth
transmission of macro-economic shocks and adopt
the right policy responses.




‘ Does this matter in practicer

Figure 1: Exports (of domestic value-added and gro$®etween major regions, 1995
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‘ Does this matter in practicer

Figure 2: Exports (of domestic value-added and gro$®etween major regions, 2005
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‘ Does this matter in practice?

Flgure 3: Motar vehlcles In Germany, Figure 4: Matar sehides iv Germany,
2005 dircct domestic end imported 2005 - domestic and imported content:
cotent: Gross Value-added
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‘ Does this matter in practice?

Figure 6: Computers in China,
2005 - domestic and imported content -
value-added

Figure 5: Computers in China,
2005 - direct domestic and imported
content - Gross
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Does this matter in practice?

Figure 7. Foreign content share of China's exportby broad industry category
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What needs to be done?

It will require the development af new statistical
modelthat is able to reflect global interdependencies In
production

m National input-output tablesme necessary to
track domestic value-added flows

= To fully account for value-added flowsgéobal
Input-output tables needed

= From global I-O table® constructimeasures of
trade in value-added




