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CHAPTER 6
CONNECTING TO VALUE CHAINS: 
THE ROLE OF TRADE COSTS AND  
TRADE FACILITATION
Contributed by the Organisation for Economic Co-operation  
and Development 

AID FOR TRADE AT A GLANCE 2015: REDUCING TRADE COSTS FOR INCLUSIVE, SUSTAINABLE GROWTH � © OECD, WTO 2015

Abstract: This chapter highlights the importance of trade costs for the participation of developing 
countries in Global and Regional Value Chains. It considers in particular the role of di�erent trade facilitation 
aspects such as border procedures and quality of infrastructure and shows how developing countries can 
reduce trade costs through those two speci�c areas. It discusses then how regional co-operation can be an 
e�ective strategy to promote integration into value chains by addressing regional bottlenecks. In addition 
it reviews multi-country and regional aid for trade initiatives highlighting some of the projects which are 
yielding good results and others which have not seen as much progress. 
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 Figure 6.2  Average intra and extra-regional participation in GVCs across regions in 2011

 Source: OECD (2015), calculations based on EORA database.

What determines participation and what is the role of trade costs?

Understanding how a country integrates into production networks requires more than just looking at their relative 
participation rate. Indeed, larger countries tend to have lower rates of participation and this is often attributed to the 
fact that they have larger domestic markets from which to draw their intermediates from. Also, natural resource based 
economies, as well as the highly technologically developed ones, tend to be a source of intermediate inputs, albeit 
very di�erent ones rather than international purchasers of these (OECD 2015). Therefore country speci�c characteristics 
are likely to be strong determinants of participation rate di�erences. To further investigate this issue, it is useful to �rst 
distinguish between sourcing foreign value added for exports (backward participation ) and providing domestic value 
added for partners• exports (forward participation) and then identify the di�erent factors and country characteristics 
that determine such engagement. This makes it possible to disentangle the role that di�erent factors play in determining 
participation, so as to gauge the relative importance of trade-related policies and therefore identify ways in which aid 
for trade, for example, can boost participation in production networks. 

To shed further light on the importance of di�erent determinants of GVC engagement the participation ratios (backward 
and forward) are analysed against a number of factors which have been posited in the literature to in�uence the degree 
and type of GVC integration and for which there exists data (OECD, 2015). Although the border is sometimes blurry, 
these factors can be broadly grouped into two categories: non policy factors … or factors that are not easily in�uenced 
by policy at least in the short to medium term … and policy factors re�ected in measures such as trade and investment 
openness.

Figure 6.3 presents a decomposition of the policy and non-policy determinants of backward and forward participation 
respectively in developing regions. These are obtained by regressing the participation indicators against a set of 
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Clearly, structural characteristics of countries are the main determinants of participation … the size and geographical 
location of countries, as well as their manufacturing share in GDP explain most of the variation in participation rates 
but trade and investment policies also matter. Removing tari� barriers to trade is important since fragmented modes of 
production imply multiple border crossings and therefore exponential e�ects (OECD, 2013). But their removal may be a 
necessary albeit insu�cient condition for further integration if products are held back at the border by onerous customs 
procedures or if burdensome rules of origin prevent regional cumulation. 

One overarching question is therefore whether promoting regional integration should be a priority over reducing 
trade barriers with all trading partners and to what extent RTAs and other regional co-operation initiatives can play a 
role in enhancing participation at the regional level. Indeed, competitiveness is more strongly associated with global 
rather than regional sourcing of intermediate inputs, implying that regional initiatives aimed at facilitating access 
to intermediate inputs, while welcome, should not come at the expense of pursuing inputs sourced more globally  
(OECD, 2015).

Also, while some suggest that RTAs can enhance GVC activity (Ore�ce and Rocha, 2013 and Lopez-Gonzalez, 2012) 
others argue that this is not the case (see Menon, 2013 for the case of South East Asia) since FTAs are discriminatory by 
nature. The debate centres on the direction of causation … whether countries that already engage heavily in GVCs are 
more likely to sign RTAs or if it is the RTA itself that enhances participation … but one does not preclude the other. Not 
taking into account the fact that countries which are more integrated are also more likely to sign trade agreements can 
lead to biases in the attribution of the impact of FTAs on �ows (see Lopez-Gonzalez, 2012 for a discussion). However, 
deep integration measures (WTO+) negotiated at the regional level, and which include trade facilitation measures 
as well as, competition policy, investment, intellectual property protection, services and dispute settlement do not 
tend to discriminate between �rms (Baldwin, 2013), and therefore there remains a case for co-operating with regional 
neighbours on these issues irrespective of the debate on preferential liberalisation.

