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Evolution of depth over time and most common provisions

Chart 1 Chart 2
Avrage number of provisions in PTAS Mast common provisions in WTO PTAs, %

———

gl

Source: World Trode Organisation dota, Otnego, Racha and Ruta cofculetions

= EFMERSED

BRI PTA SRTES AU BRI T — AN, 52 5 Wb 2 U 55 4Bk
PERAE P H LU B SRR 1 . PR SRR EEM SRR B E R “IRE” 54
ERAEFRE A A O MR EESHIERT FUERIRANZ , (HAR TS H 2R 7 W 2% B2 5 IR
JE— R Z IAAFAE IEAH G — 17 2014 SERI B RHE R, 2B R ZE T 5 1 E <180
THAETR Gy o[RS, A7 P 51 5y (R KCP e, S N2E Bt — 2B TRAL T e 1) ] g
[EREPN PN

RUTRZ PTA Mol AR R AMU R AR, 25 8 i i A,
HPP E 52 2 e e R 5 B N B FDI IEAESG. XMt o7 i) T DL AH FLI,
TRJ= PTA W] BE (e it v 8] it B2 5, ISR AN A7 X 28V E il 53 2 (8] 1Y) FDI i s,
BETTAT B TR AR EEE . PR, A KEY A FDI [l nl Bg =i 714 il E
R 5 55 Blh 5 » LUR DRATE I HLAE A A R 5 B R B8R E D o BATTRIAT FT s
2 MR B g AT LA SR I FDI IR SR, [RINSE 08T i FDI.

IMI | 44



403

morzsE | ()

2017 F % 14 #A.5 % 206 #A

=, FIRERENRE S E

HAMR, HRZMEE T BREL R S E, ArdEEniRkns 52
SERAEFEM G T, BT LURZIER PTA A RAMIRIR R T A LB, AR
MIFHESE R, PTA MANESERIMRIRBEAA L.

BRI S, BATRIAESRIE B, {23k SRR BN AR PE ) 263 an
WSS, sk PTA RS9\ A FDI FIEAR K R, RERNFREE R
AR, BRAGHE T RA —EMSHENE, ] LAEBRE ] E # SRRV
N BRI BT ) 7€ B2 2 W e IR 3 5 R AEF

RUC | 45



IMI?#9%...

Easing the global flow of trade?

Alberto Osnago?, Nadia Rocha®, Michele Ruta’

Two economic developments have brought the relationship between preferential
trade agreements and global value chains to the forefront of research and debate on
trade policy. First, technological innovation in communication and transportation has
enabled the unbundling of stages of production processes across time and space,
resulting in an increase in offshoring. Second, since the end of the 1990s, an
increasing number of countries have signed bilateral and regional PTAs.

Offshoring can be carried out either within or outside a particular company’s
operations. When firms outsource the production of some stages outside their
boundaries — when they engage in foreign outsourcing — they generate ‘arm’s length
trade’. When they offshore within their boundaries through (vertical) foreign direct

investment, they generate ‘within-firms trade’.
1.Traditional and modern PTAs

Traditional PTAs mostly consist of reciprocal market access exchanges
involving tariff cuts and the reduction of other border measures. Modern-day PTAs
frequently contain provisions covering a wide array of non-tariff measures, both at
and behind the border. These new trade agreements are referred to as ‘deep’ to
distinguish them from traditional PTAs focused solely on market access commitments
— sometimes referred to as ‘shallow’ agreements.

With preferential tariffs approaching the zero lower bound, the coverage of PTAs

in terms of policy areas has widened over time. The WTO documented this

1 This article appeared in OMFIF Bulletin (November 2016). The Official Monetary and Financial Institutions
Forum (OMFIF) is a global financial think-tank, headquartered in London.

2 Alberto Osnago is a Consultant

3 Nadia Rocha is a Senior Economist at the World Bank

4 Michele Ruta is a Lead Economist at the World Bank Group
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development in its 2011 report, “The WTO and preferential trade agreements: from

co-existence to coherence’.

