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The National Board of Trade is a Swedish government 
agency responsible for issues relating to foreign trade, the EU 
Internal Market and to trade policy. Our mission is to promote 
open and free trade with transparent rules. The basis for this 
task, given to us by the Government, is that a smoothly function-
ing international trade and a further liberalised trade policy are in 
the interest of Sweden. To this end we strive for an efficient  
Internal Market, a liberalised common trade policy in the EU and 
an open and strong multilateral trading system, especially within 
the World Trade Organization (WTO).

As the expert agency in trade and trade policy, the Board pro-
vides the Government with analyses and background material, 
related to ongoing international trade negotiations as well as 
more structural or long-term analyses of trade related issues. As 
part of our mission, we also publish material intended to increase 

awareness of the role of international trade in a well functioning 
economy and for economic development. Publications issued by 
the National Board of Trade only reflects the views of the Board.

The National Board of Trade also provides service to compa-
nies, for instance through our SOLVIT Centre which assists 
companies as well as people encountering trade barriers on 
the Internal Market. The Board also hosts The Swedish Trade 
Procedures Council, SWEPRO.

In addition, as an expert agency in trade policy issues, the Na-
tional Board of Trade provides assistance to developing coun-
tries, through trade-related development cooperation. The Board 
also hosts Open Trade Gate Sweden, a one-stop information 
centre assisting exporters from developing countries with infor-
mation on rules and requirements in Sweden and the EU.  
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In recent years, a lot of attention in the international trade community has been devoted to analys-
ing the role of global value chains (GVCs) in international trade and trade policy. The National 
Board of Trade has produced a number of reports that add to this body of work. The topics have 
ranged from estimates of the import content of Swedish exports, to GVC and services, GVC  
and developing countries and the gap between the emerging business reality and trade policy.  
 To our surprise, little analysis has so far focused on the consequences of more fragmented 
international production patterns for trade negotiations themselves. Historically, trade negotiators 
have been well aware of the political economy foundation of their work. As that foundation now 
potentially shifts with changes in the underlying global production structure, it is important to 
revisit the political economy discussion of trade negotiations. This report therefore aims to 
stimulate such a discussion by analysing how the growth of GVCs potentially influences trade 
negotiations.
 The report was written by Per Altenberg. I wish to thank the external reviewers: Sébastien  
Miroudot, Simon Evenett and Bernard Hoekman.

Stockholm, April 2015 

Anna Stellinger
Director-General 
National Board of Trade

Foreword
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Fifteen years ago, the main debate related to international trade and trade policy concerned globaliza-
tion. Today, we observe the practical expressions of globalization in the shape of global value chains 
(GVCs), the increased service content of production and trade (“servicification”), the digitalization of 
trade, and new business models. Together, these trends constitute a formidable force of transforma-
tion that is likely to affect trade policy for the foreseeable future. 

One issue that has not yet been discussed in depth is whether these changes could affect the 
underlying logic of trade negotiations. The purpose of this report is to stimulate such a discussion by 
analysing how the growth of GVCs influences the political economy of trade negotiations.

Our analysis suggests that various political economy forces related to GVCs are at work simulta-
neously. To begin with, the fragmentation of trade and production tends to reduce the overall private 
sector interest (offensive and defensive) in market access issues. The fragmentation of production 
associated with GVCs can thus be expected to dilute the influence of both export interests and 
import-competing interests. How this development affects the domestic balance of interests in trade 
policy remains an empirical question. 

Secondly, the growth of GVCs can be expected to create a broader free-trade stakeholder base 
that includes not only exporting firms but also firms that are dependent on access to imported goods 
and services for their production. This effect unambiguously reduces the domestic demand for 
protection. 

Market access issues
We conclude that trade negotiations based on the reciprocal exchange of market access can con-
tinue to constitute a successful mechanism for trade liberalization. Based on research that highlights 
the importance of market access issues for growth and productivity, we moreover argue that it is 
crucial that governments continue to pursue the market access agenda as a matter of public interest. 

Deep integration issues
A key message of this report is that it makes sense to separate market access (“at-the-border”) 
negotiations from deep integration (“behind-the-border”) negotiations. The reason is that each type 
follows a different political-economy logic and that resistance to liberalization comes from different 
stakeholders. 

For deep integration negotiations, “distrustism” is a more important factor than protectionism. 
Negotiations should therefore focus on building trust in the system of one’s counterpart rather than on 
trying to exchange one partner’s consumer protection for the other’s environmental protection. 
Reciprocity in the traditional GATT sense will not be an effective negotiating mechanism in this 
context. Instead, a more co-operative approach based on a community of interests, is required. 

