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Foreword

This publication takes stock of the increasing integration of leading developing countries into the global trading system, the potential for further economic gains through market opening reform, and the associated policy implications. It seeks to shed light, in particular, on the situation of the so-called BRIICS countries (Brazil, Russia, India, Indonesia, China and South Africa) through thematic and individual country studies.


 The publication was edited by Raed Safadi and Ralph Lattimore. Jacqueline Maher and Clarisse Legendre prepared, respectively, the written materials for the chapters and the data, tables and charts for the book. Laura Munro provided research assistance. Patrick Love and Deborah Pike at OECD/PAC delivered guidance and inputs throughout the book preparation, printing and distribution phases of the project. Author credits for the individual chapters are shown in the table of contents.
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Introduction

by
 Raed Safadi and Ralph Lattimore

“What protection teaches us, is to do to ourselves in time of peace what enemies seek to do to us in time of war.” Henry George


The developing world has taken off. The number of people living in high growth economies or in countries with per capita incomes at OECD levels has increased fourfold over the last 30 years – from 1 billion to 4 billion, Growth Commission (2008). It is a remarkable result both in terms of global economic growth and the distribution of income. The dispersion in economic activity means that some of the most important economies in the world are not members of the OECD, a further reason for the OECD to expand its membership and to help ensure that multilateral programmes continue to be embedded in the global economy.




For these reasons the OECD Trade and Agriculture Directorate has focused over the last two years on trade and development policies in Brazil, Russia, India, Indonesia, China and South Africa (BRIICS) – six of the largest non-OECD economies at the forefront of this dispersed global economic activity. This book is a summary of part of that work. The analytical work reported here is selective: it focuses on key elements of the trade performance of the BRIICS economies in relation to the rest of the world and it focuses on trade and behind-the-border policies impacting on that performance. Accordingly this work is intended to complement comprehensive economy and sectoral reviews of the BRIICS countries produced by other directorates of the OECD, the WTO, the World Bank and other organisations.




At the time this volume was being finalised the world economy was entering a period of financial market turmoil and a general economic downturn of a magnitude not experienced in the OECD area since the early 1980s (OECD, 2008). While the consequences of the crisis are not yet fully known, data and projections available at the beginning of 2009 suggest that the BRIICS countries were also affected, notably by more difficult international credit conditions and weaker demand from the OECD countries. Yet, the slowdown in growth among the BRIICS was generally from higher initial rates and, so far, of less severity than in the OECD area, perhaps as a result of the growing resilience of these emerging economies. Lessons about supervision of financial markets will undoubtedly have to be drawn by both the OECD and BRIICS countries in the aftermath of the crisis. Complementary measures across a range of economic policy areas may be required. This book focuses on structural policies, particularly trade and trade – related policies, and delivers insights with respect to one set of complementary policy approaches. That is, the analyses underscore the importance of resisting protectionist pressures (Chapter 4, for instance) and the benefits of promoting market openness. Taking a long-term perspective drawing on the experience of recent decades, the conclusions make clear that the BRIICS countries have the potential to exploit further market opening. Resisting protectionism and timely pursuit of appropriate policy reforms may result in these economies emerging from the present crisis with strengthened trade positions and more robust performance than would have otherwise been the case.




The book is targeted at an informed but non-specialised audience. Technical material is kept to a minimum and usually assigned to referenced sources. Where technical material is included, it is accompanied by more intuitive descriptions.




Section 1 of the book is comprised of a set of thematic chapters that compare and contrast trade performance and policy across the BRIICS and their place in the economic world. The world’s traders are increasingly interdependent by virtue of the myriad of supply chains that now criss-cross the globe building on organisational and other technical advances in recent decades. These developments have important implications for the way we think about global trade issues and the place of particular countries in that network. In important senses the global network must be viewed as a whole rather than as a list of competing countries.

Chapter 1 deals with the changing architecture of world merchandise trade as a way of opening discussion on the need to embed emerging economies in the multilateral family in a wide variety of ways that include but are not limited to WTO membership. Global trade relative to world GDP has grown from 39% in 1992 to 52% in 2005. At the same time, the share of world trade of OECD countries has gone down from 73% in 1992 to 64% in 2005.