 Figure 6.3  Relative contributions of non-policy and policy factors in participation ratio

 Source: OECD (2015), estimations based on EORA database, see Annex E Table E.1.
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An open trade policy can help boost participation, and this is particularly important for countries in South Asia and sub-
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In the case of services export, transport infrastructure is still key for 68.1% of respondents, but the major impediment is 
network infrastructure (77.8% of respondents).

East Asia is frequently cited as an example for its success in decreasing trade costs.  In terms of infrastructure quality, 
Malaysia and Thailand lead the way in East Asia (see Figure 6.6). China is a little behind but still ahead of many Asian 
countries. Unsurprisingly, given their lower level of development and late entry into ASEAN, Cambodia, Laos and 
Vietnam have the lowest quality of infrastructure in the region. The leading position of East Asia is clearly showcased 
in the Greater Mekong Sub-region (GMS) project, which includes some of the most e�ective facilitation mechanisms 
among all sub-regional arrangements within ASEAN (see Box 6.1). The GMS advances regionalism without hampering 
multilateralism because it is based on market and not institutional integration, along the lines of ASEAN•s development 
of its free trade area based on an ambitious liberalisation programme in the context of open regionalism (Menon, 
2005). Hence, the GMS and the other sub-regional groups are seen as building rather than stumbling blocks for ASEAN 
integration, with the GMS plan through 2022 aligning closely to ASEAN roadmaps.

TABLE 6.2  Question to Recipients of Aid for Trade on sources of Trade Costs: 
What are the most important sources of trade costs for the export?

Answer options Goods Services

Border procedures (trade facilitation) 83.3%

Tari�s, fees and other charges 51.4%

Non-Tari� Measures (including standards) 79.2%

Transport infrastructure 80.6% 68.1%

Network infrastructure (ICT, power, telecoms) 55.6% 77.8%

Access to trade �nance 59.7%

Other 4.2% 5.6%

Non-recognition of professional quali�cations 44.4%

Restrictions on commercial presence 22.2%

Restrictions on movement of natural persons 44.4%

Poor regulatory environment for services 44.4%

Tari�s on product inputs (on computers for ICT services..) 19.4%

Low levels of skills in service sectors 43.1%
Source : OECD/WTO aid for trade monitoring exercise (2015).

Source: OECD (2014). 

To counteract increasing income disparities and to realise a poverty-free and environmentally rich GMS, the ADB 
developed the economic corridor model, embedding it in the GMS programme. At the core of this model is the 
development of trans-boundary roads between major economic centres. On these roads are end-nodes and 
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OECD TFIs also make it possible to explore di�erentiated impacts of trade facilitation measures across selected regions 
and thus highlight di�ering priorities (OECD, 2013). Streamlining border procedures is the policy area that seems to matter 
most for enhancing trade �ows and reducing trade costs in non-OECD Europe, all regions of Asia and in Latin America 
and the Caribbean. On the other hand, what seems to matter the most in sub-Saharan Africa is the simpli�cation of trade 
documents and in Middle East and North Africa the automation of border processes. The potential for comprehensive 
trade facilitation reform to reduce trade costs is 17% for sub-Saharan Africa, 16.7% for South Asia, 16.2% for Latin America 
and the Caribbean, 12.7% for non-OECD Europe and Central Asia, 15.9% for East Asia and 10.2% for Middle East and 
North Africa.

 Figure 6.8 Potential reduction in trade costs by regional grouping (%)
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 Source: OECD Trade Facilitation Index. 

REGIONAL INITIATIVES ON TRADE FACILITATION

Trade-related infrastructure, trade facilitation and the creation of a trade-enabling environment are not only among the 
main hurdles to GVC integration identi�ed by both economic analysis and surveys, they are central themes of the aid-
for-trade initiative. They are often channelled through regional co-operation initiatives, intended to create trade and 
investment within regions, thereby resulting in the strengthening of regional production networks. The most obvious 
argument in favour of such initiatives to address trade costs relates to geography, given that many of these costs are 
determined regionally. Regional initiatives in this area include sharing of border facilities or regional harmonisation 
and co-operation to address duplication (arising because of di�ering standards across countries) and friction costs (for 
example, ine�cient time usage because of repeated loading and unloading of commodities).