Traditionally, transparency in trade negotiations has been selective: in order to achieve results, the 
final approach to a landing zone must be sheltered from interests that seek to block progress. By 
contrast, deep negotiations require transparency and reassurance in relation to stakeholders (private 
sector interests, non-governmental organizations, and the general public). 

The analysis suggests that the idea of a single undertaking is misguided in a GVC world where 
interests and production are increasingly fragmented and where the WTO has 160 members. Finding 
a genuine balance of interest across a range of different issues is exceptionally complex in this 
context. Instead, an incremental, step-by-step approach to negotiations is suitable. At the same time, 
the traditional non-discrimination principles (most-favoured nation treatment and national treatment) 
remain highly relevant in a world of increasingly complex trade and production patterns. 

Executive Summary
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Fifteen years ago, the main debate related to inter-
national trade and trade policy concerned globali-
zation. Today, we observe the practical expressions 
of globalization in the shape of global value chains 
(GVCs), the increased service content of production 
and trade (“servicification”), the digitalization of 
trade, and new business models. Together, these 
trends constitute a formidable force of transforma-
tion that is likely to affect trade policy for the fore-
see-able future. 

Among these trends, GVCs have been analyzed 
most thoroughly by international institutions and 
in the academic literature. Rather than goods and 
services being produced from start to finish within 
one country, the production process has been frag-
mented into a range of tasks that are spread across 
many countries. 

The National Board of Trade has previously  
analysed the implications of GVCs for trade policy 
(see Kommerskollegium, 2012a, 2012b, 2013). One 
issue that has not yet been discussed in depth, 

however, is whether the changing nature of trade 
could affect the underlying logic of trade negotia-
tions. The purpose of this report is to stimulate 
such a discussion by analysing how the growth of 
GVCs influences the political economy of trade 
negotiations.

The report is organized as follows. Section 2 
asks why we have trade negotiations and examines 
factors that determine their success. In connection 
with this, the role of private sector interests is dis-
cussed. The arguments are illustrated by the private 
sector involvement in the Uruguay Round (UR) and 
the Doha Development Agenda (DDA). Section 3 
analyses the emergence of GVCs in relationship to 
the trend towards regional trade agreements (RTAs), 
as well as the evolution in recent years regarding 
the substance of RTAs (towards so-called deep inte-
gration). We then discuss how GVCs might affect 
trade negotiations. The final section draws policy 
conclusions about how to organize trade negotia-
tions in the future. 

1. Introduction
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2. Why Do We Have Trade Negotiations?

Trade economists frequently point out that trade 
negotiations are unnecessary in a world where spe-
cial interests play no part and where trade policy is 
determined exclusively by the public interest.
 

If economists ruled the world, there would 
be no need for a World Trade Organization. 
The economist’s case for free trade is essen-
tially a unilateral case: a country serves its 
own interests by pursuing free trade regard-
less of what other countries may do. Or, as 
Frederic Bastiat put it, it makes no more 
sense to be protectionist because other 
countries have tariffs than it would to block 
up our harbors because other countries 
have rocky coasts. (Krugman, 1997, p. 113) 

In theory, countries could thus liberalize trade  
unilaterally and improve their welfare without  
having to resort to international negotiations. In 
reality, however, this option has proved difficult. 

The view that private sector lobbying influences 
trade policy has long been central to the theoretical 
groundwork explaining both protectionism and 
trade negotiations (see, for example, Grossman and 
Helpman, 1994). More specifically, the argument 
often runs as follows: whereas the gains from trade 
liberalization are shared broadly by consumers, the 
costs are concentrated among a few import-com-
peting producers. In the absence of trade negotia-
tions, a concentrated and better-organized import-
competing sector  will triumph over relatively 
dispersed consumer interests. By introducing recip-
rocal trade negotiations, export interests are mobi-

lized and serve to counterbalance import-compet-
ing interests in a way that allows mutually 
beneficial trade liberalization. According to Hoek-
man and Kostecki (2009), 

[This] political economy rationale for recip-
rocal negotiations is now generally accepted 
as a basic explanation for the existence of 
trade agreements… (p. 36)