Globalisation involves parallel and sometimes opposing flows of goods, FDI, technological spillovers and other factors. Accordingly, it doesn’t just matter who one trades with but who one’s trading partners trade with – club membership is important not just bilateral partners. For this reason, patterns of world trade are described in chapter 1 in terms of network indices rather than in more traditional trade share terms.




Chapter 2 provides more standard trade performance results for BRIICS and OECD countries obtained from a gravity-type model. In one sense the results are not surprising – the trade performance of the BRIICS has been very good relative to other countries. However, part of this newspaper headline view is because some BRIICS like China and India are extremely large and fast growing economies. When economic size of trading partners and a number of country and country-pair factors are taken into account, Indonesia, Russia and South Africa are much more prominent in terms of trade performance.




Regional income data and the new economic geography literature are timely reminders that there are economic and technological forces at play that tend to cause divergences in incomes within countries, on the one hand, and between countries that host ‘world cities’ and countries that don’t, on the other. These agglomeration forces are the focus of the analysis in Chapter 3 on the new economic geography and its implications for the BRIICS.




The next chapter switches attention more strongly towards the policy dimension. Chapter 4 comprises a broad overview of the current state of the political economy of trade and behind-the-border policy in the BRIICS economies within a global context. This discussion is couched in terms of global trade policy developments (and outlook) in the light of the changes in performance discussed in the first three chapters. The analysis focuses on the trade liberalisation challenges facing the world in the years ahead. Market based reforms offer very large continuing gains and for the BRIICS economies this boils down to microeconomic, structural and institutional reforms – as it does for OECD countries. There are very few examples of countries where reform has been institutionalised as a permanent feature of national policy making and with the onset of global economic crisis there is a threat of mounting protectionism.




Chapter 4 also raises serious concerns about the proliferation of preferential trade agreements (PTAs). This sentiment is reiterated by Bhagwati (2008) who voices concern that preferential trade agreements perhaps represent the most serious threat to trade multilateralism. The PTA theme is taken up in Chapter 5 where the gains and losses arising from PTAs involving the BRIICS are estimated. The authors conclude that each of the BRIICS economies would gain a great deal more from multilateral free trade than they would from extensive PTAs – even PTAs with the large trading blocs like the EU, US and Japan. Importantly, these results tend to exaggerate the benefits of PTAs because the empirical analysis does not account for likely losses from the ‘Spaghetti Bowl’ of non-standard rules and other agreements associated with the fragmented PTA negotiation practices. The relative gains from PTA arrangements are also compared to unilateral free trade gains for the BRIICS. Not surprisingly, unilateral trade policy liberalisation turns out to be far more valuable for these economies than PTAs and almost as valuable as multilateral free trade.




Section 2 of the book consists of six country chapters – for each of the BRIICS economies. Again, these chapters are summaries of longer discussions that focused on key development and trade issues in each of these countries over the last two years. Naturally, the issues differ between countries and there has been no attempt to standardise the approaches. Brazil is one of only 13 countries (stars) that have produced more than 7% real economic growth for at least 25 years1, Growth Commission (2008). Unfortunately, it was not possible to sustain this spectacular growth spurt after the 1970s but Brazil has mapped out a policy platform in recent years that it hopes will enable it to regain rapid growth status, and with greater equity. This potential and the key geopolitical role the nation plays in Latin America, puts it in the BRIICS grouping.




Russia is the largest economy in the world that is not a member of the WTO. It has been involved in protracted ‘start-stop’ negotiations that show little sign of concluding at the time of writing. In addition to discussion of trade policy developments and Russia’s WTO accession this country chapter provides a ‘theoretical’ justification for the application of optimal tariff theory on Russian energy exports which contrasts with political economy arguments against the usefulness of the approach in Chapter 4.




India has finally broken free of the ‘licence Raj’ shackle and is growing very rapidly in a rather unconventional manner – based largely on services growth and services exports in the least regulated segments of the sector. Despite the impressive trade liberalization record over recent years, India is the least open economy amongst the BRIICS states in trade terms and that likely contributes to the weak performance of the manufacturing sector. India faces daunting poverty issues exacerbated by policies that may inhibit development of employment opportunities, including for low-skilled labour.




