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How is the trade landscape changing?




Shift in specialization, patterns, and growth

from more open Advanced anklifg toward less open EME and Services
World goods trade World trade by type
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Note: LHS; Dynamic Asian Economies includes Malaysia, the Philippines, Singapore, Thailand, Vietham, Chinese Taipei and Hong Kong
RHE; Businesservicedncludes R&D, ICT, real estate and other business activities. Financial services includes financial intermediation, peswiandeinding and other
financial activities.Source OECBNTO Trade in Value Added (TiVA) databeb¢Comtrade database; andECD calculations.
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Services Activities
also a key input for manufacturing exports

Services valueadded in manufacturing exports, 2011

B In-house services O Domestic outsourcing of services B Offshoring of services (foreign outsourcing)
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SourceMiroudot andCadestimd H 1 MServices ld Global Val@hains: Fronmnputs to ValueCreating Activities <
OECD Trade Policy paper; based&CD ICIO and occupatiodata.



Increased competition in product space

Products of advancedconomiedace greater competition
relatively more from each other, but also increasingly from products of EMEs

Share, of exporgooggbycomplexity
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Note: In nominal terms. Least complex is tiegliartile of products by complexity (e.g. crayons), mominplexis the 4" quartile (e.g. medical equipment), excluding major
commodities. Dynamic Asian Economies includataysia the Philippines, Singaporéhailand, ViethamChinesélaipei andHongKong. Europe is the unweighted average
of the Czech Republic, France, Germany, Ireland, Italy, Poland, Portugal and theudte€ UN Comtrade database; and OECD calculations.



A new way to look at GVCs

Bonacich-Katz eigenvector centrality

strength of direct and indirect connections
Hubs and production networks
Aggregate entralandperipheral economies, 2011 Centrality measured

usingTiVA 2015

34 sectors, 62

economies = 4.4 millig

potential flows.
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Note: Economies are placed according to their location. Node size denotes total centrality (forward and backward) aggregaeshat@arevel and includes all sectors
within global production networks. Edges reflect direct input flows. For clarity only the largest input flows are retlectedexceeding 2% of total inputs used in the
importing or exporting economy
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Changingstructure of GlobaMalueChains

example of IT manufacturing shifting hubs east

Relative change in computer and electronics manufacturing
From 1995 to 2011
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Note: Economies are placed according to their location. Size of the nodes reflects the magnitude of the change (in level&)refgntaéntrality over the period 1995
2011. As reflected in the key, these changes are graphed using a log scale for readabilitgo@gaennodes reflect increasing centrality and red denotes falling central
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Changing

structure of GlobaNalueChains

but IT services increasingly central to all GVCs

Relative change il Services
From1995 to 2011
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Note: Economies are placed according to their location. Size of the nodes reflects the magnitude of the change (in level®refgotaéntrality over the period 1995
2011. As reflected in the key, these changes are graphed using a log scale for readabilitgolergeninodes reflect increasing centrality and red denotes falling centrali
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Fragmentation (GVCs) has even retreated

GVCs have been a source of tech transfer, economies of scale,

) cluster economies, all supporting productivity growih P .
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Average annual % changes
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World Trade Sweak and Wha€an Policy Do About {i. K ¢

Source: TiVAowcast(2017) SourceOECDune 2017 Econom@utlookdatabase OECISTAN Bilateral
http://www.oecd.org/std/its/tiva-nowcastmethodology.pdf Tradedatabase and OECD calculations.
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Domestic upgrading, globalization retreat, relatively more in Asia
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Putting it all together,

the trade integration process has stalled

World tradeintensity

Kennedy Tokyo World exports pltgﬁjtm%qrts to GDP Doha
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Note: Both world trade and GDP measuraidmarket exchange rates in const&ti10 USlollars.

SourceOFCD Economic Outlodktabase
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How Is the technology landscape changing?