While this report focuses on the political economy 
of trade negotiations, the discussion above does 
have some caveats. Most importantly, economic 
theory provides a terms-of-trade rationale for 
restricting trade, at least for large economies. When 
a large economy departs from free trade, it can 
improve its terms of trade, thereby raising national 
income. If all countries followed this policy, how-
ever, the effect would be reversed, producing a sub-
optimal beggar-thy-neighbour outcome. In formal 
economic terms, one speaks of negative externali-
ties in the absence of international co-ordination. 
According to this view, trade negotiations are an 
instrument to “internalize” the negative externalities 
associated with the ability of a large country to 
influence its terms of trade (see, for example, Bag-
well and Staiger, 2011). Even under this economic 
rationale for trade negotiations, however, the mech-
anism through which liberalization occurs is pres-
sure from foreign exporters (via their governments). 
According to Bagwell and Staiger (2011), the  
“purpose of negotiations is then to give foreign 
exporting governments a ‘voice’ in the trade-policy 
choices of their trading partners” (p. 1239).
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3. From Multilateralism to  
 Regional Trade Agreements 
During the latter part of the 20th century, the politi-
cal-economy logic just described as underpinning 
trade negotiations was largely validated. Round after 
round of multilateral trade negotiations reduced 
trade barriers, culminating in the foundation of the 
World Trade Organization (WTO) in 1995. 

Since then, however, evidence has been mount-
ing that the necessary pressure from export inter-
ests has eroded. According to Mattoo and Subra-
manian (2005), 

The Doha round has always been plagued 
by a private sector interest deficit. The  
corporate demandeurs…are conspicuous  
by their absence. (p. 1)

Hoekman and Kostecki (2009) argue along the 
same lines:

In the Doha round, business groups were 
much less active and prominent [than dur-
ing the Uruguay round]. Instead, the most 
effective business pressure groups were 
those lobbying against trade liberalisation, 
such as cotton producers in the US, EU 
farmers and pharmaceutical producers in 
developing countries. (p. 160)

At the same time as private sector interest in multi-
lateral trade negotiations has eroded, the number 

Figure 1: Number of regional trade agreements in force, 1958–2013

Source: WTO RTA Datebase
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of RTAs has increased (see figure 1). In a related 
development, the scope and content of RTAs have 
evolved over the last 20 years. Deep integration 
trade issues, often associated with GVCs, have 
received a more prominent role in RTAs but remain 
a non-starter at the WTO.

Baldwin (2014) argues that the reason deep inte-
gration issues have grown in importance has to do 
with the shift from domestic production to GVC 
production. According to this argument, the trading 
system is increasingly being used to make goods 
rather than to sell them. Baldwin characterizes 
20th-century world trade as “made here, sold there” 
and 21st-century trade as “made everywhere, sold 
there.” As a consequence, 21st-century regional 
trade agreements must include deeper commit-
ments to producing as well as to selling goods 
internationally in order to remain relevant to the 
private sector. That in turn implies a greater focus 
on services, capital (investment), domestic regula-
tion for various purposes, and intellectual-property 
rights. The agenda in trade negotiations changes 
from focusing mostly on market access to including 
measures that affect production behind the border. 

According to Orefice and Rocha (2014), the 
“expansion of international production networks 
relates to the proliferation of deep agreements 
going beyond traditional market access issues.” 
They go on to argue that “the changing nature of 
trade, from trade in final goods to trade in interme-
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diate goods, is … directly responsible for the  
growing demand for deeper agreements” (p. 106).

Antràs and Staiger (2012) take the argument one 
step further: 

[T]he rise of offshoring will make it increas-
ingly difficult for governments to rely on 
traditional GATT/WTO concepts and 
rules—such as market access, reciprocity 
and non-discrimination. (p. 3140)

According to these views, RTAs continue to grow in 
number because they have managed to stay rele-
vant to private sector interests associated with the 
emergence of international production networks. 
Here one might object that most deep integration 
issues have been the subject of negotiations for a 
long time. The Uruguay Round included negotia-
tions on services, investment (TRIMs), intellectual 
property rights, and behind-the-border regulation 
(SPS); the Tokyo Round dealt with technical barri-
ers to trade (TBT) in the 1970s, the Organization for 
Economic Co-operation and Development (OECD) 
negotiated binding rules for the liberalization of 
capital flows in the early 1960s, and the EU 
launched its single-market project in the mid-
1980s. Despite this, evidence suggests that WTO-
plus commitments (more ambitious disciplines 
than those at the WTO) and WTO-beyond com-

mitments (entirely new disciplines in areas not cov-
ered by the WTO) are indeed becoming increas-
ingly frequent in RTAs. A recent evaluation of this 
development by the OECD (2014a) concludes: 