Indonesia is the second member of the BRIICS grouping that has been a star growth performer. Like Brazil it achieved this status some years ago and its recent progress was interrupted by changes in its political architecture and the Asian economic crisis in the late 1990s. Indonesia is well placed to benefit from the resumption in Asian growth but it has adjustments to make like many other countries as a result of continuous changes in the dynamics of globalisation. External competitiveness remains a constraint on Indonesian development, as it does for Brazil, India, Russia and South Africa.




China is the most recent country to average continuous 7% growth for a quarter century. It has used open trading as a key ingredient in its successful policy mix. China has been notable for its market oriented approach to enterprise selection. As a result, China achieved ‘takeoff’ by encouraging the expansion of labour-intensive operations – enterprises that were in accord with its relative factor endowments. In this, China avoided mistakes made in earlier decades by Brazil, India and Indonesia (and many other countries) associated with the promotion of capital intensive enterprises in labour abundant economies. As a result, the Chinese miracle appears to be much more sustainable in simultaneously addressing poverty and economic efficiency issues.




South Africa has reintegrated into the global trade network in the mid 1990s as spectacularly as China and India (Chapter 1). However, it is currently experiencing difficulties in building a fast economic growth base and parts of the trade sector have not been able to keep up with developments in world markets. It has resource allocation and equity issues to deal with and a set of trade and behind-the-border policies that are not serving the economy well, in either respect.




So we have here in the BRIICS group, one ongoing star growth performer (China), two earlier star growth performers who would like to rejoin the ranks (Brazil and Indonesia) and three aspirants. Only one of those aspirants is currently on track to join the ‘group of thirteen’ within the next decade or two. All five non-star performers require significant further reforms before such growth performance can be expected.




The BRIICS and other emerging economies may find it very useful to increasingly exchange ideas on economic strategies with OECD countries in the future. There is certainly now a wealth of data and analysis to use as a starting point – as the chapters of this book attest.

References
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Chapter 1

The International Economic Order and Trade Architecture

by
 Javier Reyes, Martina Garcia and Ralph Lattimore2


Global Trade Architecture

There is a growing perception that in the last 15 years, the world has lived through an accelerated globalisation process. From an economic perspective, this can be explained by the rapid increase in the degree of integration through international trade and investment flows. Indeed, global trade relative to world GDP has grown from 39% in 1992 to 52% in 2005. At the same time, the share of world trade of OECD countries has gone down from 73% in 1992 to 64% in 2005. This shift in the pattern of trade has led to much interest in analysing changes in the structure of the world trade network and in particular, how the role and influence of emerging markets on world trade has evolved. At the political level, India and Brazil have assumed prominent negotiating positions in the WTO Doha Development Agenda with other G20 leaders such as China and South Africa playing key roles in the negotiations. At the economic level, the shift has been radical and closely follows key policy developments; with China inserting itself into the trade core following its market opening in 1979, South Africa benefitting from the removal of trade sanctions in the early 1990s and India easing away from ‘the license raj’ and increasingly mirroring China’s rhythm of convergence with the most integrated countries in the world. At the same time, some studies have suggested that the current state of integration features a polarised international trade structure characterised by a core-periphery configuration, where countries in the periphery have been marginalised3. In contrast to this argument, other studies argue that current trade dynamics are leading to important changes in the structure of global trade and that some specific emerging economies are at the center of these dynamic realignments of the world trade structure.4




The BRIICS economies (Brazil, Russia, India, Indonesia, China and South Africa) represent an important set of emerging economies, in part, because they each have significant trade associations with OECD economies. However, world trade patterns involve all other trading economies (non-OECD and non-BRIICS) in important ways. For example, the explosive export growth in final electronic goods from China is not as straight forward as it seems. The final assembly of electronics components (intermediate goods) happens in China; but various manufacturing processes may take place in the US, the EU, Japan, Korea, Brazil, India, Malaysia, Indonesia, Thailand and possibly other countries. In short, the trading patterns are so broad and interconnected that a global view is required to examine trade and business policy.