Regional Agenda on aid-for-trade facilitation

As observed by Helble et al (2012), the share of aid-for-trade spending directed at trade facilitation in the narrow sense 
(i.e. border procedures) as compared to spending directed at infrastructure has hardly changed over time. However, 
signi�cant heterogeneity can be observed across regions. Over 2004-13, the share of funding for trade facilitation varied 
from 1.2 % in SA to 12.3 % in SSA region (Figure 6.8). As regards infrastructure, most of the funding goes to transport, 
representing 95% in South Asia and East Asia. Support for communication infrastructure is greatest in East and South 
Asia the Middle East and sub-Saharan Africa.

12http://dx.doi.org//10.1787/888933241372
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 Figure 6.9 Aid �ows for trade facilitation and infrastructure from 2004-13 by regions
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The second most important recipient of aid-for-trade facilitation is Latin America. For instance, an international transit 
tool (TIM), in the form of an electronic system that e�ciently manages goods in transit from Mexico to Panama, was 
implemented under the Mesoamerican Project and supported by the IDB (see Box 6.7). In Brazil, business and government 
co-operated to implement a foreign trade mapping process project to reduce behind-the-border barriers a�ecting 
trade in goods. The project, considered as a successful case of public-private partnership (see World Economic Forum 
•Enabling trade - catalysing trade facilitation agreement implementation in BrazilŽ), laid the basis for the implementation 
of Braziĺ s single window. Brazil also intends to help undertake similar projects in Uruguay and Paraguay, providing 
technical and �nance assistance. 

Source: OECD-WTO case studies, 2015

Brazil•s foreign trade mapping project was developed through a partnership of the National Confederation of Industry 
(CNI) and Aliança PROCOMEX (an alliance that involves companies and business associations to help modernise 
customs procedures in Brazil), with the Ministry of Finance (where the customs authority is located) and the Ministry 
of Development, Industry and Foreign Trade. The project involved undertaking a diagnosis of bottlenecks and 
elaborating recommendations to improve the import and export process. The results of the mapping were used by 
the government as a basis for the construction of Braziĺ s single window. 

The project set out to produce for the government a map of the import and export processes as implemented by 
customs, identifying systems, rules and opportunities to make clearance and release processes in Brazil more e�cient. 
It also resulted in a list of recommendations from the private sector based on the above map and a blueprint of the 
areas that should be better designed and rules that should be changed, elaborated jointly between the government 
authorities and the private sector. 

The project unfolded through 59 meetings between the administration and the private sector, which included 118 
big companies involved in the trade process, as well as business associations of the most important sectors. The 
mapping of four processes has already been completed: land, sea and air transport export processes and temporary 
admission procedures. The mapping of sea, land and air transport import processes and of speci�c regimes• export 
processes is still ongoing..

BOX 6.6 Brazil•s foreign trade mapping

On the other hand, South Asia hosted few assistance projects focusing on narrow trade facilitation, although it is an 
important bene�ciary of infrastructure for trade facilitation. Nevertheless, the trade facilitation reforms introduced at the 
Attari-Wagah border point have played an important role in improving trade between India and Pakistan and changed 
the livelihoods of people living in the border areas (see Box 6.3). 

REGIONAL CO�OPERATION

As described above, regional aid for trade can signi�cantly contribute to production networks and deepen involvement 
in value chains. The section below reviews regional actors and initiatives in favour of lowering barriers to the creation 
and expansion of production networks and of facilitating participation in value chains.

In Asia

Through various waves of unilateral liberalisation and regional co-operation, East Asia has become more outward 
oriented and linked to global production networks. This success is the result of co-operation in the framework of ASEAN. 
The transitional ASEAN economics tend to place more value on regional co-operation and have received more national 
aid for trade funds, which has facilitated the improvement of trade and foreign direct investment links. The blueprint 
for the Asean Economic Community (AEC), adopted in 2007, was designed to mobilise resources needed to achieve its 
goals, which could also be translated into the post-2015 development agenda. 
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ANNEX 6A.1 Drivers of participation by income group using EORA

FORWARD

Total High-income Middle-income Low-income

I II I II I II I II

Tari�s charged -0.1263 -0.1163 -0.3163 -0.2063 0.031 0.036 -0.1352 -0.107
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