All studies show an upward trend in the 
uptake of the various WTO-plus and  
WTO-beyond measures reviewed. (p. 14)

According to the OECD, moreover, services, invest-
ment, and transparency are the most frequent 
WTO-plus areas in RTAs. Over 90 per cent of RTAs 
signed since 2001 have WTO-plus provisions for 
services, over 85 per cent for investment, and 
almost 80 per cent for transparency. In addition,  
70 per cent of RTAs signed since 2001 have chapters 
on competition policy, a WTO-beyond area, and 
more than 40 per cent have anti-corruption and 
anti-bribery provisions (OECD, 2014a). 

There are, of course, other potential explana-
tions for the observed rise in deep integration RTA 
disciplines. It could reflect the fact that economies 
that sign RTAs containing deep integration issues 
are similar to begin with (self-selection). In all, 
however, the arguments made by Baldwin and  
others linking a growing number of RTAs to deep 
integration issues appear to have at least some 
validity. We will return to this observation in  
section 4.
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4. How Do Global Value Chains Influence  
 Trade Negotiations?
As mentioned in section 2, the idea of reciprocity 
with respect to export interests is a cornerstone of 
international trade negotiations. Reciprocity is  
supposed to tilt the domestic political economy 
equilibrium in favour of open markets and trade 
liberalization. As trade becomes increasingly frag-
mented through GVCs, and as trade negotiations 
move to address behind-the-border issues, a cen-
tral question therefore becomes whether reciproc-
ity can continue to work its magic. 

Analytically, this issue can be broken down 
along two different dimensions. 
1. A direct impact of GVCs on stakeholder  

interests in trade negotiations (referred to  
hereafter as the direct GVC effect)

2. An indirect impact on trade negotiations 
through changes in the negotiating agenda from 
market access to behind-the-border issues 
(referred to hereafter as the indirect GVC effect) 

4.1 Direct GVC effects on  
stakeholder interests 
A straightforward analysis of the direct GVC effects 
on stakeholder interests in trade negotiations 
points out that a fragmentation of production leads to a 
fragmentation of interests. Firms that are responsible 
for only one or a few tasks in the value chain essen-
tially become “price takers” in the political econ-
omy of trade negotiations. They take on a role that 
resembles that of consumers in the process 
described in section 2. The fragmentation of pro-
duction associated with GVCs can thus be expected 
to dilute the influence of both export interests and 
import-competing interests. How this development 
affects the domestic balance of interests (i.e., 
whether it influences export interests or import-
competing interests more) remains an empirical 
question. 

Secondly, the growth of GVCs could be expected to 
create a broader base for open-market stakeholders 
because firms whose production depends on 
imported goods and services join export interests 
in supporting trade liberalization.1 While interest 
fragmentation dilutes both export interests and 
import-competing interests, free-trade stakehold-
ers gain in relative terms from this effect. By con-
trast, import-competing interests that oppose liber-
alization suffer from both fragmentation and a 
narrower base. 

Box 1

Consequences for unilateral trade 
liberalization?
Much trade liberalization over the past 30 years 
has been unilateral, particularly among deve-
loping countries (Martin and Ng, 2004). 
According to the analysis presented here, the 
broadened-base effect (where import-depend-
ent firms join exporters to support trade liberali-
zation) should make the unilateral avenue to 
trade liberalization more accessible. In fact,  
the fragmentation of trade and production 
unambiguously improves conditions for uni- 
lateral trade liberalization since there are no 
export interests to rely on in the first place. 
Fragmentation serves only to dilute import-
competing interests that would otherwise have 
blocked reform. For an overview of recent 
Canadian reforms that removed tariffs unilater-
ally on all intermediate goods, see OECD 
(2013, p. 94). For a paper on the same topic 
advocating Canadian-style unilateral trade  
liberalization, see Ciuriak and Xiao (2014).

Arguably, the role of multinational enterprises 
(MNEs) is of particular interest in this context. If 
MNEs outsource a large part of their production, 
their focus could be expected to shift from market 
access issues to broader strategic issues related to 
control, capital management, data transfer, and IPR. 
This suggests that market access issues in a narrow 
sense could receive a lower priority for “big busi-
ness”. By contrast, small and medium-size enter-
prises (SMEs) that depend on arm’s length trade 
have a greater interest in market access but typi-
cally wield less influence to achieve it. 