The objective of this study is to assess the changes in the structure of the world trade network over the last ten years, and in particular, the evolving role of the BRIICS and other emerging economies in world trade. The analysis is focused on the evolution of the degree of integration of the BRIICS countries and includes a comparison of the trade patterns observed for these economies with respect to all others. The analysis uses complex network measures for the study of disaggregated trade flows. Specifically, the trade flows are disaggregated into consumer goods, intermediate goods, raw materials, and capital goods. The ultimate objective is to provide some insights into the role that these countries, and other economies, have on the current dynamics of international merchandise trade flows.




The Motivation for using Complex Network Analysis with International Trade Data

Despite the growing interest in the evolution of world trade patterns, global analyses have been limited in their ability to encompass a number of phenomena that characterise modern trade patterns. Globalisation processes since the Second World War have increasingly integrated flows in goods, FDI and technology transfers in complex ways, OECD (2008). Global value chains have been sliced and diced in the manner described earlier by Vernon (1966) as product cycles. Two patterns of commercial interchange that have developed involve triangular trade as recently analysed by Athukorala (2007) using detailed statistical analysis and long supply chains tracing processes of product design, production planning, component manufacture and final assembly, OECD (2008).




These processes and interactions that are often administered by multi-national enterprises are difficult to measure as a whole structure, as an entity or as a pattern. At least, such patterns of trade are difficult to quantify simply; as a single or small number of trade indices. Trade performance is traditionally modeled using gravity models, revealed comparative advantage measures and constant market share analysis5. Typically, these approaches examine the trade performance of a country (at a time) in relation to one or all other countries. They do not usually examine all the trade interactions between all countries simultaneously. Recent advances in the study of complex networks provide indicators that can account for the presence, the structure, and the magnitude of the trade flows and therefore can be used to provide simply indicators that characterise aspects of the trade system, taken as a whole. For example, a centrality index (that will be explained shortly) provides a simple measure of the importance of trade between country a and country b taking into account the importance of all countries that country b trades with. This index is, accordingly, beginning to encapsulate information regarding whole supply chains and/or technology sharing clubs that are, a priori, thought to be important drivers of world trade.




Sociologists and political scientists were among the first to undertake studies of trade flows interactions among countries using network analysis. Snyder and Kick (1979) used international trade data and network analysis to classify (118) countries into a core-periphery structure. Other studies that explored the core-periphery structure using aggregated trade data include Nemeth and Smith (1985) and Smith and White (1992). More recently, in the area of econophysics, a number of papers have focused on the descriptive statistics of the structure and the evolution of the world trade network. Studies in this literature include Serrano and Boguña (2003), Garlaschelli and Loffredo (2004, 2005) and Fagiolo, Schiavo and Reyes (2007a). Their findings show that the world trade network is quite symmetric from an imports/exports perspective and, therefore, it can be analyzed using total trade flows, exports plus imports, for the weights of the links between the countries in the network6. They have confirmed the presence of a core-periphery structure. They suggest the emergence of a “rich club phenomenon” where countries that have higher trade intensities trade a lot among themselves and, surprisingly, they find that the overall network structure is fairly stationary through time. Finally, Kali and Reyes (2006, 2007) have used network analysis to derive country-specific network indicators that can explain macroeconomic dynamics like economic growth and financial contagion.




Fagiolo, Schiavo and Reyes (2007a) report that the core of the trade network, based on aggregated trade flows, has changed over the past 20 years and while it included only developed countries until the mid nineties, countries like China and South Korea have placed themselves within the core of the network over the late nineties and early in the first decade of the new millennium while other more developed like Australia, Belgium and the Netherlands have tended to move out to the periphery, Table 1.1.


Table 1.1. Countries at the core of the world trade network (aggregated trade flows)


[image: e9789264044807_i0004.jpg]

Source: Fagiolo, Schiavo and Reyes (2007a).




The appeal of network analysis for the study of international economic integration (global trade architecture), then, is that it allows for a whole-structure appreciation of the web of trade interactions as well as the exploration of trade flows as connections, paths, and circuits. This is the objective of the current study.