Modern PTAs increasingly contain provisions covering a wide array of non-tariff
measures, both at and behind the border. For example, several PTAs include
provisions covering technical barriers to trade; sanitary and phytosanitary measures;
rules on investment; protection of intellectual property rights; anti-corruption
provisions; competition policy; and labour regulations.

The WTO mapped a total of 52 disciplines across 100 PTAs signed between
1958 and 2011. Chart 1 shows that PTAs became deeper over time. Agreements
signed between 1987 and 1991 included nine provisions on average. Agreements
signed between 2007 and 2011 included an average of 15.

Chart 2 lists the 20 most common provisions included in the set of agreements
mapped by the WTO. As expected, all agreements include reductions in tariffs on
manufacturing goods. At the same time, more than 50% of agreements include deeper
provisions such as anti-dumping and countervailing measures, rules on competition,
movement of capital, and intellectual property rights. Technical barriers to trade,

investment disciplines, sanitary and phytosanitary measures are often included.

Evolution of depth over time and most common provisions
Chart 1 Chart 2
Average number of provisions in PTAS Mast common provisions in WTO PTAs, %

———

Ml

Source: World Trade Organisation dota, Osnago, Rocha and Ruto cofculgtions

2.Trends in production networks trade
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The recent wave of PTAs and the surge in offshoring have raised the question of

how trade agreements relate to the international organisation of production. The key
insight of the theoretical literature is that the ‘depth’ of trade agreements is associated
with the international fragmentation of production. Econometric studies are scarce but
suggest a positive relationship between production networks trade and deep
integration. According to a 2014 paper, signing deep trade agreements increases trade
in parts and components. At the same time, higher levels of trade in production
networks increase the likelihood of signing deeper agreements.

In terms of the relationship between deep PTAs and offshoring within the
boundaries of the firm, the key question is whether the depth of trade agreements
between two countries is correlated with more vertical FDI. This relationship can go
in both directions. Deep PTAs may stimulate the creation of global value chains by
facilitating trade of intermediate goods and FDI flows between potential members of a
production network. However, firms involved in intense vertical FDI may lobby for
deeper trade agreements to secure and increase the profitability of investments in
partner countries. Our research shows that signing deeper agreements can boost

existing FDI links and create new ones.

3.Designing better trade agreements

A better grasp of the relationship between PTAs and offshoring is important in a
world where countries are signing a growing number of trade agreements and firms
increasingly seek to engage in international production networks. We have found new
evidence to suggest that the content of PTAs is related to the mode of offshoring.

In particular, we found evidence that the positive link between the depth of PTAs
and vertical FDI is driven by the provisions that improve the contractibility of inputs
provided by foreign suppliers, such as regulatory provisions. While more work is
needed, this line of research contributes to an understanding of how policy-makers

can design trade agreements to support firms’ integration into global value chains.

IMI | 48



P T

e | ()

2017 F % 14 #A.5 % 206 #A

AMSTLEMEREREX

AT A [ P a6 43¢ 55 21 5 22 o B 10 TF 0 0 B 7 S s HE BOR RO A %
B IX SR AT AEARA RIS SRR TR s BL R e B 2 R L B

— B T RO B B T e = AR B, ANERA N BRBURFH LA 2
BHE WL T — P SRR E MR T B R IR BB o, X
T2 AR R BRAE 5 P AT RSB » A2 2 BRTE IR 55 B2 2 A S AN IS R s A

s = WA DR IS RS B e i sl XA O A A A R B

7|

— “REEWN &MH: Xn

FAT, R LR S M & bR gt =i 0 B AE, Hrh oo b B . E
bRt M G A AEE RoR, o h EERINCAE R L E Dy 63%, e EETES
X RRTCHI =5 2 o [H B SLARAT W 48 Y, 580 i B il J2 2Bk 90% AN AE 5 o

HARB O QN E Bl 2, (H B0 B2 A BE T A2 O [ B B T (1 2%
fro BT 3Rou. BT, B TT, EErtE& b AR L EIL S 7%, R E
R IR0 WITAINTTHERRAESL, AR HoAh B i EEE AL 3%.