International fragmentation also means that 
MNEs produce and sell more abroad through  
subsidiaries. This suggests a reduced interest 
among MNEs in influencing the government of 
their home country but a potential increase in their 
interest in influencing governments wherever the 
MNE has subsidiaries (host countries). 

In a global trade-in-task economy, one would 
expect business associations to organize more-diverse 
interests. Given fragmentation of production, export 
interests and import-competing interests are more 
likely to pop up within the same sector. Business 
organizations could also be expected to focus more 
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on least common denominators, such as strong 
investment or IP protection that would allow them 
to reap more value along the value chain. Con-
versely, pressure for actual trade liberalization and, 
through it, more trade and greater competition that 
raise living standards, would be weaker. 

Related to this analysis are insights that derive 
from trade theory—in particular, the Melitz model.2  
According to heterogeneous firm-trade theory, 
winners and losers are more likely to be found in 
the same industry. Within such a theoretical frame-
work, it is more difficult for broad business associa-
tions to lobby in favour of trade liberalization. The 
Melitz model thus highlights “problems of collec-
tive action within an industry” (Ciuriak, 2013). 
Empirically, In Song Kim (2013) observes an 
increase in firm-level lobbying that lends support 
to this view. In other words, similar conclusions 
regarding interest diversity are reached, both from 
a GVC perspective and from the perspective of  
heterogeneous firm-trade theory. 

A paradoxical conclusion from this is the follow-
ing: while research based on the Melitz model indi-
cates that there are even stronger gains to be made 
from trade liberalization than previously believed,3 
private sector pressure that could realize these gains 
through trade negotiations has potentially been 
reduced. This requires new and innovative thinking 
about how to restore conditions that are favourable 
to trade liberalization in the future. We will discuss 
this in the last section of the report. 

Another potential conclusion regarding the 
direct GVC effects on the political economy of 
trade negotiations is that both export interests and 
import-competing interests become fragmented 
and are weakened in relation to other trade-policy 
stakeholders—in particular, NGOs (see, for exam-
ple, Kleen, 2008). Traditionally, however, NGO  
lobbying in the trade field has been related to sus-
tainability and deep integration issues rather than 
to market access issues. While NGO efforts to 
influence trade negotiations are likely to continue, 
we are unaware of any assessments of whether they 
have increased in recent years. 

To sum up, various political economy forces 
related to GVCs are at work simultaneously. On 
one hand, one could expect free-trade stakeholders 
to gain in relation to import-competing interests 
through a combination of the fragmentation effect 
and a broadened interest base. On the other hand, 
some of the typical free-trade stakeholders, such as 

a subset of MNEs, might become less interested in 
traditional market access issues. They do, however, 
have a continued systemic interest in free trade and 
in strategic issues related to control, capital man-
agement, data transfer, and IPR. Export interests 
and import-competing interests could possibly also 
lose influence in relation to other stakeholders, 
especially NGOs.

4.2 Indirect GVC effects through 
changes in the negotiating  
agenda 
As mentioned in section 3, trade analysts argue that 
GVCs have changed the trade-negotiation agenda 
from shallow to deep integration. The mechanism 
for this was described as an evolution in the main 
role of the trading system from selling to producing 
that shifts private sector interests from market access 
issues to behind-the-border issues. As stakeholders 
demand changes, the trade-policy agenda shifts with 
it. Moreover, since such an agenda is blocked at the 
WTO, it migrates to bilateral and regional negotia-
tions. In this sense, GVCs have already had an 
impact on trade negotiations, if only indirectly. 

The next critical question, however, is the follow-
ing: How effective is 20th-century reciprocity as an 
engine of negotiation when it comes to 21st-century 
deep integration issues? While many trade agree-
ments contain deep integration provisions, this does 
not necessarily mean that they are effective in the 
sense that the disciplines reduce trade barriers in 
previously protected markets. In addition, many new 
RTAs reflect the fact that small/developing econo-
mies seek access to large/developed markets, such as 
the EU, the US, and Japan, at the same time as these 
large economies want to link the smaller ones to 
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their economic hub. In other words, RTAs reflect 
substantial power asymmetries where reciprocity 
and a balancing of domestic interests rarely enter as 
factors. Such negotiations may therefore not be good 
indicators of the way deep integration negotiations 
function at the multilateral level, in WTO negotia-
tions that use a critical mass approach, or in mega-
regional negotiations such as TTP or TTIP.