BETTER POLICIES FOR BETTER LIVES



Many New Digital Technologies
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New Technology is Needed
Productivity and real wage growth lag expectations, commitments

GDP growth per person
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Source: OECBconomid®utlookdatabase.
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Note: Real wages measured bour compensation per employee
adjustedfor the GDRleflator.

Source: OECD June 2017 Economic Outlook database; OECD
Employment database; US Bureau of Labor Statistics; Eurostat; and 1
Japan Statistics Bureau.



But, there is a diffusion problem
At the firm level, productivityand wage dynamics diverge

Labor productivity Real compensation per worker
140 Index, 2001 = 100 140 140 Index, 2001 200 140
Frontier firms (top 5%) === Frontier firms (top 5%)
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Note: Frontier firms are the 5% of firms with the high&sborproductivity by year and sectoincluded industrieAs are manufacturing and business services, excluding 1
financialsector, for firmawith at least 20employeesSource Andrews, D., CCriscuolaand P. Gal (2016j, ¢ Best versus the Rest: The Global Productivity Slowdown,
Divergence across Firraadthe Role of Publit 2 f 0B@DéPEoductivity Working Papers, NdD#bisdata of Bureau valijk and OECD calculations. 1



Wagee Productivity Dispersion
Substantial crossountry variation to exploit in research
Wage inequality and productivity dispersion across firms

P90/P50 ratio in the firm distribution

of average labour income 45°
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Intensity of ICT use also varies widely

The diffusion of selected ICT tools and activities in enterpris#¥l 6
Percentage of enterprises with ten or more persons employed
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Source: OECD, ICT Database; Eurostat, Information Society Statistics Database and nationalaochic317.



Trade and digitalization go hand in hand
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Trade and Technological Change
already posing challenges

BETTER POLICIES FOR BETTER LIVES



Already job polarization, technology

disruption points to more

Jobpolarizationby country, 1995 to 2015
Percentage change in share of total employment, 1995 to 2015
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Source: Employment Outlook, 2017




What about trade, technology, and jobs?

Technol ogy & O0Tast esdod dmfgjomlass,e r c
but services jobs increasing

% pts Factors explaining the decline in manufacturing jobs % pts
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Note: Decompositiorbased orregression estimation. Each factor is based on the change over the period. Technology and consumer preferences inctudedGineny
investment, changes in the manufacturing consumption share and time specific effects.
Source OECD Economic Outlook database; STAN database; and OECD calculations.



Concentration of Production Matters

example: manufacturing is regionally concentrated but with

cross-country variation to exploit in research.
Geographic concentration index by sector

Index Average from 2000 to 2015 or latest Index
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Source OECD Regiondhtabaseand OECD calculations



Countries with larger falls in manufacturing
jobs have increased regional inequality

Change iraverage income inequalitacross regions

15 2000 to 2015 or latest, 90:50 percentiles regiopts
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Source OECD Regional database; and OECD calculations.



So, what to do?
Policy Discussion




What Not To Do:

Rolling back trade liberalization would hurt output
Medium-term GDP impact of different
trade scenarios % of GDP

2
World

Major economies imposing restrictions
Spillovers to other economies
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Imposing. trade restrictions
in major economies

o ) ~ Juaage tacniauon measures scenario shows the impact of a trade cost rebyc:n@fi/cacrossall sectors in altountries, an estimatef the
At 201 t I @SN 3S RSNAGSR TFiniRatorsiiTKeSmpbsihg teadedestdctihsRnSnajar leddromidsisderiafiozshbws the impact of a good:
cost increase of 10 percentage points for China, Europe and the United States against all trading, pguneaigntto an average increase tariffs to 2001 levels,
the year whertrade negotiations under the Doha Development Rowstarted. 2
SourceOECIMETRO model; am@ECD calculations.



Pursue Services Liberalization
Services Remain Restricted

Services trade restrictiveness indices
2016, covering 44 countries
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