U SRiIF; TR EME. AT E 2016 F 10 A 6 HRH SR E LB E FR IR T &R B
WIz—E & G HEFE (OMFIF-RAMP) W& FRFEM G A CFECH A R TEMVAE H iRl
(OMFIF) Hiff (Bulletind 2016 £ 11 H Fl. OMFIF f&— 5K HHAL TS B 2 BR G b 2

2 BRYEIR o1 % B R R R 2 SR A AT RN T

RUC | 49



[~
M1 #zo=
Research Information

HAh 3%

It 1.9

%It 2%

H It 4.5%
TEE 4.7%

i v BE
0.3%

Bl— XEAEEFLEMEEHLESMA
i Z IR —2016 FEFE (%)

KR EFRG TS ER T AN E K T AR (IMF Cofer)

JURP BT 3L b 3 AL 5 AR B R R RS AN & A Y
43K GDP %7 60%, ARG BRSNS T AR ISZ A B, T2 d
BT T T T AE R 2 537 M) B b 43 Vs S B B A

BT R AT B B 22 5 A R D 1z 6 T I B B — N RT3 o 2 B RAE 5
P AL L WA B A RS E M AR I 1T 37 RO S M AT TBORE JBE A B 1T AT 5,
et e T E R K 3 .

FEF B, NR MY vl R AR — A B AT . XA
o E LR S B AL, Ry [ 2 R RS T R A O R

HESRTTE LT, AR TN IMF Rl m i1, o EdAE
AT T E P SGRH], X — DR R B b AR [ B %R . SR, o S
METE TG VFH AR N BT A [ B B 1T 75 T A 2% F

T N B T A [ B 0% 1 7 A SS Ty 534t EBRTE ik R 2 ool 5 fe
A H R KIE AN . N NERZEEN.

= M RESHEFR

LU R AT SRR DUBAE E . S ZhBOT I SR T i s Vb,
BATTMAR R AR E = 2 R E bR T M RELE S SR 4L & 2L, T

IMI | 50



11 "k"

2017 4 % 14 314 3 206 #

AR . o T H 2 MM R T, B NSRS & iy R i XUt m]
RE AR

AL AT it 25 1 [ X HOR SR A BE X S5 A 4, LU Bt L IR 7 fo 4] 232
DA S BaARR A BR A 282 A7 5T 2 A7 SR ) JRUIG:

A, Z MR R IFAZRA R, ANRTEROEZE] 7. AR
] B At 75 2 b [ < Rk i 5 AMEAE G A TR, FF HLEE 1R sl A8 il B . X2
TE ] RE T 25 v [ [ Py 250 1Bk S ik R R A EIME R

Fopt [ AT SR A2 H AL AT e 2 1 — B8z I i

ORI B b e ALy SR Pk, RIAEAE 2 MM A RS, R4 RA
Al IERFFEEATI B A R . T I B AR e, 2 A&
i 2] Rl 2> T B P B )RR ARG BN 33 AL AR B . B T [ Bk v] REik 2
TR FA XU, et B T AR R D o

SR B APk, KUIRE 2 MAMA R HIE R KT HIBE S % .

AN

RUC | 51



IMI?#9%...

Why a multicurrency system is stronger?

Javier Guzman Calafell?

Central banks have shown increasing interest in investing their international
reserves in assets denominated in a wider array of currencies. This reflects partly a
more active search for yield in a low interest rate environment and a desire to
diversify.