Lessons.from.multilateral.service.negotiations
Beyond the EU single market (which is arguably a 
unique case), there are a few examples in which 
deep integration issues have been negotiated in a 
more comprehensive fashion between equal part-
ners. One such example is the service negotiations 
under the WTO.4

So far, multilateral services negotiations under 
the General Agreement on Trade in Services (GATS) 
have produced little new trade liberalization (Hoek-
man, 2008). There is some evidence that GATS 
offers have created a more predictable regulatory 
environment for foreign service providers, but 
hardly any new real liberalization has been 
recorded. According to Hoekman and Mattoo 
(2011), the best offers in the DDA are on average 
more than twice as restrictive as actual policy. 

The OECD’s newly launched services restric-
tiveness index (STRI) database yields a similar  
result (see figure 2).5

At the same time, services have long been liber-
alized unilaterally all around the world. It is there-
fore not resistance to service liberalization as such 
that prevents reform but, rather, an inability to 
achieve it in the context of multilateral trade nego-
tiations. Hoekman and Mattoo (2011) provide a 
GVC-related explanation for this apparent paradox:

[T]here is less need in the services context 
for traditional reciprocity driven market 
access negotiations. Insofar as inefficient 
service industries will generate costs for all 
downstream sectors, there is likely to be 
more pressure for unilateral reform than is 
the case for a tariff that protects a specific 
goods industry (p. 9)

According to Hoekman (2008), another key factor 
behind the disappointing results in service negotia-
tions under the DDA is weak private sector engage-
ment. He describes it as a “low level equilibrium 
trap where little can be and is expected” in terms of 
outcome in the negotiations. Another potential 
explanation is that it is much easier to gain domes-
tic political support for unilateral service liberaliza-
tion, since it is not irreversible. By contrast, trade 
negotiations that bind service liberalization carry a 
greater political risk.
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Figure 2: “Water in the GATS”
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In addition, more stakeholders are likely to resist 
liberalization in service negotiations and fewer are 
likely to support it. Three groups could be expected 
to resist service liberalization: firms with market 
power (at home or abroad), consumer groups, and 
regulators themselves. 

Firms with market power may be the familiar 
import-competing interests that see their profits 
dwindle in the face of foreign competition. But they 
may also be firms that have already jumped borders 
and see their sheltered status abroad as a competi-
tive advantage. In its own stakeholder contacts, the 
Board has observed that some firms resist or are 
indifferent to service liberalization for this reason. 
Firms that rely on GVCs for their production and 
sales sometimes fall into this category. They have 
typically invested in different regulatory environ-
ments and, if they also sell in multiple markets, 
benefit from the ability to segment markets. This 
applies not only to services but also to non-tariff 
barriers (NTBs) for goods. As the Board has 
reported in connection with a recent analysis of the 
TTIP negotiations on NTBs, this is the case for 
some firms in Sweden’s automotive and chemical 
sectors (Kommerskollegium, 2014, pp. 46, 76). 

While consumers have undoubtedly benefitted 
from open service markets, organized consumer groups 
tend to fear weaker consumer protection and greater 
market power for firms as a result of service trade 
liberalization (Hoekman, Mattoo, and Sapir, 2007). 

Finally, regulators often fear regulatory competi-
tion and a reduced ability to enforce domestic reg-
ulatory standards. They tend to distrust regulators 
in other countries. They also sometimes share in 
rents from protected markets. The latter aspect is 
particularly important in the US, where the stand-
ard system is market driven and highly decentral-
ized in some sectors. In the ICT sector, for example, 
standards are determined by various independent 
and private standard-development organizations. 

Service.negotiations.under.RTAs
A somewhat different picture emerges when one 
considers services negotiations in RTAs. Services 
provisions under RTAs generally go well beyond 
those undertaken by the same governments under 
the GATS and even beyond the offers submitted by 
the same governments in the DDA (Roy, 2011).  
Service negotiations in RTAs sometimes also pro-
duce real liberalization (as opposed to just squeez-
ing out water in the commitments) owing to changes 

in domestic service regulation. This is particularly 
true for US RTAs with small, developing-country 
economies (Roy, Marchetti, and Lim, 2007). Such 
real liberalization always appears to be non-recip-
rocal, however. The smaller partner simply adjusts 
its regulation to that of the larger partner. The Board 
is unaware of any example in which the EU or the 
US has committed to changing its own service regu-
lation under an RTA. It would seem that the power 
asymmetries in EU or US RTAs explain much of the 
difference in effectiveness between multilateral and 
regional service negotiations. They might not, 
therefore, be good indicators of how GVCs can be 
expected to affect the political economy of deep 
integration negotiations under megaregional agree-
ments, such as TPP or TTIP.

