


                                        September/2016 

1. Motivation: The increasing relevance of time as a trade barrier; 

1.
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1. An important trend in trade policy over the last decades is the remarkable  
reduction of tariff barriers worldwide, particularly in Developed and some Newly 
Industrialized economies (Kee et al, 2009).  
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2. Lower Transport Costs and advances in communication technology have  
accelerated supply chain trade. Nowadays, over 2/3 of global exports corresponds to 
trade in intermediate goods… 
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3. At the same time, nearly 400 PTAs have been notified at the WTO over the last 
decades. Nowadays, Intra-PTA trade represents over 50% of global trade and that 
share may reach 60% once the TPP is in force… 
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5. The relevance of time as a Trade Barrier 

 
Å Over the last decades, the use of air cargo has risen 2.6 times faster than ocean cargo, 

reflecting the increasing importance of time as a trade barrier.  

 

Å While many products are time sensitive due to inventory holding costs, perishability and 
rapid technological obsolescence, these 
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6. Despite the recent explosion of fragmentation, trade has been growing at a slower 
pace over the last few years. The rough two-
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7. Several Explanations have 
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8.0. The existing empirical literature on the benefits of trade facilitation 

 
Å Most of the existing studies are based on either Gravity Equations or CGE 

models;  

 

Å Some drawbacks on the existing empirical literature:  
Å Most of the studies using Gravity models suffer from problems of 

misspecification due to sample selection bias as well as firm heterogeneity, 
among others (Helpman
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9.0. Measuring the costs of delays at 
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9.1. Measuring the costs of delays at Customs at the product level 
(Hummels and Schaur, AER, 2013)  

 

Å In the model, Consumers have CES type preferences over a 
bundle of differentiated goods:   

 

 

 

Å The time of delivery by firms is treated as a product quality 
dimension, according to:  
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9.2. Measuring the costs of delays at Customs at the product level 
(Hummels and Schaur, AER, 2013)  

 

Å With real expenditures given by “E”, utility maximization gives 
the following domestic demand for the product exported by 
firm “z” located in foreign country j:   

 

 

 

 

 

Å The equation above shows that, for the same prices and 
consumer’s income, demand will be higher for goods that 
arrives sooner than later... 
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9.3. This idea can be illustrated by the graphic below. For the equilibrium quantity Q*, 
consumers are willing to pay P* for a good that arrives late. They would pay P1 for a zero 
delay good. Therefore, the implicit Ad valorem cost of delay will be (P1-P*)/P*.  

Source: Minor (2013) 
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9.4. Measuring the costs of delays at Customs at the product level 
(Hummels and Schaur, AER, 2013)  

 

 

Å Hummels and Schaur (2013) estimate the 



10. Methodology and Modeling 
Issues… 
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Weighted Average Time delays at customs (2012)   

Source: World Bank (2012) 
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1. Rich countries have more efficient customs;  
2. For all regions, time delays are higher against imports. Protectionism? 
3. Gains from trade facilitation will be potentially higher for developing regions in the world (they 
clearly have more room form improvement!) 
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The costs of delays at customs are relatively higher for 
importers of capital intensive goods in the Brazilian economy… 
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Costs of delays are also relatively higher for exporters of 
capital intensive goods in Brazil… 
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Source: CGTI-FGV 
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The architecture of Global Value Chains in 2011, from the 
perspective of VS, broken down by factor of production  

1. Trade in intermediates is reality in the four country groups presented (VS);  
 
1. Global/regional value chains are concentrated in manufacturing sectors (Capital); 
 
1. Unskilled labor tasks tend to be offshored at a higher degree in comparison to skilled labor 

tasks…(Unskilled/Skilled) 

 
 
   

Source: GTAP-9 (2011) 

VS

Land Skilled Unskilled Capital	 NatRes VS

High 0.12 4.93 5.64 10.01 1.73 22.44

Upmed 0.13 4.14 4.68 7.86 1.36 18.18

Lowmed 0.17 4.49 5.54 9.71 2.02 21.93

Low 0.37 4.84 6.7 10.07 1.09 23.08
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The architecture of Global Value Chains in 2011, from the 
perspective of VS1, broken down by factor of production  

1. Rich countries are predominantly suppliers of capital/skilled labor intensive tasks to the 
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Å The GTAP model does not include a representation of customs activities or costs of border procedures;  
 