Data, Methodology and Interpretation

This study uses bilateral trade data for 217 countries7 to build the international trade network for 1995, 2000 and 2005. This Harmonised System data (HS, Comtrade) is used to build a matrix representation of the trade network where each entry reports the total trade flows between each possible pair of countries. In this network analysis, countries are interpreted as nodes, and total trade flows are the links between them.




The analysis is based on three key network concepts employed for exploring the structure of the world market and patterns of integration: (i) connectivity of the world trade network to show the evolution in the patterns of world trade; (ii) clustering to gauge the importance of trading hubs, and the relationship between the core and the periphery, and; (iii) centrality as an indicator of the overall level of influence of a given country. The Annex has the methodological details for the computation of the different network indicators - here we focus attention on their intuitive interpretation.


Connectivity

Connectivity is measured with the help of two different indicators: (i) node degree, i.e. the number of partners of a given country, and (ii) node strength, i.e. the trade intensities of these interactions.


Table 1.2. Connectivity and number of partners
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Source: Authors’ calculations based on UN ComTrade database.




Node degree is a measure of the number of trading partners a country has regardless of the size of the trade flows. If a country trades with 100 other countries, this is its node degree. The node degree index for the BRIICS and comparator countries are given in Table 1.2. The indices have been expressed in percentile form showing a country’s relative position. Thus, if a country is ranked above 95, it means that its indicator score is among the top 5% of the sample. It is important, when reading these tables, to keep in mind that the indices are not affected by the growth in world trade, they are affected by growth in relative trade flows among countries.




The second indicator is node strength. This indicator measures not only the number of trading partners that a country has but also the value of trade that passes between them (exports and imports). The node strength indicator weights the links (existence of a trade flow) that a country has by the value of this trade flow. That means that if Thailand has a similar number of trade partners as Malaysia but the value of its bilateral trade tends to be much higher, the two countries would have similar node degree indexes, but Thailand would have a higher node strength index.




Clustering

The third measure proposed is an index of clustering coefficients. Clustering is a common concept in the study of social networks. It is often referred as “cliquishness”. For example, friendship networks typically exhibit high levels of clustering; friends of friends tend to also establish friendship links. In this study, the clustering coefficient measures whether a country is more likely to trade with their better connected partners’ partners than with other un-related countries.




The clustering coefficient used in this paper is weighted by the value of each bilateral trade flow considered. The index takes into account the strength of the links between nodes i and j but adds the strength of the links between nodes i and h and j and h to the analysis. In other words, it considers the complete triangles within the network and the intensities of trade flows that are involved. Therefore, weighted clustering allows for the assessment of the degree to which a country tends to build more (number and value) trade relationships with countries that themselves trade with each other.




Centrality

The last index included in the analysis is the centrality index, a measure of the relevance of a particular country to the overall trade network.




The two most common definitions of centrality in network analyses refer to (i) a local notion: a node is central if it has a large number of connections, or (ii) a global notion: a node is central if it has a position of strategic importance in the overall structure of the network. Local centrality is measured with node degrees and global centrality with node strengths.




This analysis assesses global centrality by estimating a Random Walk Betweenness Centrality index (RWBC). The RWBC measures the likelihood that country i is involved in a randomly selected trade chain in the network. Newman (2005) offers a more intuitive explanation of this centrality measure. Let us assume that a node sends a message to a target node. The message is transmitted initially to a neighboring node and then the message follows links from that node, chosen randomly, and continues until it reaches the target node. The probabilities assigned to outgoing links are determined by the intensity of the relationship (value of trade), so that links representing higher trade value will be chosen with higher probability. A high RWBC index for country i means that the likelihood of country i being a part of any given trade chain present within the network is high and therefore it has access to a higher proportion of shorter links to send a ‘message’ to any other potential country in the world trade network. Furthermore, a high proportion of messages sent by other countries to countries other than i will go through i. The RWBC thus reflects the trade connectivity (value and number of bilateral trade relationships) of a country and its partners, and its partners’ partners, encompassing the whole trade chain. In other words, RWBC captures the influence of country i across the whole lengths of all trade chains.