What.lessons.can.be.drawn.from.negotiations.on.
trade.in.services?
In many ways, service negotiations can be expected 
to resemble negotiations for other deep integration 
issues. Foreign direct investment (FDI) is the most 
important mode (3) in GATS services negotiations, 
services and NTB negotiations both typically con-
cern domestic regulation, and stakeholder interests 
differ from market access negotiations for goods.  
In addition, NGOs tend to question the benefits of 
trade negotiations more aggressively for behind-
the-border issues, such as services or investment. 
Services and other deep integration issues are 
therefore seldom reduced to clear-cut traditional 
market access “bargains” between offensive and 
defensive interests. In fact, it could become coun-
terproductive if the impression from goods negoti-
ations (“my market for yours”) is transplanted to 
deep integration issues. The idea of trading one 
partner’s consumer protection for the other’s en-
vironmental protection clearly lacks any public 
support. In our view, deep integration negotiations 
must instead be based on transparency, confidence-
building and a community of interests. This is par-
ticularly important in a WTO context where 
national preferences with respect to safety, envi-
ronmental protection, labour protection, and so on, 
often differ greatly. 

To sum up, traditional 20th-century reciprocity 
in market access negotiations will not be an effec-
tive mechanism in the context of 21st-century deep 
integration negotiations between equal partners. 
This context requires new approaches to trade 
negotiations. 
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5. Updating Trade Negotiations  
 for the 21st Century
The purpose of this report has been to stimulate a 
discussion on how the changing nature of trade 
influences the political economy of trade negotia-
tions. It concludes that we should retain some but 
not all of the principles that have guided us in the 
past. 

Our analysis suggests that there are different 
political-economy forces related to GVCs at work 
simultaneously. To begin with, an increase in the 
fragmentation of trade and production through 
GVCs could lead to a corresponding fragmentation 
of interests and thus to an overall reduction in  
private sector interest in market access issues. This 
“fragmentation effect” is likely to influence both 
export interests and import-competing interests. 

At the same time, the growth of trade in inter-
mediate goods and services means that open-mar-
ket stakeholders could receive a broader base. This 
“broadened base effect” unambiguously reduces 
domestic demand for protection. Negotiations 
based on a reciprocal exchange of market access 
could thus remain a successful mechanism for 
trade liberalization in the future. 

An important conclusion from the analysis is 
that it makes sense to separate market access nego-
tiations from behind-the-border negotiations. The 
reason is that each follows a different political-
economy logic, and resistance to liberalization 
comes from different stakeholders. 

When it comes to deep integration negotiations, we 
argue that “distrustism” is a more important factor 
than protectionism. Negotiations must therefore 
focus on building trust in the system of one’s coun-
terpart rather than on trying to exchange one part-
ner’s consumer protection for the other’s environ-

mental protection. Reciprocity in the traditional 
GATT sense will not be an effective negotiating 
mechanism in such a context. On the contrary, it 
could become counterproductive if policy makers 
create an impression that their system is superior to 
their partner’s in order to “win” negotiations about 
regulatory convergence or rules on equivalence. 
Instead, a more co-operative approach, based on a 
community of interests, is required. 

Deep integration negotiations are also dissimilar 
from market access negotiations in that the interests 
opposing liberalization are different. Supporters are 
fewer, and the interests opposing liberalization 
include regulators themselves. Here the challenge is 
to create a mutual interest among regulators and 
other stakeholders in the new common regulatory 
system. Again, a more co-operative approach is 
required. Regulators and other stakeholders should 
be engaged in the negotiations from the outset and 
be asked to design regulations according to princi-
ples such as “least trade restrictive” and “least 
costly.” In addition, confidence-building measures, 
regular contacts, and the establishment of sister 
agencies that communicate well and see themselves 
as mirror images, as well as agreement on scientific 
approaches, would be useful. 

Traditionally, transparency in trade negotiations 
has been selective in the sense that in order to 
achieve results, the final approach to a landing zone 
must be sheltered from interests that seek to block 
progress. By contrast, deep integration negotiations 
require constant transparency, the provision of  
correct information, and reassurance in relation to 
stakeholders, business groups, NGOs, and the  
general public. 
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Besides transparency, other WTO principles, 
such as MFN treatment and national treatment 
(non-discrimination), continue to be highly rele-
vant in a world with increasingly complex trade and 
production patterns. By contrast, the opposite 
approach—a system of overlapping preferential 
regimes that each comes with a set of complex 
rules of origin—is ill suited to the emerging trade 
reality.