Å The methodology adopted in this work follows Hertel et al (2001) and Fugazza & Maur (2008), and assumes 
that trade facilitation takes the form of technical progress in trading activities; 
 

Å CES type demand equation for good “i”, exported from country “r” 



  
 
 

 

                                        September/2016 Centre for Global Trade and Investment – EESP/FGV 

Macro Results (Typical country) 
 

1. Given the asymmetric impact on GDP growth, T
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The Impact onTrade in value added 
 

1. The TFA is likely to positively affect supply-chain trade for all regions. The impacts are biased 
towards a greater inclusion of developing/less developed regions in regional/global value chains 
(VS+VS1) (last line) 
 

2. With the exception of developing economies (upmed economies), where offshoring will slightly 
predominate (VS >VS1), less and least developed regions will tend to integrate through a greater 
supply of intermediates to other countries exports (VS1>VS);  

 
 

(%) High Upmed lowmed Low
VS 0.81 6.53 4.26 1.04
VS1 1.58 6.14 11.46 14.52

VS+VS1 1.18 5.33 7.37 4.97
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Breaking down by factors of production 
 

1. Offshoring in developing countries (Upmed), less (lowmed) and least developed economies(Low) 
tend to be concentrated in more sophisticated capital and land intensive tasks; 
 

2. Trade facilitation will allow a relatively higher participation of poorer economies in the supply of 
more sophisticated capital, land and natural resource intensive tasks (VS1); 
 

3. As a whole the TFA is expected to favor the participation of poorer economies in global/regional 
value chains. The increase in the participation of developed economies tend to be marginal and 
relatively concentrated in the supply of agricultural intermediates;   
 
 
 

4. e 

 
 

VS	(%)
Land Skilled Unskilled Capital	 NatRes VS

High -0.02 2.13 1.34 0.85 -5.04 0.81

Upmed 4.97 6.55 7.65 7.14 -1.07 6.53
Lowmed 4.14 6.45 6.39 3.87 -3.53 4.26

Low -0.50 1.82 1.20 1.17 -4.25 1.04

VS1(%)
Land Skilled Unskilled Capital	 NatRes VS1

High 18.38 1.86 1.91 1.64 -10.24 1.58
Upmed 5.87 6.87 7.54 6.81 4.77 6.14
Lowmed 4.26 11.27 12.04 12.39 1.25 11.46

Low 10.16 16.95 12.92 15.78 6.36 14.52
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1. The significant increase in international trade and FDI and the proliferation of GVCs over the last decades 
have coincided with rising developing countries’ per capita incomes and reduction in poverty 
(Subramanian et al, 2013; Dollar et al, 2013);   

 
1. In parallel, income inequality has risen in a large number of OECD countries and some emerging 

economies (OECD, 2014), becoming, once again, a hotly debated policy concern;  
 
1. The bulk of the existing empirical literature on trade and inequality focuses on the question  of the extent 

to which trade has contributed to increasing inequality not only in wages but also on other factors of 
production; The evidence is mixed (WTO, 2008; OECD, 2012); 
 

2. The literature on GVCs
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What should be expected about the relationship between GVCs and wage 
inequality, according to the seminal perfect competition trade in tasks model of 
Grossman and Rossi-Hansberg (2008)? 

Å VS (backward linkages): 

 

ï A higher degree of 
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Breaking down VS and VS1 confirms the Grossman 
and Rossi-Hansberg 
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Final Remarks 
 
Å The implementation of TFA seems to have the potential to promote a new wave 

of fragmentation, with a higher participation of developing/less/ least 
developed economies. This new wave is likely to be biased towards 
agribusiness and natural resource intensive activities;  

 
Å While contributing to decrease global income inequality, local wage inequality 

might see a slightly increase, as the impacts of the TFA are biased towards 
capital intensive sectors that demand skilled labor force;  
 

Å The effects of supply chain trade on country level income inequality must be 
disentangled from the effects of trade in final goods. The findings in this work 
appear to be  in agreement with recent theoretical predictions in the GVC 
literature.  
 

Å The potential role of the TFA in increasing domestic income inequality is 
predominantly a typical trade-in-final goods Stolper-Samuelson effect. In the 
average, this effect tends to be counterbalanced in countries where the 
impacts on supply-chain trade are expected to be higher;  
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Merci! 
(Lucas.ferraz@fgv.br) 
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