This RWBC index is used to categorise countries according to their relative importance. Core countries are defined as the 5% most integrated economies (at or above the 95th percentile). Countries in the inner periphery are defined as the 10% most integrated (between the 90th and 95th percentile). Countries in the periphery are the 15% most integrated (between the 85th and 90th percentile) and countries below the 85th percentile are said to be in or on the outside. Countries on the outside are considered to have very little influence on the world trade network in aggregate terms.




Disaggregating the world trade network

The main innovation in this study lies in the breakdown of world trade into four specific product types: (i) raw materials, (ii) intermediate goods, (iii) consumer goods, and (iv) capital goods. These product groupings have been chosen to differentiate the relative importance of each of the BRIICs in world markets taking into account their revealed comparative advantages. Brazil, Russia, Indonesia and South Africa have abundant raw materials while China tends to specialise in assembling and exporting final consumer and capital goods from imported parts and components, Athukorala (2007) and OECD (2008). Moreover, all six BRIICS countries import significant quantities of intermediate goods (components) to produce capital goods and consumer goods for export, OECD (2008).




Previous trade network analysis (Fagiolo, Schiavo and Reyes, 2007a) has focused on aggregated trade flows for all commodities and have reported that the trade network presents a core-periphery structure where the “Rich Club” phenomena is present. In other words, countries with high trade values tend to trade substantially more among themselves. The analysis of the four different product types in this study allows for the comparison of the structure of the trade networks and for the analysis of the position of each country within each of the four networks. Additionally, similarities and or differences between the aggregated trade flows network and the networks of the four product types can be explored.




The following sections present the results for the BRIICS countries and a set of other economies as comparators. The comparators include a small group of medium trading powers, including two OECD countries and other emerging economies, and two much smaller traders, Bangladesh, a least-developed country, and Uzbekistan, a transition economy. The results for all OECD countries and selected other countries are reported in the tables in the technical appendix for reference purposes. The focus of the paper is the description of the specific patterns observed in the world trade network and their evolution for the years 1995, 2000, and 2005.






Network Analysis

This section explores the degree of connectivity of the BRIICS by analysing their relative performance in terms of the number of trading partners and the value of their bilateral trade links in each of the four main markets given above using node degree and node strength indicators.


Partners Galore: Node Degree Analysis

Fagiolo, Schiavo and Reyes (2007a) provide a convenient basing point for the analysis conducted here. They reported that the distribution of node degrees in the world trade network (based on aggregate merchandise trade flows) reflects a bimodal distribution. The first mode for node degree lies between 50 and a 100 trading partners and the second mode is situated around 150 trading partners (out of a sample of 159 countries). The second mode results from the fact that a significant number of countries trade with almost every country in the world. However, even though the bimodal structure has been persistent over the years, there have been realignments of countries within the distribution. As a result the bimodality has been found to be less pronounced in 2000 than it was 20 years earlier. In other words, there has been a substantial increase recently in the number of countries that trade with almost every other country8. Moreover, they found that the standard deviation of the distribution of node degrees has remained stable, suggesting that integration has increased rather evenly. That is, less well connected countries have been increasing the number of their trade partners as much as better connected countries. This has caused the distribution curve to flatten because it is impossible for the best connected countries to significantly increase the number of their trading partners (they already were trading with virtually all other countries at the start of the period analysed).


Figure 1.1. Node Degree Distribution
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Source: Authors’ calculations based on UN COMTRADE database.




Similar patterns and changes are found in this study when the trade flows are disaggregated in to the four product types. However, the bimodality is most pronounced in the cases of consumer and capital goods, Figure 1.1. For these two cases, the first mode is between 40 and 60 trading partners and the second one is around 190 trading partners (out of 217). Figure 1.1 presents these distributions for consumer and capital goods for 1995 and 2005. For both product groups, the distribution has flattened over the last ten years. That shows that there is a smaller proportion of countries in the first mode and a larger...






OEBPS/images/e9789264044807_i0005.jpg
Node Degree (Percent Rank Analysis)
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China - Hong Kong
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Russian Federation
South Africa

Czech Republic
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Philippines
Thailand
Bangladesh
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Note: Darkest areas indicate values above 95 corresponding to countries at the core of the network, areas in white
indicate countries outside of the periphery scoring less than 85 and the mid-tones represent countries in the
inner-periphery or periphery of the world trade network.
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