To attain international status, a currency must be seen as a reliable store of value
by private and official non-residents, implying that they are willing to hold assets in
that currency. It has to be considered an efficient medium of exchange for
international transactions, reflected in its active use in the settlement of global trade of
goods and services. It should be widely regarded as a unit of account, whether for

commercial or financial flows.
1.Dollar ‘most important’ currency

At present only a few currencies are treated as undoubtedly international assets,
the dollar being the most important. According to the International Monetary Fund,the
dollar accounts for 63% of all allocated foreign exchange reserves, more than three
times its nearest competitor, the euro. As the Bank for International Settlements has
noted, the dollar is involved in around 90% of all foreign exchange transactions.

While new currencies have been added to the stock of international reserves,
most do not meet the requirements to be a global currency. Excluding the dollar, euro,
pound and yen, the share of other currencies in global international reserves amounts
to around 7%. When the Swiss franc, the Australian dollar and the Canadian dollar are

excluded, other currencies account for just 3%.

! This is an edited extract of his speech given at the OMFIF-RAMP discussion in Washington on 6 October. This
article appeared in OMFIF Bulletin (November 2016). The Official Monetary and Financial Institutions Forum
(OMFIF) is a global financial think-tank, headquartered in London.

2 Javier Guzman Calafell is Deputy Governor of the Banco de México
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Dollar dominates world currency reserves
Allocated reserves by currency, %, Q2 2016

Sowrce: International Monetary Fund Cafer

The predominance of a handful of currencies appears incompatible with
developments in the world economy. Emerging market economies account for nearly
60% of world GDP. Growth rates are expected to remain significantly higher than in
advanced economies. It therefore seems reasonable to expect emerging market
currencies to play a more important role in the composition of international reserve
assets.

The economic size of an issuing country is only one determinant of a currency’s
internationalisation. An economy’s role in trade networks, macroeconomic and
financial stability, the liquidity and openness of national markets, and the stability and
convertibility of its currency are also major contributing factors.

Among emerging market currencies, the renminbi appears most likely to secure a
significant role. This is partly in view of China’s position in the world economy, but
also because of the Chinese authorities’ interest in renminbi internationalisation.

This has been illustrated by the gradual opening of Chinese financial markets to
foreign participation, the renminbi’s inclusion in the IMF’s special drawing
right basket, and China’s negotiation of currency swap agreements. However, China
is still far from meeting all of the conditions to provide the renminbi with
international status.

The race to consolidate the renminbi as a global currency should be viewed as a

long-term endeavour. Moreover, the question remains whether a monetary system
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with more international currencies would be stronger than the present one. | believe it

would be.

2.A sound and efficient system

The more economies with macroeconomic and financial stability which are open
to trade and have liquid capital markets, the more the system as a whole will be sound
and efficient. A greater number of international currencies entails greater possibilities
to diversify overall portfolio risk. A multicurrency reserve system may reduce the risk
of persistent overvaluation of assets, including exchange rates.

Countries’ role as reserve issuers will also gain a more evenly distributed range
of benefits, such as seigniorage gains and lower interest rates on debt, as well as a
reduced risk of major and persistent global external imbalances.

Nevertheless, a multicurrency reserve system is not free from difficulties, as the
case of renminbi internationalisation illustrates. The process requires a comprehensive
opening of China’s financial markets to foreign transactions, as well as a floating
exchange rate. Such moves may have unintended consequences for both the domestic
economy and the global financial system. Financial and exchange rate liberalisation in
other countries may be accompanied by periods of turbulence.

Irrespective of the challenges of a transition towards international status, the
risks of sudden portfolio shifts and exchange rate volatility will not disappear under a
multicurrency reserve system. Such a system may lead to greater short-term capital
flow volatility and exchange rate adjustments as a result of the increased
substitutability of currencies. Currency internationalisation may give rise to other
risks, such as reduced control over monetary aggregates.

Notwithstanding these challenges, the benefits of a wider availability of global

currencies should outweigh the potential costs in the long term.
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