The analysis in this report further suggests that 
the idea of a single undertaking at the WTO makes 
little sense in a GVC world where interests and pro-
duction are increasingly fragmented and the WTO 
has 160 members. It would be too complex, border-
ing on artificial, to find a genuine balance of inter-
ests across a range of different issues in such a 
negotiating context. In the end, there will be too 
many different views and layers of truth as to what 
a proper balance of interest is. 

All of this indicates that the WTO should 
remain the predominant forum for international 
trade negotiations due to its global coverage and 
non-discrimination principles. At the same time, a 
more incremental, step-by-step approach to nego-
tiations at the WTO is appropriate in the future. 
The idea of a single undertaking appears to hinder 
negotiations at the multilateral level. The DDA has 
clearly not been a success, whereas incremental 
progress has taken place at the WTO outside the 
single-undertaking framework (for instance the 
Information Technology Agreement and the Trade 
Facilitation Agreement). Our analysis moreover 
lends support to current critical-mass approaches, 
such as the negotiations on an environmental-
goods agreement and the ITA+ negotiations. 

When discussing strategies that respond to the 
implications of GVCs for trade negotiations, one 

must finally take into account how trade liberaliza-
tion benefits our societies. In particular, new 
insights from the trade literature ought to be con-
sidered. The basic message from the heterogeneous 
firm-trade literature is that there are more mecha-
nisms through which the gains from trade can be 
realized than theory has previously indicated.  
Traditionally, the gains from trade have to do with 
endowment differences and comparative advan-
tage. According to more-recent trade literature, a 
substantial part of the societal gains from trade are 
generated through a selection of firms that are  
particularly productive (Melitz, 2003; Melitz and 
Trefler, 2012). Such a selection process, in turn, 
depends on the ability of firms to access foreign 
markets. 

With this in mind, low entry barriers, market 
access, and market contestability, particularly for 
small and medium-size enterprises, become an even 
greater priority in trade negotiations. As a conse-
quence, issues such as tariffs on manufactured 
goods, rules of origin, trade facilitation, and trade 
defence still matter greatly. The possibility that 
increasingly fragmented production patterns have 
led private sector interests to migrate towards deep 
integration issues does not mean that the market 
access agenda is less relevant economically. This 
conclusion is further underlined by the fact that 
GVCs magnify protectionist measures through  
“tariff-amplification” (OECD, 2013). It is also under-
scored by the observation that some firms show  
little interest in market access negotiations because 
the promise (lower tariffs) is not quite what is 
offered (because of complex rules of origin or costly 
administrative procedures). In other words, the 
market access agenda of trade negotiations still mat-
ters greatly, but it must produce real market access.
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Notes

1 As shown by the OECD (2013), GVCs are associated with 
an increase in trade in intermediate goods and services.

2 Melitz (2003) introduced the assumption of heterogeneous 
firms to trade theory. When the assumption of representa-
tive (homogenous) firms within a sector is relaxed, 
firm-specific factors within each sector determine 
productivity and export success. As a consequence, trade 
patterns and gains from trade are determined by a 
continuous process of structural change where highly 
productive firms enter and low-productivity firms exit export 
markets. Within such a theoretical framework, winners and 
losers coexist within the same sector at a given time and 
might have different interests.

3 Melitz and Trefler (2012) characterize productivity 
increases in Canadian manufacturing resulting from the 
Canada-US free trade agreement as “massive.” They 
identify the reallocation of market shares from less to more 
productive firms as the primary source of this sharp rise in 
productivity, a conclusion that corresponds with the 
theoretical model.

4 Here we treat service negotiations as a deep integration/
behind-the-border type of negotiation. Border barriers are 
addressed in most service negotiations, primarily with 
respect to the temporary movement of persons (mode 4) 
and some cross-border service trade (transport services). 
For the most part, however, service negotiations address 
behind-the-border regulation that determines market 
access in the same way that technical or sanitary regulation 
determines market access for goods. In this report, 
however, we use market access in a stricter sense, 
meaning “market access at the border.” The term therefore 
does not correspond with, for example, a market access 
commitment under GATS.

5 The EU single market is not yet fully integrated with respect 
to services. This is reflected in figure 2, where actual STRI 
levels differ between EU member states.
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